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,....^_ ,:,■, J 

Committee ox IxTEBaxATE ani> Foreign Cojaai^rcs:^ 

House of BEPHEaE^TATIVES, 

Monday, MorchM^ 1918, 

The coiAmittee met at IO.81G o?d6ck^ a. m., Hon. Thetus W. Simss 
(chftimyail) presiding. , / . . 

The Chairman. The committee has met this morning to hear geti-^ 
tlemen in reference to 'Hotise^biir9928, ai bill to atnend* section 4iofMie 
fid entitled ''An attt t<i regiilatet commepoe?' approved Feb(nmry 4^ 
1887, as amended June> IS, 1910. .• . . 

I wamtto make' this suggestion *o those in charge of the heiarings 
both for aiHl against the bill, that the older memfoeiQ of this bom*- 
mittee. especially Mr. Hamilton,' Mr. Bsch, and myqelf, and per*! 
haps others, itnd< thoee who are members of the joitnt select com- 
niiltee, have heard arguments for and Against this section quite 
at length- I undei«tand ' there is a Senate bill pending for -the 
same pui-pose, and that th^re have beentrathier extensive hearings 
before the Senate ' Committee on Interstate • Conmierce. 

What I tvould<suggesty alpqg the -line of shortening the hearings 
before this dommittee^ i&:this, that permission i^^ill be: granted to 
print any portions of th^ heai'ings ivhich have been! held by the joint 
committee on this subject, teithe!* for or against the' bill^ and also 
the hearings of the Senate committee. Anyone appearing before 
tliifc-comiftHfteiTViH haX-a pei-mi^ifoh'to.pritit arfy portion of those. 
bcMCtin^ a^hd^'iifol^ 'tSKenAi: a pai^ 'of i the -liearings of this oommittee 
upon this bill. If the gentlemen who want to be h^airl; on both 
sides of this proposition, will take that into consideration, it will 
relie^'e both th^m and the committee, of a good deal of 'labor, atid 
we -Avill be able to get the same resuUs. 

Thoee who desire to. appear in- favor of this bill will be heard 
first, and ' those %ho are opposed to the bill will be heard next. We 
would like to get through with these hearings to-morrow, if possible* 
Mr. Shanghnessy,. arb you in charge of/ those. who are in. favor of 
this bilH -.. . \' .••'.....■••■. .^ • 

Mr. Shauohnbssy. I axn« Mn Chairman. > 

The Chairman. Who is in charge of those on the other side? 

Mr. Shacohi«es8t. Mr. :Seth Mann is here,- from San Francisco. 

The C-HAiRiiA:!. Mn. Manm will you be in charge of those who are 
oppo&ed tothe bill? ,• - . 

Mr. Sbth. Ma:n>ii. Wie havie not elected anyone to be in charge of 
thoee who are bp{>o6ed U> thd bilU Mr. Chairman. I think, Mr. 
Chairman, it is self evident that we. dan not complete the hearing 
of those who Want to be beard m two days, unless "we pidoat what 
was said before the Senate ofummittee, according to your suggestion^ 
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The Chairman. Do you think it can be done by adopting the 
method of printing the testimony that has already been given i 

Mr. Seth Mann. I fully agree with you in regard to that, so far 
as the testimony of those who have appeared before the Senate 
committee and who also desire to appear before this committee is 
concerned, but there are sofne witnesses in attendance at this hear- 
ing and some who will be here w^ho were not present before the 
Senate committee last week, and their statements would be addi- 
tional statements. There was a gentleman coming from Texas 
who desired to present the Texas situation. 

The Chairman. I know if we hear everybody at length who 
w^ants to be heard, we could not complete these hearings in two 
days, but we would like to complete them in two days, if possible, 
because on Wednesday the hearings in reference to the Water-power 
bill will be resumed. 

Mr. F. H. Wood. Mr. Chairman, Mr. H. A. Scandritt is here repre- 
senting the railroads. There were a number of railroad witnesses w ho 
appeared before the Senate committee, but so far no raihoad wit- 
nesses have testified before the joint committee, as the chairman will 
recall. The chairman said that the matter might be expedited by 
printing as a part of this record the testimony that was given before 
the Senate committee, and that is entirely agreeable to us, but I desire 
to make this reservation, that if there is to be an exposition de novo 
upon the part of the proponents of the bill or anvthing approaching 
that, that we would expect to be heard at length also. 

The CiLAiRMAN. Certainly; we expect to treat everybody with 
fairness and give everybody an equal opportunity to be heard. 

We are ready to hear you now, Mr. Shaughnessy, but I want to say 
before you start that it is understood that this hearing is to be con- 
fined to this bill and the subjects embraced in it. 

STATEMENT OF MR. JOHN F. SHAXTOHNESST, PRESIDENT OF THE 
INTERMEDIATE RATE ASSOCIATION, 401 COLORADO BUILDING, 
WASHINGTON, D. C. 

Mr. Shaughnessy Mr. Chairman, my name is John F. Shaugh- 
nessy. My residence is Carson City, Nev. I am a member of the 
Nevada Railroad Commission and president of the Intermediate Rate 
Association, with headquarters at 401 Colorado Building, Washing- 
ton, D. C. 

The Intermediate Rate Association is a voluntary organization 
and has for its members and support railroad commissions and com- 
mercial and traffic organizations throughout Southern and Western 
States. 

The association desires to enter its appearance as a party of record 
in support of the Hayden long-and-short-haul bill, H. R. 9928. This 
bill is the same as the Poindexter bill, S. 313; the Shafroth bill. S. 
1471 : and the Henderson bill, S. 3777, upon which hearings were held 
before a subcommittee of the Senate Committee on Interstate Com- 
merce from March 13 to March 21, inclusive. 

On behalf of the Intermediate Rate Association, T also wish to 
enter the appearances as parties of record in support of the Hayden 
Wll the following member organizations, including certain represent- 
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atives thereof who are here and will make statements before this 
committee : The Railroad Commission of Arizona ; the Railroad Com- 
mission of Montana ; the Railroad Commission of Nevada ; the Rail- 
raa:! Commission of Utah; the Railroad Conmiission of Idaho; the 
Kailroad Commission of New Mexico; the Railroad Conmiission of 
Texas: the Railroad Commission of South Carolina; the Railroad 
Commission of Mississippi ; the Railroad Commission of Indiana ; the 
Dallas (Tex.) Chamber of Commerce; the Fort Worth (Tex.) 
Freight Bureau; the Greenville (S. C.) Chamber of Commerce; the 
Columbia (S. C.) Chamber of Commerce; the Reno (Nev.) Commer- 
cial Club; Mr. John R. Corey, secretary of the Hastings (Nebr.) 
Chamber of Commerce; the Lewiston (Mont.) Chamber of Com- 
merce; the Retail Mercants' Association of Montana, with headquar- 
ters at Helena, Mont.; the Helena (Montw) Retail Merchants' Ex- 
change; the Helena (Mont.) Conmiercial Club; the Bozeman (Mont.) 
Chamber of Commerce; and the Boise Citv (Idaho) Commercial 
Chib. . V ^ 

Then I also desire to enter the appearances separately of the fol- 
lowing gentlemen, who will appear here in support of the bill : Mr. 
H. F. Bartine, chairman of the Nevada Railroad Commission; Mr. 
F. A. Jones, chairman of the Arizona Railroad and Corporation 
Commission ; Mr. Allison Mayfield, chairman of the Texas Railroad 
Commission ; Mr. A. L. Freehafer, a member of the Idaho Railroad 
Commission ; Mr. W. S. McCarthy, for the Salt Lake TraflSc Bureau ; 
Mr. J. B. Campbell, for the Spokane Chamber of Commerce; Mr. 
George B. Graff, for the Boise City (Idaho) Commercial Club; Mr. 
Leonard Way, traffic manager and statistician for the Railroad Com- 
mission of Idaho ; and Mr. Charles W. Smith, secretary of the Inter- 
mediate Rate Association. That constitutes the appearances we have 
to enter at this time. 

Since the 15th of March, I wish to say by way of explanation, no 
fourth-section violations in transcontinental rates on westbound 
traffic to intermountain territory are now imposed against us, and 
this is because the Intei*state Commerce Commission has made a final 
order in the Intermountain Rate case (48 I. C. C, 79), removing all 
long-and-shoit-haul discrimination on westbound traffic. However, 
on eastbound transcontinental traffic, most of which moves at blanket 
and zone rates, there are some long-and-short-haul discrhiiinations, 
Mich as wool, sugar, and flour, for example. 

Now. the reascm why we are complaining, and why we are here in 
support of this legislation, is because there is absohitely no security 
npcm which intermediate communities throughout the southern and 
wef?tern States may depend under the present fourth section of the 
act to regulate conmierce, as administered by the Interstate Com- 
merce Commission, and as construed by the courts whenever appeal 
has been made to the courts: therefore we are appearing at this time 
before your honorable committee asking that Congress announce a 
new policy which will give to us that security to which we are fairly 
and reasonabh^ entitled, in order that all sections of the country may 
develop in proportion as their resources and their energy fairly 
justify. 

The Chairman. The Interstate Commerce Commission have dealt 
with this matter in a recent opinion, have they not? 
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Mr.' SirAtJOH^TESSY. Yes, sir. 

The Cii AIRMAN. Have you arailabfe a c6py ot tHeir opinion? 

Mr. SftAtro&JCfissY. I have ; yes, str. 

The Chairman. You might put that in the' hearings as a part of 
your statement. 

Mr. Shaxi^hnesst^. I will Introduce a copy of that at the close of 
my remarks. 

Mr. Chairman, in order to mfctke oul- position clear on the bill hei'^ 
under consideration I wisli tof put before the committee, in brief 
tliough comprehensive form, a statement of the i)olicy which has 
been adojpted by the Intermediate Bate Association. Thereafter, 
because of th€i limitation a^ to time whicfh the witntesses on our sid6 
will have, I shall forego making an extended rate analysis and ask 
that my testimony given befoi* the Senate coniniittee last 'week be 
incorporated as part of my testimony in this hearing. * ' 

Mr. WfiTTKiCK,' Mr. Crfairman, may I afek at this point whethel* 
the statement that Mr. Shaughnessy is now going to put into the 
record was not put into the retjord, word for word, in Ihe' hearings 
of the Senate Committee; and' if soy whether thi<^ is not the place to 
begin to ^hve tihie, beciause I am sure if only two days are to bb 
deVoted to these hearings, and Mr* ShAughnessy is going to repeat 
;his whole statement,' the rest of aid \vill not have'any Hme. 

Mr. SHAtJOrtNBAsY. Mr. Chairman, the stateAient I wish to make at 
this time is very briefj and it ptits in" the most cbnoine form the po- 
sition of the Intermediate Rate Aissociation and others w^ho are piv^- 
ponents of this bill now under consideration, and the treasons wh^ 
we are supporting it, and why We are asking, relief at the hands (k 
Congress, and therefore I think it is very important that the con^ 
nnittee hear what I haVe to sayj »< > , * 

The Chairman. You may proceed. 

Mr. Shatjohnessy. I will not duplicate the testimony which I 
gave before the Senate committee, and which I will ask to in- 
corporate later, any more than possible. I will not encix>ac!h upon 
the time of the other gentlemen, if that is what Nf r. Wettricfc means. 

Because of the construction placed on the " proTiso '* of the fourth 
section, permitting exceptions and authorizing the charging of less 
for the longer than for the shorter distance, a governmental policy 
has been established, and large industrial and commercial centers 
accorded these preferential railway rates under the guise of meeting 
either water or rail competition^ or both, have been built up at the 
expense of " intermediate point territory " in all southern and west- 
'ern States by the latter points being compelled to pay higher short- 
haul rates than otherwise would have been necessary if rtites were 
uniformly applied to all pointsi 

When effort has been made to invoke the rule of the presemt 
fourth section for the purpose of hanng these higher short haril 
rates removed, action by the Interstate (SMnmerce Conuniesion has 
been exceedingly slow, * expensive, and unsatisfactory, because all 
fourth section decisions contain qualifying language inviting recon- 
sideration of the relief granted upon a return of water oompetitire 
conditions, and therefore a foundation of reasonable security is not 
Afforded to intermediate point territory. Further, because all 
fourth section decisions have been and are so qualified, uncertainty- 
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€xistk^ to sach aii extent that ih^ beneficial effect of the relief, wh/en 
grmited, has beep largely offset, and therefore local alid outeide capi- 
tal for iadustrial and ooHiinercial enterprises can not be secured for 
oar intermediate points in competition with the farther distant pref- 
erentially low cate centers. In fact, it would be a hazardous investor 
indeed who would^ or will at present, or for the future, risk large 
capital in industrial or commercial enterprises within intermediate 
point territory in southern and western States under the act as it is 
lo-day, and the only manner in which this disability can be expedi- 
tiously and permanently cured is to have Congress prescribe an abso- 
lute rule by which Investors may be assured of at .least an equal 
opportunity in so fai* as railroad* transportation charges are con- 
I'emod Capital, therefore, can' not be secuiied at th^ present time 
for the short haul intermediate points because of theses railway rate 
diffenentials in favor of the long haul centers, and this wiU remain 
true even though th« tates are miade uniform and the short haul 
discrimination, removed hr^ increasing the rates at the long haiul 
poiaits during the war, whuch. itis $aid the Director General of Rail- 
ways will requii-e. Manifestly in order to establish confiden^ee and 
encoarage investmtots a: declaration bv Congress that tJDue ^ort haul 
nite^F Hhall at least be no greater, than the long haul ratesi is absolutely 
esssential before capital may be safely employed an -industrial and 
ooBuiiercial ent^-pdses witmn^ intermediate point territoiryt. Other- 
wise these in vestments following the return of the railways' to private 
operation at the dose of the war and the establishmentt of effct?tive 
water transportation will be at the mercy of the old competitive 
forces and doubtless Quickly destroyed by the railways again lower- 
ing the rates at the. long haul points — the effect of which will be to 
farther centralis^ industry , wealth, and population > at the large com- 
merciil and industrial .centers at the expense of and while retarding 
the normal development of intermediate point territorv. 

Historically speaking, it should be stated that aneifort was made 
to correct this condition' of affairs as far back as 1887, when Congress 
passed the original act to regulate commerce and provided that no 
greater charge sbould be made for a shorter than a longer haul, but 
90 (qualified it that the railroads were later able to make the fourth 
section a dead letter. For approximately two years the railroads 
filed tariffs in conformity with the absolute long and short haul rule, 
but thereafter tariffs were filed reestablishing long and short haul 
rates* and because of qualifying language in said section regarding 
(ILssimilarity of circumstances and' conditions, the Federal courts 
held that the can-iers might violate the long and short .haul rule. 
These violations continued unrestrained very much. as if no law had 
ever been passed by Congress until 1910, at which time the fourth 
Hection was amended by reaffirming the long and short haul rule, but 
it was a^in (qualified by giving to the Interstate Commerce Commis- 
sion jurisdiction in exceptional or special cf es to authorize the car- 
riers to depart from the absolute provision of said rule. In due 
time the carriers filed thousands of applications for exemptions from 
the amended section and therefore all existing long and short haul 
rates remained as they were, pending investigation and determination 
by the commission* * The major portion of these violations were 
found in soutkern and western territorv and were consolidated and 
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decided under what are known as the Southeastern cases (30 I. C. C, 
153, 1914) and the Intermountain Rate cases (21 I. C. C, 329-234, 
U. S., 476, 1914). Both of these cases were finally passed upon by 
the commission and the courts during the year 1914, or approxi- 
mately four years after the passage of the amended fourth section in 
1910. As a result of this action some short haul rates higher than 
the longer haul rates were corrected : some were modified and some 
were not touched at all, and therefore the entire rate fabric through- 
out these great inland territories at this time is honeycombed with 
artificial fourth section violations. 

It should be stated in passing that an order removing the dis- 
crimination in intermountain territory was made on June 30, 1917, 
and later suspended indefinitely, lender date of January 21, 1918, 
said order was revived to become eifective March 15, 1918. In this 
connection it is proper to mention that there has been no effective 
water competition between the Atlantic and Pacific coasts since the 
slides in the Panama Canal in 1915. It is also proper to note in 
passing that there is not at the present time nor has there been for 
a long time any effective water competition of such a character as 
to justify the grossly imjust and discriminatory long-and-short-haul 
rates that are assessed against intermediate points throughout all of 
the Southern States. 

The great intermediate and producing territory of the United 
States although numerically superior in voting population to the 
preferentially favored industrial and commercial centers, lacks or- 
ganization, whereas, on the other hand, the large indtistrial and 
commercial interests have always been, and are to-day, strongly 
organized and heretofore have been closely affiliated with the rail- 
roads in promoting their own growth and prosperity, and, inci- 
dentally, that of the railroads by promoting long and double haul 
business, all of which has been largely at the expense of the great 
interior and producing districts. And whenever we have appeared 
before the Interstate Commerce Commission, not as a nation-wide 
producing and consuming organization as we should have done, but 
instead, in sectional groups asking for the enforcement of the abso- 
lute*, rule, we have found arrayed against us strong attorneys and 
representatives from specially favored railroad-rate points opposing 
the relief we sought and strenuously contending that the *' proviso "" 
of said section should be made etfecti ve to the exclusion of the absolute 
rule, because, as a result of water-comjielled rates, industry, capital, 
and population have boon centralized at the established centers which 
they represent ; that the channels oi trade have thereby become estab- 
lished and should not bo disturbed; that because of the strategical 
location of these industrial and conuuercial centers on navigable 
water — either inland or ocean — they have a " (rod -given " and there- 
fore a "vested right" in a lower scale of rates than is granted to 
intermediate and producing-point territory. 

In other words, that they are entitled to the benefits that they 
might have secured by the development and effective utilization of 
the Nation's natural waterways but which they have not taken 
advantage of, yet because of the potentiality of their location on 
these waterways, upon which the Nation at large has expended as 
of July 1, 1916, $898,500,000 on rivers and harboi-s, and $450,000,000 
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rii the construction of the Panama Canal in aid of the development 
of waterway transportation by private capital, these great industrial 
and eorainercial interests contend that they should be accorded the 
benefit of preferential all-rail rates; and this in spite of the low 
water rates and dependable service which they might have enjoyed 
if advantage had been taken of their '" God-given opportunities " and 
they had participated in developing, patronizing, and making water- 
way transportation an effective and efficient instrumentality. Taken 
from this viewpoint it is apparent that the intermediate points might 
more properly contend and with much better grace make the argu- 
ment for these all-rail preferential rates than the large industrial 
and commercial centers on the ground that such rates are necessary 
to eciualize the natural advantages of the latter which are afforded 
by waterway transportation from and to all the markets of the 
world, and thus insure a more uniform development of the Nation's 
resources by promoting an equitable" distribution of industry, popu- 
lation, and wealth. 

Thus far our unorganized communities have been the prey of these 
organized forces, and as a result our intermediate point territory 
ha^ JH»en limited in its growth and development merely because there 
were ciefined natural waterways which the railways in their efforts 
to monopolize transportation wanted to keep from developing into 
really effective transportation agencies. Must we continue further 
under such a handicap? Xote the effect of this unwise policy. In 
the face of the present world-wide war the Government finds that 
much-needed water transportation, both inland and ocean, is largely 
<inly somethiiijg to talk about and that adequate facilities therefor 
are not in existence when vitally needed to relieve the congestion 
incident to the war. But in this connection, as it is now the an- 
nounced policy of the Nation to protect and promote the building 
up of waterway transportation, one of the first and most necessary 
steps in this direction is the passage of an absolute long-and-short- 
haul law. Otherwise, for the reasons referred to herein, there can 
be no real or thorough-going security, in fact, not even reasonable 
se<'urity against radical changes in rates to meet water or rail com- 
petition, and therefore the enormous sums of money necessary for the 
promotion and the building of modern and efficient waterway trans- 
jHHtation lines can not be secured from private investors. This 
medium of transportation should be encouraged in every legitimate 
war and investments therein made equally as inviting and safe as in 
railways. 

The railways have now passed into Government control and opera- 
tion for the period of the war. Certainly it can not be said that the 
(lovernment will desire to promote or favor any particular section 
or sections at the expense of other sections of the country, and most 
8i--«uredly it can not be argued that it will waste any time in pro- 
moting railroad competition or permitting the continuation of low 
prefei'ential rail rates, which in the past has had the effect of 
destroying waterway transportation. In fact, the governmental 
policy during the period of the war will doubtless be quite the 
contrary, and probably every legitimate aid and encouragement will 
Ik* afforded for the building up of waterway transportation, but if 
it and new enterprises for intermediate point territory are to be 
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assured of reasonable naticmal consideration and nroteoticHi following 
the close of the war they must be protected from almost certain 
destruction by the . expedient of a ruinous railway rate war at the 
expense of intermediate point territory, such, for example, as was 
staged under the present fourth section of the act to regulate- com- 
merce immediately following the opening of the Paiuima <'anal 
in 19U. 

For the purpose of encouraging and safeguarding Iwal and outside 
capital for the development of* efficient and adequate waterway ti'ans- 
poitation and for industrial and c^ommercial enterprises witliin inter- 
mediate and -producing point territory and thus insuring tliat said 
territory may in the future develop and prosper in proportion -as 
its resources aad energy justify, ahsolute loiikg-and-short-haul. bills 
have been introduced in Oongress by Senators Poindexter; of Wash- 
ington^ Sha froth, of (Colorado c and Henderson, oi Nevada; and by 
(\mgressman. Hayden, of Arizona. 

In a general way, Mr. Chairman, that is an outline of the j)o<ition 
taken by thf Intermediate Rate Association, and we slmll undertake, 
by the testimony of our diffenent witnesses, to. build upon that and 
nrake the matter entirely clear to the committee. 

I wish to refer briefly to the commission s recent oixler of January 
31, in the Intcirmountain Bate eases (4:81. C\ C-i 79), which became 
effective on westbound transcontinental business March 15^ and to 
state that the reason for that order is because there is no water trans- 
portation between theAAlande and Pacific coasts, nor has- there been 
any since the slides in the Panama Canal m 1915. 

The fourth section of the actito regulate commerce^ as you so well 
know^ Mr. Chairman, was amended in 1910 so that it made unlawful 
the collection of a greater ohacge for a shorter than for a longer haul, 
the shorter being included within the longer when over the same line 
and in the same direction, with the "proviso'' that the Interstate 
Commerce Commission might in "special cases" grant exceptions 
from this absolute rule. 

Now, then, we have been until this time getting the members of the 
Interstate Commerce Commission to make up their mindd that they 
should enforce the absolute long^-and^short-haul rule of this fourth 
section as amended in 1910. Finally* however^ they have made an 
order, although there has been no water transportation during the 
past two and a half years, which gives to use the same rate that is now 
given to the Pacific coast terminals on westbound transcontinental 
traffic. But in this connection the discrimination was removed 
largely by increasing the rates to the Pacific. coast terminals instead 
of reducing all rates at the intermediate points to the basis of the 
rates formerly maintained at these Pacific coast terminals^ 

Mr. EscH. Does that apply to commodities or to class rates, or 
both? 

Mr. Shaughkrssy. It applies exclusively to commodity carload 
rates, the discrimination as to class rates having been removed sev- 
eral years ago. In fact, the class-rate discrimination was removed 
by an order of the Interstate Commerce Commission in 1910, just 
prior to the amendment of the fourth section ; but the class rates do 
not move a large percentage of the traffic. The great volume of the 
traffic movement to the Pacific coast and to the intermountain terri- 
tory is moved on carload commodity rates. 
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The Chairkax. The recent order applying to the fourth section, 
a? vou interpret it, tinder the provisions of this bill is construing 
and holding the fourth section as applicable while the troubles in the 
Panama Canal exist. 

Mr. Shaughnissy. Yes, sir; exactly so. ' 

The Chairmai^. And the inference is that they would not have so 
held if the Panama Canal was open for traffic ? 

Mr. Shattghkiessy. Yes, sir; that is absolutely true, because of the 
policy to which they had become wedded and as showing how strictly 
committed to the exception or "proviso*' of the fourth section the 
commission has become, I want to put before you a quotation from 
their decision which more clearly illuininates the point than any 
statement of mine could : 

When water competitum again becouies sufficienUy ('ontrolling, in the judg- 
mf*iit of th^ 'carried', id neressitatf a reduftlon of the rates to the coast cities 
tf» a \ower leveil than can r«nBoaaWy'l>e awMed at intertn^iate point^^ the car- 
riers may bring the' matter to our attention for such relieil! a» Uie circuiu$tauoes 
aaaj justify* Competeat pyoof must he si^l^naUted In conmection with such appU- 
cacioDS of a fairly regular water service between the two coasts. The adapta- 
hiUty of the traffic to water c^oiupetltfon. the principal points of orlgirt of the 
traiflBo, the rirt^ge of rateiS affotded by thewatefi* Ifiie, the principal 'points of 
consttinption^ and the port^ upon the t\iio seaboards at which the \Yater. carriers 
recei%'e and deUvei: the. freight. , 

Xow, gentlemen of the committee, could anything be stronger' than 
this langnage ? While, for ' the- time- being,: tfie commission has put 
into effect the absolute rule of the fourth section, and thereby re- 
moved the long-and^6hott*haul disck*imination which formerly ex- 
isted* yet we have^hanging over us' this inTitatimi: to the carriers that 
they csLU appeal to the conimission and th«t it will restore the. old 
discriminatory conditions. Under these ciircumstances* therefore, 
ybu can see hiow uncertain and insecure our transportation situation 
IS and why we are hedre asking that Congress step in and make a posi- 
tive declaration on the question. 

The CiiAiBMA.N. Does that mean tiiat the commission in the future, 
^hen tf ater competition i$ established at the ports^ will not only per- 
mit the railroads to meet them on port shipments but will permit the 
raihroads to continue to chairge more to intermediate points on the 
same linegmngin the same direction than they do now ? 

Mr. Shaughnss^y. Yes, sir; they are dealing with that kind of a 
situation in the opinion I quoted from, when tney removed the dis- 
crimination against tus. That is what it means absolutely, and that 
illustmies the vice of this system of long-and-short-haul discrimina- 
tion that we are complaining of. 

The Chaikmak. I understood that the trouble has been heretofoi'e 
that the act of 1910 provided that the fourth section relief should be 
suspended during the investigation and examination of existing 
rales^ or rates that then exist, and that the lon^ period of time the 
oomraission -has used in making- those investigations has retained, in 
part« the discriminations that weTe shown in favor of coast points as 
against tnt^mediate points at that time by the railroad companies. 

Mr. Shaughsosst. • Yes, sir^ Mr* Chairman* that has been the effect. 

Tlie CaAisMAif . Now, has the eommi^ion finished its investigation 
nnd passed upon that question? There were about 10,000 applica- 
tiomi, I believe,/ 
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Mr. Shaughnessy. Yes, sir; there were about 10,000 applications, 
but I do not know how many of them have been passed on. I am 
not aware that they have ever adopted a basis upon which to measure 
the extent of the discrimination. On the contrary, it is my under- 
standing that they have always taken into consideration the same 
varying circumstances and conditions that were used by the railroads 
in promulgating long and short haul rates prior to the amending of 
the fourth section, in 1910, and because there is no limitation pro- 
vided by the section, the commission has exercised its discretion as to 
what it thought the extent of the discrimination should be. and 
in this connection it has been done without regard to any fixed 
measure as to the extent of the discrimination at the intermediate 
points. 

The Chairman. If the commission, after the Panama Canal is 
open to restricted navigation and commerce, should permit a rail- 
road from east to west, or from west' to east, to compete with the 
water rate, does that mean that the commission would not hold that 
they should serve Reno or any of the intermediate cities at the same 
rate at which they will be servinc the ports? 

Mr. Shaughnessy. I am unable to say definitely, but judging by 
the commission's established policy of the past, that must be the 
inference, Mr. Chairman. We are unable to construe it in anv other 
light. 

The Chairman. But that was referred to in the opinion you have 
read. It does not seem to me to be the equivalent to say that while 
we permit the ports to have a lower railroad rate that we shall also 
permit the railroad serving other points to charge more for the longer 
than for the shorter haul, going in the same direction. It does 
not seem to me it decides that question. 

Mr. Shaughnessy. Strictly speaking, that may be true. The In- 
terstate Commerce Commission might come here and state, under 
the strict interpretation of that language, when the water competi- 
tive conditions again arise, that we may or we may not carry the 
same rates to the intermediate points, as to the ports. But the 
point we make is this, that we are going on year by year under this 
burdensome uncertainty, while our people in the int^rmountain 
country with their own capital — and the people in our countiy have 
capital — can not safely invest a dollar in industrial enterprises. I 
want to state, by way of reference to the financial standing of our 
people, that the Intermountain States show the highei^t per capita 
wealth in the United States. Our people have the money ; they are 
progressive and enterprising, and will take a chance any time that 
they can be sure that they have anything approaching an equal oppor- 
tunity with other sections of the country : and in order that they may 
have an opportunity to develop the exceedingly large and practically 
unlimited resources of the great intermountain empire, they should 
be accorded, at least, an equal opportunity in transportation rates. 

Because of the uncertainty of the present rate situation, the car- 
riers being in the position of being able, under the guise of meeting 
water and rail competition, to vary their rates upward and down- 
ward, there is no stability and we can not go to five or six of our 
local capitalists and say, put in $25,000 or $100,000 apiece and we 
will establish this or that kind of an enterprise. We can not go to 
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them and ask them to do that, and we can not solicit outside capital 
for any such enterprises, because there is no stability in the rate situa- 
tion and, therefore, no security to be offered for the investment of 
capital within this great intermountain territory ; also, what I have 
said here as to this territory is likewise true as to all intermediate 
territory throughout the Southern States. Under the present act 
we can not be assured of any stability or security in transportation 
charges, upon which so much depends, and therefore we are appeal- 
ing to Congress to make a positive declaration upon the lines of the 
bill which you are consid'ermg here. 

The Chair3ian. Really is not the act of 1910, the fourth section 
of that act* an absolute provision, with an exception applying to the 
period covered by the investigation of the applications made? 

Mr. Shaughnessy. Yes, sir; that is true. 

The Chairman. As long as the Intei^state C\)nunerco Coniniission 
arbitrarily holds those examinations up and continues them indefi- 
nitely, you have a rigid law now ? 

Mr. SHArcJHNEssY. Yes, sir, Mr. Chairman: but in view of the 
establii^hed policy of long-and-short-haul discrimination which has 
been authorized by the interstate Commerce Commission and the 
i^oiirts. that is really too uncertain a proposition upon which to in- 
vest capital and develop a new country. 

We thought we had the relief which we need when you amended 
the law in 1910, and we were greatly pleased with your deliberations 
and actions at that time, and we were fairly satisfied, believing you 
had amended the fourth section in a fair and impartial manner, be- 
cause you had declared for the absolute rule in the fourth section, pro- 
viding that no greater charge should be made for the shorter than for 
the longer haul, the shorter being included in the longer, over the 
vame line and in the same direction. 

As to the ** proviso," we believe that it would be exercised by the 
Interstate Commerce Connnission in only very exceptional cases. 
But since the amendment, our experience has been this: That instead 
of the long-and-short-haul provision being made the absolute rule, 
the ""^ proviso'' or the exception has become the general rule. I do 
not mean by this statement that the commission has not cured a cer- 
tain portion of the discrimination, or that they have not eliminated 
a sul)stantial part of the discrimination that heretofore existed, but 
yet they have e,sta Wished a rule that, in my view, makes the excep- 
tion the nde instead of giving to the long-and-short-haul provision 
the force and effect which Congress intended when the amendment 
was made in 1910. 

The Chairman. I think if the Congress and the committee of the 
House had seen then that it was goin^ to string out eight years they 
would have limited the period in which those suspensions could be 
had- But as far as the law is concerned, you really have a rigid 
long-and-short-haul clause now as to this point, that you can not 
charge a higher rate to an intermediate than you do to a water- 
competitive point. 

MT. Stephens. Is that the specific law, that you can not charge 
a hijjher rate ? 

Mt. Shaughnessy. Yes; it is the declaration of section 4. 

Mr. Stephens. If that is the law. how do thev do it? 



Digitized 



by Google 



14 LONGrANP-^HOBT HAUL ON itAILROAW. 

Mr. SuATJGH:Nsasy. Because of the '^ proviso " tbu^ has boeu givea 
aimost complete application, to the ejfclusiwi of the long-and-sjiort- 
haul clause. 

Mr. S^^sPHEjss. Then, it is not absohitely fixed to the effect that 
you can not do it?. . ' . 

Mu, SiiAFCuiiN^^B):* l^To; there is a " prOA'isp." which authorizes the 
conuuission ii^special ca>ses to peraiit tne. carriers to depart from the 
absolute law. 
. Mr. Stephens. Theu, why not cut out the *' proviso '^ ? 

Mr. Sanders. They might as well not haye passed the ''proviso." 

Mr. Bahklev. What difference did the coinpletioix of the Panama 
Canal make, if any, in this discrimination? 

Mr. Shaughjjessy. It very greatly increased tlie discriminations 
against us, because of a teniporary increase in the water competition* 
following jbhe opening of the.Paaaina Canal. The carrier^ applied 
to the Interstate Cvommerce Comjijission for greater relief than thev 
had theretofore secured, and the commission authoria^ed rates, which 
very greatly increased. the cUscrimination against, all intepnouutain 
points. This feature of. the case is very exnaustively dealt, with, in 
my testimony' befove,the Senate committee, and. I therefore ask that 
it be given consiidera]taoii by the members of thijs committee. 

Mr. Barkley. Take a cousignipei'^t of freij^ht from Ne\v York or 
from some otliex* Atlantic port to San Francisco. Since the comple- 
tion of the Pan^na CanaJ, there being water competition, the rail- 
roads .9,re allowed to reduce the vates theretofore charged for through 
freight from Xew York to San, Franciscq to meet the competition of 
the can^l, putting the.rajtes on practically the same basis, bo^h water 
a,nd rail; is that true? ,They wquld not be exactly the sauie, or thtre 
woulfJ not be any couip^tkion, but they are allowed to bring the rates 
down to meet tho rates oi the water carriers. 

Mr. Shaugune^st. , They are - allowed under the' rulings of the 
Interstate Commerce. Commission to bring t^he rail rates down* to 
what they call an equivalent rate, which is a rate somewhat, higher 
than the water carriers' rate. It takes into account the insurance, 
lighterage^, and all the various elements that enter into the water 
service, plus the greater facjlity of the railroad lines to meet tjie 
necessity for industrial tracks^ and switching services, and things of 
that sort, and therefore the rail carriers can make a higher rate than 
the water carriers, and secure the business; that is what is meant 
hy an equivalent X'ate. But because of these rates which the rail ear- 
ners have been allowed to. make at the water ports while maintaining 
higher discriminatory rates at the intermediate points, they have 
taken the business away from the water carriers and practically 
destroyed waterway transportation in this country. 

Mr. Barkley. What effect ought that to have on the rate ehai-ged 
on the same consignment of freight goii\g to Spokane insteail of 
Portland? 

Mr. Shaxjghnessy. That is the point. We contend th^it tliere 
should be no consideration given 

Mr. Barklet (interposing). Your contention is that the Panama 
Canal and the competition oetween water and rail for Pacific coiust 
points ought not to have any effect at all upon charges. made to 
intermediate , points? 
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i£r. Shauouxra&T'. Thiit is our pofiition, exactly. 

Mr. Barki£t« I agree with you. i . < . 

Mr.' SHAboHNJsssT. X am ^lad tahear you say that. 

Mr. SaKdbrs. Your position is that tiie railroad iought not to-be 
permitted to charge less to haul a car 3,000 miles than to haul it 
1.000? 

Mr. SHAioHKEasT: That states it very concretely amd. concisely. 

Mn WiNSLow. Do vou tliink* the railroads can afford to do it, afi a 
nmlterof ft commenoial undeitafcing ? 

Mr..SHArGHNB8SY." Xow, that raises another point. ' 

Me. WixsLow. How do you meet that ^oint ? . . ; 

Mr. ^Skau^hnesstv That point isto be met by increasing the sys- 
tem of rates at large^ if necessary, but subject,- of course, to the first 
and at all tim^ the controlling consideratiion that the rates must 
\m reasonable, i I think I have shown clearly> in my testimoin}' before* 
the Senate committee ithat these B<>-caUed competitive rates to the 
Pacific coast terminals are in cA^ry way fairly comjiensative when 
measured by the cost of the service, and I invite your attention to the 
aoalysisi wliich I ha*v/e n^de. Rates in this country are made upon 
the principle that as distiince increases the unit rate per ton may 
decrease, and therefore, generally speaking, the -raih-oads do not 
undei-take „to make as low. a rate per ton per mile f or, a . short dis^- 
tance as they do for a long distance. If they want to. niaJie: the unit 
rate per ton per mile (somewhat higher for the shorter distance^ »ub- 
ject to the limitation that the . aggregate rate to. the intermediate 
point shall be no higher than' that maintained to, the farther distMit 
p^int^ thai, may be. done as. a means of protecting the carriers' rete- 
nue, but iijany Q\ient we want die question, of ^islong-and-short- 
ha\i] disorinjUiPation settled for. all time; and we- submit, with em- 
phasis,, that the prosperity of the railroads shall not longer be per- 
mifled to intervei^e -as the chief and oontrolling consideration, wheji 
tlie best interests and the welfare of many btate^ throngh^nt the^ 
western and tie sjouth^m territory are being sacrificed in oKler to 
further this sfr-qalleil. railroad cpmipetition4 - , , ^ , 

Mr, \V^K8U)w, I^t us taJie a concrete case. .Suppose you .start at 
Kansas City to carry 1 ton 10 miles, another ton 100 miles, and 
another ton ."iOO miles, and make a hypothetical r^te for the 10 miles 
per to©. . Will. you illustrajte that, in dollai« and. cents and show how 
It will apply? 

Mr. S^AiT^j^KESST. I understand you want to take a hypiotlietical 
rate for the. first JO mijes and theax another fox the next^ 20 miles- 
and so on progressively? 

Mr^ WixsLQW- Say tie rat§ is $10 a ton for the first 10 miles. 

Mr. SHAuoBi^E^^t. On tjhat basi^ it would be $10 for the first 10 
nules, probably ^16 for the 20 miJes, and $20 a ton for the last zone, 
and so on up progressively, 

Mr. WiNSiiOW. UQ you not think there should l>e a diflFerential.in 
favor of the fellow who buys his ton and has it hauled 10 miles? 
You think there should be that differential, do you not? He can sell 
cheaper in his neighborhood th^n the man who has hauled at the 
$15 w the $20 rate. 

Mr^.SBU^QBKsssT. Tes;. that is true under the mileage or zone 
basis o{ rate ina-king. ... 
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Mr. WiNSLOW. You have an inequality established from the stand- 
point of the merchant who sells that kind of stuff every time you 
jump up the price. There is a commercial inequality, at all events. 

Mr. ShaughnekSsy. Your idea being that it should be charged at 
a uniform rate. 

Mr. WiKSLOw. I am ti-ying to get your idea. 

Mr. Shaughnesst. I am trying to get the drift of your question. 

Mr. Win SLOW. I think there are two propositions discussed in the 
transaction of business in these days. One is the cost of the mer- 
•chandise delivered to the man who sells it. We will take Kansas 
City as a starting. point, and say a man buys a ton of sugar at Kansas 
City and carries it 10 miles at $10 a ton. Another man goes out and 
-carries it '20 miles at $15 a ton. Each of them has a point 5 miles 
between them, and one fellow carries either at the $15 rate and the 
other at the $20 rate, and they compete in the same territory. On 
that basis why can not the man who hauls it 10 miles sell it cheaper 
than the man who hauls it 20 miles? 

Mr. SiLAUGiiNEssT. He can. 

Mr. WixsLow. Then there is a discrimination there against the 
merchant. 

Mr. SHAucjHNEssy. Yes: there is a certain discrimination there a^ 
between counnmiities, which always follows on a mileage or zone 
system of rates, and that is supposed to be taken care of the Inter- 
state Commerce Commission under sections 2 and 8. 

Mr. Win SLOW. We can agree on that. 

Mr. SiLxi GiiNEssY. We do agree on that. 

Mr. Win SLOW. So that there is no use cf discussing that point 
further. . That being so, let us look nt it fr6m the railroad point 
of view. The railroad which hauls it 10 miles and dumps it off has 
the large part of the practical expenses for the haul, all of the 
expenses except the haul itself, all the incidental expenses at the 
source and destination. 

Mr. SiiAioiiNEssY. That is true: it has initiated the service. 

Mr. WiNSLow. So tUat if you follow the ordinarj- run (vf business, 
it has cost the raih'oad more per ton to carry it 10 miles than to carry 
it 20 miles. 

Mr. SuAiciiNEssY. Yes. 

Mr. WiNsu)w. You do not contend that the fi-eight rates sh<ml(l 
be exactly 

Mr. SiiAroiiNKssY (interposing). No, sir: they should be made in 
proportion to the cost of the local and the through business. 

Mr. WiNSLow. You divide it up in some kind of way? 

Mr. Shaioiinkssy. I would average it on through long-haul traffic. 

Mr. WiNSLow. That is the zone system you woidd establish. 

Mr. Shai (HiNEssY. I am very strongly committed to the zone sys- 
tem, or to the almost complete lilanket-rate system. 

Mr. WiNSLow. How do you feel about the zone system in the 
postal business? 

Mr. SiiAroHNEssY. It is working fine, so fur as I can understand. 

Mr. WiNSLow. We get about a ton and a half of remonsl ranees 
every day in regard to that. 

Mr. SiiAi'oiiNEssY. Naturally, you will. Y(;u can |)ut in almost 
any kind of a zone system, and the breaking point between the zcnes 
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i> poing to cause complaint and conflict between the various interests. 
It is haixl to find the exact point where the rates should break, and 
ftir x\\\< i*eason I prefer the blanket rates. 

ilr. WiNSLOW. Take it far and wide and considering the con- 
sumers as a whole throughout the country, where under your prin- 
ciple is the consumer going to benefit, taking the consumers' view- 
jM>int ? 

Mr. SnAUGHNESSY. The consumers' viewpoint i 

Mr. WiNsixJW. Yes. 

Mr. SiiAutsHXESSY. Well, he will benefit in our territory — in fact, 
in all intermediate territory — to the extent that the intermediate 
point- are not charged rates from 25 to 87^ per cent in access of 
;L' -e rharged at the farther distant points. As an illustration, I 
u..eli. rite this fact, at one time our rate from the East was reduced 
<ili>tantially: canned corn was selling in the market at 15 cents 
a can straight under the old rate, but as a result of the reduced rate 
the merchant was enabled to retail this com and sell it at the rate 
f»f two cans for a quarter. That illustrates, in a general way, how 
the ccmsumer will benefit if the unreasonably high rates, which have 
been^ maintained at the intermediate points in order to enable the 
carriers to lower their rates at the farther distant points to meet 
water competition, are reduced to a just and reasonable basis. 

Mr. Wixsiiow. Would an established price such as the Government 
is establishing nowadays help the situation? Would that relieve 
the situation? 

Mr. Shaughkesst. I do not believe it would. I think the prices 
in the various communities follow, quite largely, the general scale 
of transportation charges. In other words, it is the medium which 
largely sets the scale of conunercial prices and the scale of labor 
|>rice?!l and everything else closely follow along the same line. 

Mr. WiNSLOW. Now, I would like you to help me out a little bit. 
For whom are you contending the consumer or producer, or whom ? 

Mr. Shaughxessy. I am contending, if you please, Mr. Winslow, 
in my official capacity as a member of the Nevada State Railroad 
Commission, for the producer and consumer, including the commer- 
cial and industrial interests of the State of Nevada on the one hand 
and on the other I appear as president of the Intermediate Rate 
Asociation, which is made up of railroad commissions, chambers of 
commerce, commercial clubs, and traffic bureaus throughout south- 
em and western States. The object of the association is to coor- 
dinate the efforts of all these organizations who are strongly inter- 
e^ted in this legislation, and to make the best showing possible before 
( ongre?rS at this time. By way of further explanation, I may add, in 
my official capacity as railroad commissioner of Nevada, that I am 
authorized to appear before Congi^ess, as I am now appearing, in 
support of this long-and-short haul measure, under authority of a 
joint resolution by our Nevada Legislature authorizing its rail- 
road comraif5sion to appear before Congress and make the representa- 
tion that I am now making. This authorization or legislative reso- 
lution that I refer to is incorporated as a part of my testimony 
before the Senate committee, which will be introduced in connection 
with my testimony before this committee. 



Digitized by VjOOQIC 



18 LONG-AND-SHORT HAUL ON RAILB0AD6. 

Mr. WiNSLow. I felt, after hearing your testimony, that you were 
quite as much interested in making possible ways for the establish- 
ment of new industries 

Mr. Shaughnesst. Yes. 

Mr. WiNSiiOw (continuing). As in any particular branches? 

Mr. Shaughnessy. Yes, sir; we want to encourage and establish 
industries throughout our territory. 

Mr. WiN8L0w\ That might be a wholesome thing and yet the 
consumers might get the worst of it at that, might they not? 

Mr. Shaughnessy. That is possible and is one of the elements 
that must be considered, but that is not altogether the case. There 
are some things we can handle in our territory equally as advan- 
tageously as they can be handled at other points. When we come to 
consider the matter of community development and prosperity we 
certainly can never do anything 'with the differentials against us, 
such as have been imposed upon us in the past, and this, notwith- 
standing our great resources — ^the richness of which have made many 
of our people wealthy in spite of the handicap under which we 
have labored. It is our contention that if Congress will provide 
for a just and fair equality in railroad rates, tnat it will insure 
a much more healthful distribution of population, wealth,, and in- 
dustry than obtains at the present time and, therefore, gi'eater 
nation-wide development, prosperity, and happiness for all of the 
people, and less stagnation, congestion, and poverty, because of 
concentrating all industrial and commercial activities at compara- 
tively few rate-favored centers. 

Mr. Barkley. If I understand your position correctly, you would 
not object to the higher rate per ton per mile for a shipment from 
Chicago, for example, to Reno, Nev., than would be charged from 
Chicago to San Francisco? 

Mr. Shaughnessy. That is my position: yes, sir. In other words, 
that means that blanket rates might be established covering this ex- 
ceedingly long-haul traffic, providing it is uniformly applied, and 
without discrimination. 

Mr. BarkLtEY. But you do object to an adjustment of the rate 
that gives San Francisco an aggregate cheaper rate than Reno, Nev. ; 
and that is on the ground, of course, that if the rate from Chicago to 
San Francisco is a reasonable rate, the one to Reno is an unreasonable 
one ; it is too high ? 

Mr. SviAUGHNESSY. Yes, sir: if the rate is measured on the cost of 
performing the service in proportion to the distance traversed, that 
is true. 

Mr. Barkley. If the rate to Reno is a reasonable rate, which would 
allow the railroads to declare a dividend, the rate to San Francisco 
is too low? 

Mr. SHAnoHNESSY. Yes, sir. 

Mr. BarkLtEY (continuing). And that is making Reno pay the 
dividend that San Francisco ought to participate in the payment of? 

Mr. Shaughnessy. That is it exactly; you have got it very clearly. 

The Chairman. The first part of the act to re^ilate commerce a« 
amended by the act of 1910, makes it unlawful, without exception, to 
charge more for a shorter than for a longer haul. 

Mr. Shaughnessy. Yes; it does. 
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The Chaikmax. The first " proviso " of that section, however, reads 
as follows: 

/Vorirff'n//. hoicevrr. That upon application to the Interstate Commerce Com- 
iuissi«m. suvh common carriers may, in special cases, after investigation, be 
siDthorizetl by the commission to charge less for longer than for shorter dis- 
til m^f^s for the transportation of passengers or -property; and- the commission 
may from time to time prescribe the extent to which such designated common 
••arrler may lie relieved from the operation of this section. 

Now, in order for the carrier to have the right to do such a thing, it 
is a preliminary condition, or a condition precedent, that he must 
make a sjiecial case before the commission, upon application, and be 
authorized by the commission to make the difference in the charge, 
and specify what it is. 

I would like to ask vou if you know whether any applications of 
that kind have been filed and acted on by the Interstate Commerce 
Commission since the passage of that Act? 

Mr. Shauohnessy. Yes; a very great many. 

The Chairman. I do not mean under the second proviso, but under 
that one where the railroads are asking for permission to establish a 
discriminatory rate — to begin it, in other words? 

Tlie next proviso is what I think you may have in mind. The 
second pi-oviso is — 

That no n;t«« or charges lawfully existing at the time of the passage of this 
nnienrhitory act shall require to be changed by reason of the provisions of this 
wH-rloii prior to the expiration of six months after the passage of this act, nor 
iu any case where application shall have been filed before the commission, in 
Hcconlaiice with the provisions of this section, until a determination of such 
applii*ation by the commission. 

That proviso made all discriminating rates or charges that were 
not unlawful at the time — it made them lawful temporarily? 

Mr. Shattohnessy. Yes. 

The Chairman, That is, for six months. 

Mr. Shauohnessy. Yes. 

The Chairman. And thereafter, until the completion of an ex- 
amination and determination by the commission ? 

3^fr. Shaughnessy. Yes. 

The Chairman. I understand that the railroads practically filed 
applications in all cases before the six months expired; is that 
coixect? 

Mr. Shauohnessy. They certainly did in all cases where there was 
lon^ and short rates, and there were some new applications. 

The Chairman. And I understand that there was a long time that 
elapsed in which the commission had been making the investigation 
to determine whether or not the railroads had been violating the 
act, and that is what has been the complaint; but I did not know, 
until you just stated it, that very many original applications — ^that 
is, applications to establish the discriminatory rate, where prior 
therc*to it had not existed — ^had been made. Now. you say that there 
have been a number of those applications? 

Mr. Shauohnessy. Well, I understand there are some, but I do 
not know how many. 

The Chairman, Well, I did not know of a single one of those 
cases. 

Mr. Lyox. If Mr. Shaughnessy will excuse me, I would like to 
say nt this point, Mr. Chairman, that there have been many applica- 
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tions, growing out of the second proviso, to enlarge discriniination 
made under the first proviso. There are thousands of applications 
under this proviso. 

The Chair3ian. Then the applications that you refer to aro to 
permit the railroads to charge a discriminatory rate or a less rate 
for a longer than for a shorter haul, where they had not theretofore 
been making such charge ? 

Mr. Lyox. Yes, sir. 

The Chairman. Or to increase them, where the second provision 
of the proviso applies ? 

Mr. Lyon. Yes, sir. 

I will say that my name is Frank Lyon; I will speak before the 
committee later on behalf of the water lines. 

Under the amendment of 1910, in the transcontinental cases, the 
carriers put in an application under the second proviso, section 4, 
of the act; and the Interstate Commerce Commission passed upon 
that; the matter went to the Supreme Court of the United States, 
and this law was held constitutional by the Supreme Court. 

Then, when the Panama Canal was opened, and the water linos 
commenced using the Panama Canal, the transcontinental railroads 
came before the Interstate Commerce Commisison and said that the 
steamships going between the Atlantic and the Pacific Ocean were 
handling so much traffic by way of the Panama Canal that it was 
necessary for the transcontinental railroads to ask the Interstate 
Commerce Commission to allow the railroads the rates on the com- 
modities being handled by the water lines; and the commission 
passed an order permitting a departure from the fourth section of 
the act, as to some two hundred-odd commodities, known as schedule 
C commodities, in the transcontinental case. 

The Chairman. Those applications were all under the first pro- 
vision of section 4 ? 

Mr. Lyon. They were all under the first proviso of that section. 
And there are any number of applications — I speak without having 
the definite details at hand — ^they are constantly coming up, because 
until this war came on the water competition was increasing and 
becoming more eflPective at one point than another, and, of course, tl\e 
carriers applied for relief from that ; that is what the proviso is for, 
as I understand. 

The Chairman. That is, the first proviso? 

Mr. Lyon. Yes, sir. 

The Chairman Are any of the applications made within the six 
months, as provided in the second proviso, still pending unde- 
termined? 

Mr. Lyon. I understand that there are numerous applications of 
that kind pending. 

The Chairman. Then they have been pending practically for 
years, have th^v ? 

Mr. Lyon. Yes, sir. I speak without knowledge as to the details, 
but I heard Interstate Commerce Commissioner Clark say before the 
Senate committee last week that most of the applications filed under 
the second proviso of section 4 had been put behind the commission, 
and only some thousand of them were in front of the commission. 
I think that is the way he expressed it. 
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The Chairman. There are tens of thousands of applications, as I 
understand. 

Mr. Lyon. The applications may be expressed in thousands, but 
the violations would have to be expressed in millions ; they are 
infinite in number. 

The Chairman. I am speaking of the applications. 

Mr. Lton. Yes, sir. 

The Chairman. What I would like to get at is, about how many 
applications are pending^ and undetermined under the first proviso 
of section 4 of the act and how many are pending and undetermined 
under the second proviso. I suppose I can get that information from 
the commission. 

Mr. Lyon. Yes ; the commission can give you that information- 

Mr. Mann. I do not think that the chairman clearly understood 
the dijstinction you made in answer to his question ; that is, whether 
there were any applications filed under tnis section to make new 
departures from the fourth section of the act which did not exist on 
June 18, 1910, when this amended section of the act went into effect. 

As far as this western situation is concerned, I do not know of a 
single one that was in existence prior to March 15 last that is nev/ 
anffwa*^ not in existence prior to 1910. 

The Chairman. Well, that was exactly what I was trying to find 
out, whether there were any original applications, or applications 
under the first proviso of section 4, to establish a discriminatory rate 
where it had never existed prior thereto. 

Mr. Mann. Yes. On the other hand, as Commissioner Clark 
^tntetl before the Senate committee — and I hope he will make some 
Matenient before this committee in that regard — a great many of 
these applications so filed were denied, and a. great many others 
wc»re voluntarily removed by the carriers after the passage of that 
uniendment. 

The Chairman. That is, after the enactment of the existing law? 

Mw Mann. Yes, sir. 

The Chairman. I mean those that existed at the time the act was 
parsed ? 

Mr. Maxn. Yes, sir. 

The Chairman. A great many of those were removed by act of 
the railroads, and others Avere terminated by act of the commission, 
and then these applications that the gentleman just referred to, 
growing out of the opening of the Panama Canal, were applications 
to increase what already existed in the way of discriminating rates? 

Mr. Mann. Yes, sir. 

Mr, Lyon. That is what I call a new application. 

The Chairman. But not an application under the first proviso 
of -^K-tion 4? 

Mr. Lyon. I undej'stand it is an application under the first proviso. 

The Chairman. AVell, I mean by reason of increasing the rate 
over and above the rate that existed at the time? 

Sir. Lyon. I will give an illustration: The railroads, we will say, 
hsive charged a rate of $1 between the Atlantic and the Pacific coasts. 
Th«^y then come and say, " We want a rate of 75 cents on this." Xow, 
I «ay that that is an application that has to do with the first proviso 
of section 4, and has nothing to do with the second proviso. 
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The Chairman. Well, was it or not an "offender," so to speak, 
when the law went into effect in 1910? 

Mr. Lyon. In most of these commodities they were charging less 
in 1910, as an offender, as you call it. I can not speak of that with 
authority, but Mr. Scandritt says it is true that they were violating 
the law, but they had to make a new application to the commission. 

The Chairman*. In other words, to violate it in a little higher 
degree ? 

Mr. Lyon. Yes; in a little higher degree. But still I believe those 
to be specific cases under the first proviso, and that they have noth- 
ing to do with the second proviso. 

The Chairman. In other words, it is held to be a special case, and 
the first proviso applies to it, and they must apply under the first 
proviso for relief? 

Mr. Lyon. Yes, sir. 

The Chairman. In other words, in order to increase the discrimi- 
nation they already had when the act was passed, they must make an 
original application, and they would be violating the law, unless 
that application was granted by the commission? 

Mr. Lyon. Yes, sir. 

The Chair:man. But they are not violators under the second pro- 
viso, provided they have made an application during the six months 
specified in that proviso? 

Mr. Lyon. Yes, sir; that is correct. 

The Chairman. That is, they are not subject to a penalty. 

Mr. Lyon. But I imderstand in this paiticular case — and I think 
it has always been so understood — that the carriers have made nu- 
merous applications under the first proviso of the section, in cases 
where they have never operated before, and upon commodities where 
they have never operated before. Now, that information I have not 
in detail. But these questions are constantly arising; competition is 
constantly arising; and the railroad carriers, in order to meet com- 
petition, have to make special application to the commission. 

The Chairman, Of coui-se, if this bill is passed, H. R. 9928, it 
will virtually repeal both provisos of section 4? 

Mr. Lyon. Yes; that is the object of it. as I understand. Because 
the gentleman who spoke a few moments ago said — and I largely con- 
cur with him — that the amendment of 1910 has accomplished no good 
purpose — in its administration. 

The Chairman. Has accomplished no good purpose in its effect? 

Mr. Mann. From which I disagrjee: and I rest my opinion upon 
the statement of Intei*state Commerce Commissioner Clark befoi*e the 
Senate committee, to the effect that a great many of the departures 
under the fourth section of the act have been withdrawn by the In- 
terstate Commerce Commission. 

Mr. SHAroHNESSY. We have made that concession, Mr. Mann, that 
the Interstate Commence Commission has required the carriers to 
withdraw a number of fourth-section departures. 

Mr. Mann. Thank you. 

The Chairman. Mr. Shaughnessy, I regret to have interrupted 
you : but I wanted to get those points clear before the proceedings 
continued. 

Mr. Shaughnessy. Mr. Chairman, I was glad to have you do that 
and to have had the benefit of the points you developed. 
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The Chairman. You may proceed with your statement. 

Kepresentative Hardy. Mr. Chairman, 1 would like to make a brief 
statement to the committee, at its convenience, either now or at some 
other time. 

Tlie Chairman. Do you mean on this bill? 

Mr. Hardy. Yes, sir. 

The Chairman. You have permission to do so, Judge Hardy ; but 
these gentlemen have come here from a long distance, and we would 
like to accommodate them by hearing them now. 

Mr. Hardy. That will be satisfactory to me, if I can be heard be- 
fore the hearings end. 

The Chairman. You will be given that opportunity. Do you wish 
to speak in behalf of the bill, or against it? 

Mr. Hardv. T am in favor of the bill, as I understand it, which is 
to cut out all discriminations. 

The Chairman. All right. Judge Hardy, we will be glad to hear 
you at any time at your convenience. Tliese gentlemen have come 
here from the Pacific coast. 

Mr. Hardy. I do not want to make any misstatement ; but this is 
a matter I have been interested in for 10 years. 

Mr. DzwAiiT. Mr. Chairman, may I ask a question of Mr. Shaugh- 
nefi^? 

The Chairman. Have you finished your preliminary statement, 
Mr. Shaughnessy? 

Mr. Shai'ohnessy. Yes, Mr. Chairman ; I will close and call other 
witnesses. 

Mr. Dewalt (interposing). For my own information, Mr, Shaugh- 
nessy. I would like to ask this : The complaints that you seem to utter 
and voice are from the western section of the country, are they not? 

Mr. SHAr<;HNESSY. The complaints that I am voicing here come 
largely from the Western and Southern States — all of that territory 
south of the Potomac, Ohio, and Missouri Eivers and that west of 
the Rocky Mountains. 

Mr. Dewalt. Well, would that same complaint be relevant to 
eastern shippers as well as to the West? 

Mr. ,Shaughne88y. Do you refer to the traffic moving in the reverse 
tlirection — east bound instead of westbound? 

Mr. Dewalt. Yes. 

Mr. S.\rc;HNEssY. Well, in that connection, it has never been the 
policy of the carriers, although the competition between the two 
ix-tnins is just as strong in one direction, or in the past has been just 
ai* sti*ong in one direction, as in the other, yet it never has been the 
pc^licy of the carriers to charge more for the shorter eastbound haul 
to the interior of Indiana or Ohio or Xew Y'ork than to the port of 
Xew York, for example. Does that answer your query ? 

Mr. Dewalt. Partially; yes. T wanted to know whether the rule 
workcnl only one way or whether it worked both ways. 

Mr. SHArfiHNEssY. In the past it has been working largely in only 
one direction, and that has been on westbound transcontinental 
business. 

Mr. Drwalt. Mr. Winslow is from Massachusetts, and I under- 
stand is pretty largely interested in manufacturing institutions — 
not personally, but as a Congressman. I come from Pennsylvania 
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and represent a district which has very large manufacturing indus- 
tries which are shipped westbound, and I was trying to find out 
whether the railroads made that discrimination westbound as well 
as eastbound? 

The Chairman. No; westbound, going from the Atlantic coast. 

Mr. Dew ALT. Yes; westbound, going from the Atlantic coast. 

Mr. SiiAUGHNEssY. All points intermediate to the Pacific coast 
terminals west of Denver have been made to suffer discrimination on 
westbound transcontinental traffic, but points intermediate to the At- 
lantic coast have never had to suffer discrimination on eastbound traffic, 
although the ocean competition has been just as forceful in one direc- 
tion as the other; and while there is some long-and-short haul dis- 
crimination on eastbound traffic (wool, for example), it is assessed 
against the producers in our country, therefore we are penalized by 
this long-and-short -haul discrimination both going and coming. 

Mr. Dew ALT (interposing). I wish you would elucidate that 
thought a little. I wish you would do that when you get to that 
point. 

Mr. Shaughxessy. I will be^very glad to do so. Incidentally, I 
may state that I have quite fully elucidated this situation in my tes- 
timony before the Senate committee, which will be introduced and 
made part of the record here. I am so crowded for time that I will 
not be able to go into the matter extensively at this time, and I there- 
fore request that you give consideration to the exhibit, which I put 
in evidence, covering the mileage from eastern-defined territory to 
the Pacific coast and Eeno, and to my analysis of the rates covering 
the* movement of structural steel from Pittsburgh, Chicago, and 
Pueblo to San Francisco, as compared to Reno and other intermoun- 
tain points. This very clearly illustrates the character and extent of 
the discrimination, including its fluctuation and increase from time 
to time, as authorized by the Interstate Commerce Commission, since 
the amendment of the fourth section in 1910. I will refer briefly, at 
this time, to the rates covering the movement of structural steel in 
carload quantities, 60,000 pounds 

The Chairman (interposing). From the East to the West. 

Mr. Shauohnesst. From the East to the West; yes, sir. From 
Pittsburgh, for example. When we began our cases before the Inter- 
state Commerce Commission in 1908, the terminal rate on structural 
steel from Pittsburgh to San Francisco — we call it the "terminal 
rate " as distinguished from the aggregate rate at the intermediate 
points 

The Chairman. The port rate? 

Mr. Shauohnesst. i es, sir ; because it goes to an " ocean port of 
call." When our complaints were filed in 1908 the " terminal rate " 
was $15 per ton, whereas to Reno, Nev., and other intermediate points 
on the same line and in the same direction — in Arizona, Idaho, east- 
em Oregon, and Washington — it was $26.80 per ton, or a differential 
or discrimination against the intermediate points amounting to 78 
per cent. That was the extent of the back-haul charges at that time. 

The Chairman. Going over the same line of railroad ? 

Mr. SHAtroHNESST. Yes, sir ; going over the same line of railroad 
and in the same direction. The Interstate Commerce Commission 
made an order in the Intermountain Rate cases by which it reduced 
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the class rates in 1910 and removed practically all discriminations in 
these rates; but no action was taken as to the carload commodity 
rates. About this time the fourth section of the act to regulate com- 
merce was amended, and under this section, as amended, the com- 
mission consolidated all the Intermountain Rate cases and made an 
order as to the carload commodity rates on June 22, 1911, and pre- 
scribed the extent of the differential which might be assessed against 
the intermediate points. As illustrative of the action taken, the 
rate of $26.80 per ton covering the movement of structural steel from 
Pittsburgh to Reno in 1908 was ordered reduced to $18.40, as com- 
pared to the terminal rate at the Pacific coast, which had been made 
^16 per ton, leaving a differential of 15 per cent against us. In other 
words, the differential had been reduced from 78 per cent to 15 per 
cent by this order. Now, that would have been fairly satisfactory at 
tliat time, but we never secured the benefit of it. On the contrary, 
the railroads carried the order into the courts, where it remained 
three years before reaching final decision by the United States 
Supreme Court. 

Mr. Dewalt- That answers the question directly. That is a con- 
crete instance of what I was trying to get at. 

i£r. Shatjohkessy. Do you wish further information along this 
line? 

The Chairman. Xow, can you illustrate the, carload instance that 
was brought out by the gentleman from Spokane, Wash., I think it 
was, or more probably, it was Seattle, showing how much a carload 
it was on iron, st^eel, or farm implements from the eastern section of 
the country to Seattle, as compared to what it was to Spokane and 
other intermediate points of the same line and in the same direction? 
Will you bring that out more fully ? 

Mrl Shaitghnesst. Yes, sir ; I will be glad to. 

Mr. Dewalt. Will you permit an interruption, Mr. Chairman, 
before he gets to' that? Yqu say, Mr. Shaughnessy, that you never 
got the benefit of that order of the commission ? 

Mr. Shaughnessy. No, sir; we did not get the benefit of it. 

Mr. Dewalt. Is there any reason that you have in mind why you 
did not get the benefit of it? 

Mr. Shaughnessy. There is certainly no good reason why we did 
not. After waiting from the passage of the amendment in 1910 until 
June 22, 1914, when the Supreme Court finally decided that the order 
in question was valid, there was certainly no good reason why we 
should not have secured the benefit of those rates. But our Pacific 
coast friends and the representatives of the Atlantic coast cities and 
of practically every manufacturing or industrial concern within the 
territory east of the Missouri River and north of the Ohio and 
Potomac Rivers joined with the carriers in an application before the 
Interstate Commerce Commission for authority to set the order aside 
and to grant the carriers very much greater relief from the fourth 
section than had been authorized and sustained by the United States 
Supreme Court, on the ground that the Panama Canal had been 
opened, and the contention was made that the carriers were con- 
front^ with a largely increased competition as a result of the open- 
ing of the Panama Canal, which, for a very short period of time, of 
course, was true. Everybody that had an old boat along the Atlantic 
coast had heard about the Panama Canal, and they rushed into that 
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service. A great many of them went out to the Pacific coast with 
their initial load, and some of them went bankrupt out there because 
they could not get a return load, while others came back in ballast ; 
and they kept dropping out one by one until there were only two 
steamship lines that remained in the traffic — ^the American-Hawaiian 
Steamship Co. and the Luckenbach Steamship Co. — so that in a very 
short time the water competition was killed or reduced to what might 
be called normal; in other words, what it was before the Panama 
Canal was opened, speaking relatively, and having in view the in- 
<3rease which took place in the rail tonnage. 

Now, then, the Interstate Conimei*ce Commission, instead of 
protecting us and giving us the rates which were gi*anted by their 
1911 order and which would have reduced our differential through- 
out tlie iuterniountain territory to 15 per cent as compai-ed with the 
original 78 per cent, made another order on January 29, 1915, and 
thereafter, further orders in i-esponse to the applications of the 
railroads and their allies in 1915 and 1910, which authorized very 
heavy reductions in the rates to the Pacific coast terminals upon the 
heavy moving carload traffic from the East. The effect of these 
orders, taking structural steel as illustrated by the rate from Pitts- 
burgh to San Francisco, which was reduced from $16 to $13 per ton, 
while our rate was increased from $18.40, as originally ordered, 
to $20 per ton, was to increase the discrimination against us from 
15 per cent to 54 per cent. In other words — and this answers the 
chairman's request to illustrate the discrimination by a comparison 
of the carload charges — on a 30-ton car of structural steel from 
Pittsburgh to San Francisco, passing through Reno, the charges 
would be $390 per car, but if, while en route, over the same line, in 
the same (lirection and in fact in the same train, the shipment was 
ordered diverted and was dropped off at Reno, the charges collected 
would be $()00 i)er car. Now, briefly, that illustrates the situation 
on the Pittsburgh traffic, but as will be noted in my testimony here 
and before the Senate conunittee the discrimination authorized was 
very much greater from Chicago and Pueblo to Reno. 

Mr. Dkwalt. Can you give a concrete instance of the Eastern 
States, say Massachusetts or Rhode Island, involving shipments from 
there ? 

Mr. SiiAuoiiNEssY. From the New England States? 

Mr. Dewai.t. Yes: say, cotton goods, for example. 

Mr. Shaicjiinkssy. On cotton piece goods from New England 
States, whereas the rate to the Pacific coast terminals was $20 per 
ton or $400 per car for a 20-ton load, the rate to Reno and other inter- 
mountain points was $25 per ton or $500 ]jer car. 

Mr. Sandkks. I would like to ask Mr. Shaughnessy one question. 

Mr. Shai (JiiNEssY. Yes, sir. 

Mr. Saxdkrs. I notice that you appear here as re])resenting tlie 
Railroad Conniiissitm of Texas. 

Mr. SnAiciiiNEssY. Yes, sir. 

Mr. Sandkks. Tlie Railroad Commission of Mississippi? 

Mr. Shai'ciinessy. Yes, sir. 

Mr. Sanuers. I am from Louisiana: and I want to know win- 
Louisiana is n( t repre:sented here. If you know of anv reason win- 
it is not represented in that connection, 1 would like to know what 
it is. 
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Mr. Shauohnessy. I am sure I do not know. We sent out notices 
t<i h11 the railroad commissions, and some have responded and some 
have not, and I have not been advised yet as to what the Louisiana 
Railroad Commission's position is. 

Mr. SA>n>ER8. Well, I do not know ; and I asked you, thinking you 
might know. 

Mr. Shaughnesst. No; I do not know. Possibly they may have 
taken the other side of the quevstion in the Shreveport case in the pro- 
ceeding they brought for the removal of the Dallas-Fort Worth 
discrimination. 

Mr. Sanders. I know all about that. That was inaugurated while 
I was governor; that was the Shreveport Rate case: I brought that 
case up. 

Mr. Shaughxessy. Yes. 

Afr. Sakdeus. What I wanted to know from you was, if you knew 
why Louisiana was not repre^nted in this hearing, when Texas on 
the west and Mississippi on the east are represented. Is it because of 
water transportation? 

Mr. Shaughnesst. Well, Louisiana has some water transporta- 
tion. By reason of your Red River you have a medium for the pro- 
motion of water transportation : I do not know how much you have 
been able to accomplish in that direction. And also, of course, you 
have a medium for the promotion of water transportation on the 
^fississippi River. 

Mr. Sanders. Well, we have 64 counties in the State, and GO of 
them are supplied with water transportation : so that we are pretty 
well supplied. 

Mr. Shaughnesst. I suppose you have the water transportation 
agencies and get water-rail rate^j in Louisiana. 

Mr. Sanders. Well, I think we get the water rate in most of our 
places. 

Mr. Shavghnessy. Yes: you do get tlie water rate in many of 
your towns; that is true. 

Mr. Sanders. And that water rate has been used by the railroads. 
not only in Louisiana but wherever else they could use it, to drive all 
water craft off of the navigable streams. 

Mr. SHAroHNEssY. That is the point that we make. 

Mr. Sanders. I want to ask you just this one question about the 
discrimination by the railroads against interior points: Does it not 
amount simply to this, in the long run? That, as long as that is 
the policy of the railroads, we can not look for any water transpor- 
tation r ' • 

Mn Shavghnessy. Absolutely. 

Mr. Sanders. Is that not the fact ? 

Mr. Shatghnessy. Yes, sir. My testimony before the Senate 
ronmiittee, which will be made a part of the record here, covers 
that (juestion in detail, and show*- why that is true: and I will say 
that that is absolutely the fact. 

Mr. Sanders. And the situation in I^niisiana is that, on account 
c»f the discriminatory rate established by what we call the water rate, 
the railroads have made rates which drive all water transportation 
off of our rivers? 

Mr. Sh^iughnessy. Tliat is very true, sir. 

Mr. Sanders. Is that a beneficial policy, in your judgment? 
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Mr. Shaughnessy. It is a very unwise policy; it is one which the 
Government of this country should not foster any longer and should 
not permit, and we earnestly request Congress to change it by pass- 
ing the Hayden bill, H. R. 9928. 

Mr. Decker. Will you explain that to me, if you please, about 
the water competition? 

Mr. Shaughnessy. I will be glad to, Mr. Decker, but I wish to 
explain that we have several witnesses to be heard and as we are only 
allowed one day, under the chairman's ruling, I must arrange to 
close at this time and call other witness'es. Mr. Frank Lyon will 
testif}^ later on in behalf of the Luckenback Steamship Co., and he 
will illustrate the water competition very fully for the information 
of the committee. 

Mr. Decker. Alright: that will be satisfactory. 

Mr. Dewalt. Are there any of these associations represented by 
local counsel in Washington? 

Mr. Shaughnessy. Yes, sir; the State of Washington is repre- 
sented by Mr. J. B. Campbell, of Spokane. 

Mr. Dewalt. No, not the State of Washington; I mean repre- 
sented in Washington, D. C. For instance, take the State of Texas, 
are they represented here? 

Mr. Shaughnessy. They have no permanent representative in 
Washington, if that is what you mean, but they are represented here 
at this hearing by Mr. Allison Mayfield, chairman of the Texas 
Railroad Commission. 

Mr. DoREMus. Mr. Dewalt may not understand. This gentleman, 
Mr. Shaughnessy, is a member of a railroad commission himself. 

Mr. Shaughnessy. I was a member of the Nevada Railroad Com- 
mission, and Mr. Allison Mayfield is chairman of the Texas Railroad 
Commission; Mr. F. A. Jones, for the Arizona Railroad Commission: 
Mr. A. S. Freehafer, for the Idaho Railroad Commission; Mr. H. F. 
Bartine, for the Nevada Railroad Commission; Mr. W. S. McCarthy, 
for the Utah Traffic Bureau and its State railroad commission : and 
Mr. J. B. Campbell, attorney and representative for the city of 
Spokane and eastern Washington, will participate in this hearing in 
support of the bill hereunder consideration if opportunity is afforded 
them to be heard within the time allowed. I want to say, however, 
that it is going to be physically impossible for us to complete our side 
of the (*ase and do justice to it if we are to be limited to one day only. 

Mr. EscH. The State railroad commissionei*s have what they call a 
war committee, of which Mr. Elmquist, formerly of the Minnesota 
Railroad Commission, is chairman. 

Mr. Shaughnessy. Yes. sir. 

Mr. EscH. Is he authorized to appear in behalf of this legislation? 

Mr. Shaughnessy. No, sir: ilr. Elniciuist is our representative of 
the National Association of Railway (\^m mi ssi oners, to which all of 
the various State railroad commissions subscribe and are meml^ers, 
and in that behalf the committee of which Mr. Elmquist is the chair- 
man is in Washington looking after railroad appraisal matters. He 
is appearing before the Federal tribunal at all times, representing the 
various States on the question of the physical valuation of the rail- 
roads. Aside from that, I do not think he is taking any active inter- 
est, other than as authorized from time to time by the different 
commissions to represent them. 
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In clo^ing I Avish to give a reference to my testimony before the 
Senate committee and ask that it be incorporated in this record. 

The Chairman. Anything that you wish to incorporate may be 
inchided in your statement. 

Mr. Shaugiinessy. And I ask at this time that the testimony of 
Mr. F. A. Jones, chairman of the Arizona Railroad Commission, who 
is unexpectedly called home, be incorporated also; and also the tes- 
timony of Mr. J. B. Campbell, of the Spokane Chamber of Com- 
merce, who has been called to Rochester, Minn., to be present with 
his wife during a capital operation. I ask that his testimon}^ be 
incorporated in the record at this point, and I am sure that the 
members of the committee will find it very illuminating. 

Tlie Chairman. The testimony of those* gentlemen will be included 
in the record, if you will furnish it. 

ilr. SiiAUGHNESSY. In closing, Mr. Chairman, I wish to give refer- 
ence to and ask to have incorporated as a part of my remarks, the 
able statement of Hon. Franklin K. Lane, in the intermountain rate 
oases, decided June 22, 1911, immediately after the passage of the 
fourth section of the act in its present state. It is reported in 21 
I. C. C, from page 304 to page 369. 

And I ask the gentlemen of the committee to read this with great 
care, because it very clearly illustrates and supports our side of this 
question, perhaps, stronger than any language we could put it in; 
and it also has the force of being an official opinion of the Interstate 
Commerce Commission. 

The Chairman. You may insert that in your remarks. 

Mr. DoREMUS. I came in late, Mr. Shaughnessy, and did not hear 
all your statement. Have you testified this morning as to the effect 
of the opening of the Panama Canal upon coast-to-coast rates? 

Mr, Shaughnesst. Yes; I have, Mr. Doremus. 

The Chairman. Yes; and we are also going to incorporate his 
tet^imony given before the Senate committee on the same subject. 

(Thereupon, at 12.15 o'clock p. ni.. the committee took a recess 
until 2 o'clock p. m.) 

(The following nuiterial was subsequentlv submitted by Mr. 
i^haughnessj', and is here printed in full, as follows:) 

INnrSTRlAL MOM-IMEXT WESTWAUI). 

Wliat<»vi*r th«* rens(»ii, the fact stninls forth throutflunit this record that the 
^Miifv of supply uiMin which tlu» far western cnmuiuriities largely draw their 
mil II « fact u res has within half a century amoved westward from tlie Atlantic 
j«e»ilM>an1, «o that, a« was found l»y the rnilrnjjd coniniission of Nevada from 
nn nujilysls of the hiUin;; of a<'tual shipments into Reno, 7.1 per cent of their 
trafRr- comine fr(»m tlie east i>rijL!:lnate<l no farther east than the lonjritnde of 
•'liM-ig«». Th«»re are cotton mills as far west as Kansas (Mty: mining, milling;, 
and farming ma<*hinery is prodtice<l more larjrely in and ahout C'hicajro than 
in tiny other s«»ctlon of the <'ountry : hoots and shoes, hats and clothes, cooking 
•itenKils. and the nndtitudlnous articles of domestic use may he secured in 
lann* |mrt Avithout <'ominfr east of the AUejrhenies :. in fact, the center of those 
Intliistries wliich supply the far west apparently is not far remove<l from the 
<*»nter af iM»pulation of the c<»untry. This is a pregnant fact. It was an- 
nafin«iiHl hy the Santa Fe officials, when they o|)ened their throujrh line from 
<'liioiisPii to lA*fi An);eles that they thought it the part of wisdom to make their 
nifes li»w<>r or as low from Chfcaijo than from New York, so that the industries 
«'f the middle west mi^ht develop. They wcmld make their line in<iependent of 
rheir esistem connections in so far as that was possihle. and instead of bid<ling 
Jtcnin^-'t the shippers of the seaboard for traffic destined to the Pacific coast 
thej woultl develo]> industries cl«»se to their own eastern terminus which wi»uld 
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supply the western (leiiuuul, uiul thereby develop a triftic for the lines west 
of Chicajro which need not be divided with the carriers east of that city — an 
exclusive traffic, one which (rould be carried at rates more conii)ensator.v than 
any that could be had out of the division of a through coast -to-coast rate. 

This policy was determine*! u!>on by the carriers running west from Chicajfo 
25 years ago. From the date of the first transcontinental tariff that we have 
upon the files of the conunisslon Chicago has never paid a higher rate to reach 
a Pacific coast terminal than has New York, either upon classes or commodities. 
The water competition of the seaboard has never been strong enough since- 
1887 to compel a reduction of rates fr*mi New York which the lines out of 
Chicago did not feel fully justified In meeting at that iwlnt. And, lie it noted. 
at the time that this policy was begun there was no water couii)etltion between 
the coasts save by an occasional tramp boat and sucli other shli)s as the rail- 
roads themselves positively and admittedly controlled. It would not l>e clalnietl 
that this policy was the sole cause of the steady march of Imlustry to the west- 
ward during the past quarter of a century. Nevertheless we find the fact that 
there Is now hardly a nee<l which the peoi)le of the far west have that can not 
be supplied fnmi territory nearly l.()(M) miles nearer t<> them than was their 
.source of supply 25 or 80 years ago. Kates that were lntroduce<l thei» purely 
for market competitive reasons may be to-day reasonable in theuiselves. So, too. 
rates then establishetl from Chicago to meet conditions at San Francisco, it 
competitive tennlnal, and justifiably made lower to that more «llstant pt»int 
than to Intermediate iM)ints, may in the course of years have be<*ome by rea- 
son of increased volume of trafiic, gi-owth of fKipulatiou. and new methods of 
operation so reasonable as to make the Imposition of higher rates at Intermedi- 
ate points unjustlfial)le. We see strong suggestion of this In Mr. Morton's 
testimony given 10 years ago when ncme of these carriers was carrying neairly 
so large a traffic or oi>erating so economically as they are to-<lay, when the 
Intermediate territory had not yet been explolteil as It is now. when dry farm- 
fng was unknown, and the Irrigation of the desert through the aid of the 
CJovernment no more than a statesman's dream. 

AN ARTIFICIAL AD.H'STMKNT. 

It is not provable. Imt there Is much reason to support the statement that if 
all the producing territory — the fruit and vegetable growing, mining, and 
lumbering territory — which does not receive the benefit of terminal rates, and 
whl(!h is compelled to pay the rate to the coast plus the rate back wynm Us 
c(mmuKllties of eastern production, were taken from the transcontinental car- 
riers they would be on the verge of bankruptcy In but a slatrt time. Surely a 
railroad policy adapted to the conditions of one day may properly change with 
the conditions of another, and in the very nature of things It must be apparent 
that the transcontinental carriers can not continue forever charging higher 
rates to the Intermountaln country than to the coast from the Middle West. 
The condition Is too artificial to last. The carriers have taken from San Fran- 
cisco in large part the advantage that she should enjoy from her situation uixiu 
the ocean by throwing around her a circle of terminal points 100 miles or so 
inland. By doing this they have forced water carriers to meet rail competition 
at these interior places, and yet the railroads urge that the rates are made to 
meet ocean-to-ocean competition. In the East they have stivtchi^il the blanket 
from Portland. Me., to I)enver, Colo., a distance farther than from Antwerir 
to Moscow, but they refuse to admit that from any fxiint abmg this long lln»* 
it would be justifiable to make the rates given to the coast terminals applicable 
to lleno. 

Furthermore, wo find that this situation is artificial in that it ha*« bt*en 
bivmglit about by a procession of agreements l»etweeii carriers. Kach carrier 
has been appeased by giving to it something which would cause it to be .satisfie<l 
wltli the arrangement. The carriers have conu»eted with ejich other aero*** a 
table until their minds agree<l upon a <'ondition that would prevent rate wars. 
It is wholesome and beneficial that the body fmlitlc should not be dlsturlH^l by 
rapid fiuctuations in rates of transportation which tend tc» destroy the stability 
(»f commerce and Imperil the fortunes iuvesti^l in such transportation facilities. 
If sm'iety does not undertake to regidate the methcKls by which ti natural 
monopoly such as a rallroa«l may be profitably conductc<l it Is not to be ex- 
pected that such a monopoly will not seek to protect Itself, even at the disad- 
vantage of the public it serves. The results of ^uch self-prote<'tive measure.*!, 
however, must be su<'h as neither to ntfend the Inw nor be oprK)se«l t«» the 
development of the c«mntry and the instinct i»f its i>eo])le fi>r fair pla.v. 



Digitized by VjOOQIC 



LOXG-AND-SHORT HAUL ON RAILROADS. 31 

If iKiw we liiive appreliendeil iiri^ht tlie intent of Congresp there (Hunes l)ef(»re 
u< u\Mm nil application for permixslon to deviate from tlie prohilJitive clause of 
the fourth section the inclusive question Avhether bj^ such deviation amy provi- 
Moii of the act will be violated, and the burden rests upon the carrier to satisfy 
liar nilnds that no such result would l>e effei'ted by the grantiuR of such i>er- 
inission — that no injustice will be done to the intermediate point with relation 
tt> the more distant point. As already said, the purpose of the statute which 
ni» ar-i required to enforce is. succinctly stated, to preserve harmony between 
nmimnnlties. individuals, and carriers, to allay discord, and prevent, so far 
as may he. <»ppre.sslon and injustice. The unhampere<l exercise of a raiIroa<l 
\ntV\i'\ may make for tlie material benefit of the carrier — at least for its Innne- 
iliate pn>fit — but wc»rk a wr<»ng witli which the public must concern itself. To 
Ih* wncrete. it may l>e (although this fact has not l)een establishetl) that il 
is to the tiimncial Interest of the transcontinental carriers to make the same 
rates frrmi the Missouri UiA-er as from Chicago, Pittsburgh, and New York to 
the coast cities which lie on or near the ocean's edge, ami compel the inter- 
inniiate ])oints to base their rates upon these coast terminals ; but this decisioD 
on their imrt is certainly subject to review, and when Conjjress «iys that this 
rrimmission •• may from time to time pre.«icribe the extent to which such desig- 
iiatefi cfHinuoii carrier may i)e relieved from the operation of this section," it 
ineans to lodge with this l>ody. if it means anything at all, the power to pas.s^ 
in jndgroent upon the effect of a railroad policy which departs from the intend- 
ment fif the law. A community is entitled to something more than a reasonable 
rat«*: it is enticle<l to a nondiscriminatory rate. A carrier may not say, "We 
will jrlve i«i this «*(»nnnunity a reasonable rate " and meet tlie full reipiiivment of 
the law: it must view its rates as a whole an<l see to it that they effei't no 
julvuiitage «ir preference to one cumnnmity over another which does not arise 
i»e»t»ssjirlly out of the transjiortation advantages which the one has over the 
"tlier. 

MAKKKT COMPKTITION. 

(keaii r<an|ietltion, say the carriers, brings ai>out the lower rates from coa.st 
t(Ki)ast; market c<mii)etition produces the lower rates from the interior to the 
•i)iust. We have <*(msidered (H'ean competition and see how real was its elTe<*t 
ntid how the carriers dealt with It. " Market competition " is a phrase with 
uhjph the railroad traffic manager too often ctmjures. When no other force 
niii be found which brings al)out a discrimination, nmrket comi)etitlon is ad- 
vam-wL It Is both a sword and a shield ; it is use<l to i)rote<'t the carrier 
asmlnst attack because of undue discrimination as between comnumities, and 
it is a weapon of offense as well, by which one carrier invades the territory of 
another u|)on a different base from that which it grants to its own innne<liately 
•Impendent ctmnnunities and for<'es c<mcessions from its rival carrier.'^. 

Market comf>etition, as we have seen, is a euphemism for railroad i>olicy. The 
history of the fourth se<*tion nnikes clear that it was lM>rn out of a desire, and 
has l^eet! amended out of the purjiose. to restrict the force and effe<'t of nmrket 
("omiietitlon. The examples cited before Congress by those who have a<lvocated 
nu abnolute long-nnd-short-haul se<'tlon have largely been such as arose out of 
niilrwKl policy, not such as were develoi)ed by transiH»rtation c<muK»tition. (^>n- 
in-ess, however, has not seen fit to say (and i>erhaps most wisely so) that this 
«i)iii»aiir force shall not be allowed to have Its play in the making of rates. 
Mark«*t minpetition must be considerwl as one of those circumstances affecting 
a rate situation with which we are calle<l ujwn to deal. But nmy it "not be said 
that while the language of the statute does not say that market c<mii>etition 
^ball not lie allowe<l to Justify the charging of the higher rate to the nearer 
l»»»int, the ver>* spirit of the se<'tion makes against the free application of any 
?Ufh Justifying principle? A national policy nmy veto a railroad policy just as 
« imlille need may overcome and set aside a private desire. Experience has 
«l«niin«trate<l to the National Legislature that it is not snfe to leave to the car- 
rier* the determination of the question what mairkets should be brought into 
''»»miH»lltlon with one another. The ijolicy of Congress seems to be that a 
]Tiilrr»a(l may \^ comp€»llefl by transportation comi>etiti<m to make its rates 
'•w-er than it otherwise would l)etween two com|)etltive i>oints, and that this 
^^ill justify a breach of the prohibition of the fourth se<tion ; but the desire of 
a Mumher of shippers to re«ich a nmrket i.s a force to which the carrier may not 
)^w<l unless it can establish clearly that the adoption of such policy will not 
^tol> discriminate against one community and in favor of another and will 
^J» pnHhice those results which the law was inten<led to destroy. Clearlv to 
wiow for market competition as a sole and controlling factor imder the fourth 
'^^^i^n is to remler it nugatory, for this wouhl be tantamount to saying that a 
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railroad eoukl justify every discrimination as between oonuuunities l>y the as- 
sertion of notliing more than its own determination of iwlicy. 

We must regard the proviso in the fourth section as subordinate to the pre- 
ce<ling clause prohibiting the higher rate for the shorter haul, and to carry out 
this intent of the law a carrier must establish before this commission, in order 
to secure an order of exception thereunder, more than merely its own desire to 
haul a gi'eat volume of traffic between two distant points : it must prove that l>y 
such a policy it will not impose unreasonable rates upon any interme<iiate 
point, and that Its policy will not work an injustice of which such interme<liute 
point may fairly complain. Unless it does make such proof this conmiisslou i« 
not justified under the law in excusing it from adopting its rates to the more 
distant point as the basis for rates to the nearer points. 

In this case and under these applications the commission has given thought 
to numy considerations not touched upon in this report, some of which are supr- 
gested by the tables to be found in the appendix (C — D) hereto. Such, for In- 
stance, as the reasonableness of the transcontinental rates upon connnodlties 
in and of themselves when applies! from different points of origin and the rela- 
tion of the cost of service over the Central Pacific when delivery is made at 
Ileno or at San Francisco. And when we have considered the return i»er t<»n- 
mile yielded by many of these rates it is not remarkable that other carriers from 
the East have pressed forward, even to their own temporary financial embar- 
rassment, to readi these coast terminals. No other <-arrlers in this country 
enjoy such long hauls upon so great a volume of high-claKs trafiic as do these 
transcontinental railroads. Their fine earnings are testimony to this elTect, as 
well as to the competency of their management. If the principle that a rail- 
road should charge what the traffic will bear is the criterion of railroad rates, 
no exception can be taken to the transcontinental situation, for it is master- 
fully (lesigned to secure a maximum of revenue and yet develop such industries 
and benefit such communities as the railroad in its wis<lom may wish to thrive, 
for the growth of the Pacific coast certainly is In no small part to be accredlteil 
to the discretion lodgetl In and exercised by the transt^ontinental trafiic manager. 

The coast cities — those that have direct access to the ocean — can not Ih» niatc^ 
rlally injured by the policy of the law we have herein considered. They are 
rendered secure as entreixits of commerce by the presence of the ocean, so loim 
as they choose to avail themselves of its advantages. There is mudi reason in 
this record, too, for the belief that they iiave at times chosen to forego these 
advantages in the expectation that they would be made secure by the rail car- 
riers of a large distributing market In the Interior. With the Intnaluctlon of a 
policy which removes from these interior points in some degree the disadvantaije 
under which they have suffered with relation to eastern points of production it 
will become a matter of m<»ment to the coast cities to avail, themselves fully nt 
the ocean as well .as <levelop Industries upon the Pacific coa^t itself whicJi will 
compete with the industries of the East for the Interior trade. That which 
has been done In the Middle West within a generation may certainly be accom- 
plished upon the Pacific coast, so that tliere may come about a comi»etitli>ii 
between real producing markets as well as competition between jobbing houses. 

The carriers herein involved have not shown that undue illscrimluati<m was 
not effected by their rate adjustment between iwints In Nevada and points in 
California, nor have they established that the rates to the coast cities. If 
extended by them from eastern points outside the zone of water Infiueni.-e, are 
not fully compensated. 

We desire to be extremely ccaiservatlve in this the first application of the 
new law and to re<iuire an adjustment of rates that will be safely within 
the ztaie of (air discretion. For this reason we have de<Mde<l that the trans- 
continental carriers serving Reno and other points upon the main line of the 
Central Pacific shall make no higher charge upon any article carrying a com- 
modity rate than Is contemporaneously In eflfect from Missouri Uiver points, 
such as Omaha and Kansas City, to coast terminal iK>lnts. Tills principle we 
shall also expect to be applied on commodity rates to all malu-llne intermediate 
points In Nevada and California. Trafiic originating at ('hicago and in (^hicajro 
territory moving under commodity rates amy have a rate seven (7) per cent 
higher thn that Imposed on freight originating in (*h!cag<» and Chicago teni- 
tory and destined to the coast terminals. From HulTalo-Plttsburgh territory 
the rates to Intermediate points may rise above Uiose demanded and charged 
from the same points and territory to tlie coast terminals to the extent of fif- 
teen (15) per cent, while from New York and trunk line territory the rates 
charged shall not exceetl twenty-five (2.">> per cent over and iilwve terminal 
rates. This means that Sulsun, Auburn, Tnu'kee. Rem*, and Elko, for Instance, 
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points intermediate to San Francisco from the East, shall have at least the 
benefit of the commodltyv rates extended from the Missouri River to Sacramento 
and San Francisco, and shall pay no more than seven (7) per cent above the 
Chicago-coast terminal rates, and correspondingly increases of fifteen (15) 
and twenty-five (25) per cent, respectively, from Pittsburgh and New York 
territories. 

Mr. Shauohnessy. From a reading of this opinion we believed the 
commission was preceding with "extreme conservatism" to ulti- 
mately remove all of the discrimination against us and to give force 
and effect to the fourth section as amended in 1910 (this being its 
first decision under the amended section), but as will clearly appear 
in my testimony, I will show how the Interstate Commerce Commis- 
sion reversed the reasoning upon which this opinion was founded and 
very greatly increased the discrimination against us. 

In response to Judge Sims's suggestion, I submit as part of my 
testimony, for the information of the committee, the final decisions of 
the Interstate Commerce Commission in the Intermountain Rate 
Cases, rendered June 30, 1917, and January 21, 1918 : 

{Statement shotdng commodity rates to points taking " terminal rates " named 
in 1. C. C. No. 1019, of R, H. Countiss, agent — Continued. 



Commodity. 


Item No. 


Mini- 
mum 
C.L. 
weight. 


From groups— 


A 


B 


C 


D 


E 


F 


P»|w and articles of paper: 
Adding machine. book,etc 
Bagand barrel Itoings...- 
Book, cover, etc 


1580-B.. 
1594-B.. 
1596-B.. 
1598-B.. 

leoo-B.. 

1602-C.. 
.do 


40,000 
40.000 
40,000 
40.000 
40,000 
40,000 
36,000 
40,000 
50,000 
26,000 

40,000 
40,000 
40,000 
40,000 

40,000 
40,000 
80,000 
40,000 
40,000 
50,000 
40,000 

50,000 
50,000 
50,000 
50.000 
40,000 
24,000 
80,000 
40,000 
30,000 
50,000 
80,000 
50,000 
50,000 

40,000 
60,000 
60,000 


100 
90 
90 

85 
95 
85 
85 
100 


100 
90 
90 
85 
95 
85 
85 

100 


100 
90 
90 
85 
95 
85 
85 

100 


100 
90 
90 
85 
95 
85 
85 

100 
65 

100 

90 
100 
100 

95 

90 
95 
65 
90 
65 
85 
95 

85 
95 
85 
85 
90 
100 
65 
85 
85 
85 
65 
85 
85 

75 

1 1,300 

65 


100 
90 
90 
85 
95 
85 
85 

100 
65 

100 

90 
100 
100 

95 

90 
95 
65 
90 
65 
85 
95 

85 
95 
85 
85 
90 
100 
65 
8.5 
85 
85 
65 
85 
85 

75 

'1,300 

65 




Book, news, poster, etc.. 




Ro(2ng/elt *': 




Piper, wall, etc 


1604-B.. 
ie06-A.. 
1«»-B.. 

16ia-B.. 
1612-B.. 
1614-B . . 
161<^-A . . 

1618-B . . 
1G20-A.. 
1626-C.. 
163(M: .. 
1638-A.. 
164ft-A . . 
1648-A.. 

1650-A.. 
1652-A.. 
166*- A.. 

ie>5<i-A.. 

16«2-A.. 
ie64-B.. 
1666-E.. 
1668-A.. 
1672-A.. 
1880-A.. 
1682-C.. 
1684-B.. 
1686-A.. 

1688-A.. 
1690-C.. 
1692-C .. 




8ti!iw[)0Md_ ... : 


65 


Toilet paper and paper 
Wrappjiig, not printed... 


100 

90 
100 
100 

95 

90 
95 
75 
90 


100 

90 
100 
100 

95 

90 
95 
75 
90 


100 

90 
100 
100 

95 

90 
95 
75 
90 




P^um and !»odidin, cya^ 
RMfln«/etc 




aadiroS :::.::. ::::;:: 




Ship aad boat spikes 


65 


8«5),etc _ r. : :: : 




Soda Mb, etc.. 


65 


Soda, bicarbonate of>tc 

SUich and dextrine 


85 
95 

85 
95 
85 
85 
90 
100 
S4 
H5 
85 
85 
75 
85 
.S5 

85 
/>* 1,600 
V« 1,570 

77J 


85 
95 

85 
95 
85 
85 
90 
100 
75 
85 
85 
8.5 
75 
85 
85 

85 

'« 1,550 

'« 1,510 

77J 


85 
95 

85 
9.5 
85 
85 
90 
100 

g 
i 

75 

85 
85 

85 

}»* 1,300 

77} 




lUdiatorsandooils 

Sectional boilers, etc 




Tacks, irm, etc 




Tile7.....; 




2n cans, pails, or box«s 

Tin and tenie plate 


65 


Twine aad cordage 




S»fcndng,et^: 

S», insulated or oot^red.... 
WwToda 


65 


Wirerope,etc 




Ztt>c(spdter> 


, 


^«fcKn«el),etc 


> 1,300 


KiUbstenixigs 


65 







Rolen 



1 Rates in cents per ton of 2,240 pouodx. 
> Applies only from specific points named in item. 
to be loaded to full gallonage capacity. 
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ORDERS. 

At a General Session of the INTEESTATE COMMEECE 
COMMISSION, held at its office in Washington, D. C, 
on the 30th day of June, A. D. 1917. 

Fourth Section Order No. 6790. 

In the matter of reopening Fourth Section Applications 205, 342, 343. 344, 349, 
350, 352, and 10336, filed by R. H. Countiss, agent, for and on behalf of 
various transcontinental carriers for authority to continue lower rates on 
certain commodities from eastern defined territory to Pacific coast ports 
than the rates contemporaneously applicable on like traffic to intermediate 
points; and in the matter of reopening Fourth Section Applications 9813, 
10110, 10126, 10155, 10186, and 10189. filetl by R. H. Countiss, agent, for 
and on behalf of The Southern Pacific Company, Atlantic steamship lines. 
The Atchison, Topelia & Santa Fe Railway Company, and Mallory Steam- 
ship Company, respecting rates on barley, beans, canned goods, asphaltum, 
dried fruit, and wine from California ports to points oh the Atlantic seaboard 
which are lower than the rates contemiwraneously applicable from inter- 
mediate points. 

Upon further consideration of the matters and things involved in 
the above-entitled case, a hearing having been held upon the appli; 
cations involved, and full investigation of the matters and things 
involved therein having been had, and the Commission having, on 
the date hereof, made and filed a report containing its findings of 
fact and conclusions thereon, which said report is hereby referred to 
and made a part hereof: 

It is ordered^ That Fourth Section Orders Nos. 124, 5409, and 
orders supplementary thereto and all other orders heretofore entered 
in response to Fourth Section Applications Nos. 206, 342, 343, 344, 
349, 350, 352, and 10336, authorizing carriers to maintain rates on 
commodities from eastern defined territory to Pacific coast ports 
lower than the rates contemporaneously applicable on like traffic 
to intermediate points, and Fourth Section Orders Nos. 4767, 5012, 
5074, 5088, 5099, 5131, and orders supplementary thereto and all 
other orders entered in response to Fourth Section Applications Nos. 
9813, 10110, 10126, 10155, 10186, and 10189, authorizing carriers to 
maintain rates on barley, beans, canned goods, asphaltum, dried 
fruit, and wJne, from California ports to points on the Atlantic 
seaboard lower than the rates contemporaneously applicable on like 
traffic from or to intermediate points, be, and they are hereby, 
■^vacated effective October 15, 1917. 

It is further ordered^ That such portions of the applications above 
set forth as ask for authority to maintain rates on commodities from 
eastern defined territory to Pacific coast ports lower than the rates 
contemporaneously in effect on like traffic to intermediate points, be, 
and they are hereby, denied, effective October 16, 1917. 
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It is further ordered^ That such of the applications above set forth 
as ask for authority to maintain rates on barley, beans, canned goods, 
asphaltum, dried fruits, and wine from California ports to points 
on the Atlantic seaboard lower than rates contemporaneously appli- 
CJible from or to intermediate points be, and they are hereby, denied, 
effective October 15, 1917. 

And it is further ordered^ That tariffs containing rates revised in 
accordance with the provisions of this order shall be made effective 
on statutory notice. 

No. 0-2o8. 

The Ck)iumercial Club of Kansas City, Mo., 

r. 

The Atchison, Topeka & Santa Fe Railwily C'onipany et al. 

This case being at issue upon complaint and answers on file, and 
having been duly heard and submitted by the parties, and full in- 
vestigation of the matters and things involved having been had, and 
the Commission having, on the date hereof, made and filed a report 
containing its findings of fact and conclusions thereon, which said 
report is hereby referred to and made a part hereof : 

It is ordered^ That the complaint in this proceeding be, and it is 
hereby, dismissed. 

By the Conmiission. 

[seal.] George B. McGintt, 

Secretary, 

The following is the final decision of Interstate Commerce Com- 
mission in Intermountain Bate cases, submitted by J. F. Shaugh- 
nessy in long-and-short-haul hearing before the House Committee on 
Interstate Conmierce March 25, 1918 : 

**" INTERSTATE COMMERCE COMMISSION. 



Fifteenth Section Application No. 324.^ 
TRANSCONTINENTAL COMMODITY BATES. 



Buhmiiied December 20, 1917. Decided January 21, 1918, 



1. Authority to file increased carload commodity rates from eastern defined 

territories to Pacific coast and points Intermediate thereto granted. 

2. Authority to cancel all less-than-carload commodity rates from eastern 

defined territories to Pacific coast and points intermediate thereto denied. 



* This report also Includes the disposition of Fifteenth Section Applications Nos. 1390» 
1077, 1088, 1084, and 1822. and Fourth Section Applications Nos. 11149, 11150, 11178, 
U186. 11187, 11196, and 11197. 
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o. Authority to file increased less-than-carload commodity rates from eastern 
defined territories to Pacific coast points not higher than the present 
rates on the same items to points intermediate to the Pacific coast 
granted. 

4. Authority sought by the Southern Pacific Company via water-and-rall 

routes through Galveston to file proposed increased rates from its New 
York piers on items as to which it concurs in higher rates via all-rail 
routes to Pacific coast points denied. 

5. Authority to tile increased exi)ort commodity rates from eastejn defined 

territories to Pacific coast ports applicable on tratfic destined to points 
in Japan, Australia, New Zealand, Fiji Islands, the Philippine Islands, 
and Asiatic countries graAted. 

6. Authority to file increased import commodity rates from Pacific coast ports 

to points in eastern defined territories applicable on traffic from points 
in Japan, New Zealand, Australia, Fiji Islands, the Philippine Islands, 
and Asiatic countries granted. 

7. Authority sought by rail-and-water lines through Galveston to increase 

rates on barley, beans, canned goods, asphaltum, dried* fruits, and wine 
from Pacific coast ports in California to the Atlantic seaboard to the 
level of the all-rail rates on the same commodities granted. 

8. Authority sought under the fourth section by the all-rail lines to meet via 

their routes the rates proposed by the Southern Pacific Company from 
and to New York via its route through Galveston to and from Pacific 
coast ports denied. 

7'. J , Norton for Atchison, Topeka & Santa Fe Railway Company ; 
//. A, Scandrett for Union Pacific Railroad Company; H. C. Bur- 
vett for Lehigh Valley Railroad Company; Charles Donnelly for 
Northern Pacific Railway Company ; and F. H, Wood for Southern 
Pacific Company. 

J. fi. Campbell for Spokane Merchants' Association; James C, 
Lincoln for Merchants Association of New York; J. H. Lothrop 
for Portland Traffic & Transportation Association ; P. TT. Coyle for 
St. Louis Chamber of Commerce; R, I), Sangster for Chamber of 
Commerce, Kansas City, Mo. ; H, C. Barlow for Chicago Association 
of Commerce; S. J. Wettrick for Seattle Chamber of Commerce: 
Seth Mann for San Francisco Chamber of Commerce; A. T, Help- 
ling for South Daliota Chamber of Commerce; Jay W. McCune for 
Traffic Bureau of Tacoma Commercial Club; Edward M.. Cousin 
for Willamette Valley and Southern Oregon Shippers Association; 
A. L, Freehover and Leonard Way for Public Utilities Commission 
of Idaho; George B. Groff for Commercial Club of Boise, Idaho; 
and W. S. McCarty, S. U. Love, and E. W. Prickett for Traffic 
Bureau of Utah. 

Frank Lyon for Luckenbach Steamship Company ; Forest Bramble 
for Phelps Construction Company ; 6', W. Belsterling for American 
Bridge Company and others; W. J. Price for J. B. Williams Com- 
pany; Walter Engels for Borden's Condensed Milk Company; J. L, 
Roberts for the Barrett Company; E. R. Bockstedt for Columbian 
Rope Company; C, L. HUleary for F. W. Woolworth Company; and 
C. S. Belsterling and J. F. Townsend for National Tube Company. 
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Claude H. Reigart for Bethlehem Steel Company ; N. L. Moon for 
Alan Wood Iron & Steel Company ; H. C. Crawford for the Cambria 
Steel Company; R, A. Van Kirk for the Varnish Manufacturers 
Association and Paint Manufacturers Association; J, W, Bomgard- 
Tker for John A. Roebling's Sons Company; W timer M. Wood for 
United States Cast Iron Pipe & Foundry Company and others; 
Herbert Thompson for Union Carbide Company and others; A, L. 
Gri§.th for American Can Company ; R. E, L. Bunch for American 
Brake Shoe & Foundry Company ; Atichael T. Curran for American 
Stove Company; and J. L, Power for Simmons Hardware Com- 
pany. 

E. A. Leveille for Charles Emmerich & Company; F, R. Levins 
for Russ-Parker Company ; John J. Sinnott for F. F. Dalley Com- 
pany ; Bruce Terbush for Stone-Ordean- Wells Company ; Charles F. 
Robb for P. E. Mitchell Company ; R, Z. Hearon for Colorado Fuel 
& Iron Company; C. G. Hylander for William Wrigley, Jr., Com- 
pany ; Martin Van Persyn for Wholesale Grocers Exchange of Chi- 
cago and Sprague, Warner & Company; Ed E, Rents for Globe- 
Wernicke Company and others; E. K. Prichett for Macey Company 
and others; and A. T, Cobb for Yawman & Erbe Manufacturing 
Company and others. 

J. P. Curran for American Bottle Company; C, D. Dooley for 
Peet Brothers Manufacturing Company; L. A. Clark for Ball 
Brothers Manufacturing Company; William T. Days for Mal- 
linckrodt Commercial Works; Bishop <& Bahler for Union Iron 
Works; Charles Clifford for Wholesale Plumbing Jobbers of San 
Francisco and others; R, M, Fullerton for Western Cedar Pole 
Preserven*: E. S. Da Pass for Carnation Milk Products Company; 
r. ir. Dejoumette for American Cream Tartar Company; ./. H, Jenks 
for Fresno Cooperage Company; and Geo. W, Webster for Associ- 
ated Cooperage Industries of America. 

Report of the Commission. 

Bt the Commission : 

In Transcontinental Rates^ 46 I. C. C, 236, we found that existing 
water competition between the east and west coasts of the United 
States did not justify the maintenance by the rail carriers or water- 
and-rail carriers of lower rates on commodities from eastern defined 
territories to Pacific coast points than were contemporaneously main- 
tained on like traffic to intermediate points. 

We also found that the maintenance of lower rates via rail-and- 
water routes through Galveston on barley, beans, canned goods, 
asphaltum, dried fruits, and wine from California-Pacific coast ports 
to the Atlantic seaboard than on like trafiic from or to intermediate 
points was not justified. Orders were entered requiring the car- 
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riers on or before October 16, 1917, to realign the commodity rates 
from eastern defined territories to Pacific coast and intermediate 
points, and the rates via rail-and-water routes through Galveston 
on the commodities above named from California ports to the At- 
lantic seaboard to accord with the long-and-short-haul rule of the 
fourth section of the act. 

By amendment to section 15 of the act approved August 9, 1917, 
it is provided that until January 1, 1920, it shall be unlawful to 
file increased interstate rates without having first secured from the 
Commission approval thereof. 

Under this requirement, the carriers filed on September 21, 1917, 
Fifteenth Section Application No. 324, and on October 22, 1917, Fif- 
teenth Section Application No. 1399 requesting authority to file cer- 
tain increased commodity rates from eastern defined territories to the 
Pacific coast, and, in some instances, to intermediate points. On No- 
vember 16, 1917, Fifteenth Section Application No. 1822 was filed 
asking authority to file increased rates on barley, beans, canned goods, 
asphaltum, dried fruits, and wine from California ports to the At- 
lantic seaboard via rail-and-water routes through Galveston. By 
Fifteenth Section Applications Nos. 1077 and 1083, filed October 8, 
1917, authority is sought to file increased export rates from various 
points in the United States to Pacific coast ports on traffic destined 
to points in Australia, New Zealand, Japan, China, the Philippine 
and Fiji Islands, and in specific instances to Central and South 
American and Mexican points. By Fifteenth Section Application 
No. 1084, filed October 8, 1917, authority is sought to file increased 
rates from Pacific coast ports to points in the United States and 
Canada applicable on traffic originating in Asia, Australia, and in 
specific instances in Central and South America, Mexico, and the 
Hawaiian Islands. 

Hearings respecting the propriety of the proposed increases have 
been held at New York, N. Y., Chicago, 111., Portland, Oreg., and 
Washington, D. C. 

DOMESTIC RATES. 

The domestic rates apply upon by far the greater amount of traf- 
fic and will be discussed first. Kates to California terminals and 
intermediate points are published in Trans-Continental Freight Bu- 
reau tariff 1-P, R. H. Countiss, agent's, I. C. C. No. 1036, hereinafter 
referred to as tariff 1-P, and the rates to the north coast terminals 
and intermediate points are published in Trans-Continental Freight 
Bureau tariff No. 4r-N, R. H. Countiss, agent's, I. C. C. No. 1037, 
hereinafter referred to as tariff 4-N. Rates are stated in cents per 
100 pounds. The rates on bottles from certain territories to points on 
or near the Pacific coast are under consideration in Investigation 
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and Suspension Docket No. 963. The rates here proposed on this 
commodity are shown in item 394 of tariflf 1-P and 485-A of tariff 
4— N, Nothing in this report or order must be construed as affecting 
tlie disposition we may subsequently make as to these rates in the 
suspension case above named. Commodity rates from eastern de- 
fined territories to Pacific coast and intermediate points are divided 
into three groups, designated as schedules A, B, and C, described in 
Transcontinental Rates, supra, page 249. The rates to the Pacific 
coast ports proposed on items included in schedule C are in all in- 
stances nearly the same as the rat^s now applicable to the highest 
rated intermediate points such as Spokane, Wash., Reno, Nev., and 
Phoenix, Ariz. The following-named items are representative of the 
articles, and the rates shown are representative of the present and 
proposed rates on items in fe.riff 1-P : 











Groups. 










«*|U Cptton. 




































1 


A 


B 


c 


D 


E 


F 


G 


H 


I 


1572 Wroos^t-lron pipe: 




















Pnsent to terminals 


10.76 


10.75 


10.76 


10.75 


10.76 


10.75 


SO. 75 


10.75 


SO. 75 


1 Present to intermediates... 


1.10 


1.00 


1.00 


.90 


.90 


.75 


.75 


.75 


.75 


1 Proposed to terminals 


1.10 


1.00 


.05 


.90 


.85 


.75 


.75 


.75 


.75 


Proposed to intermediates. . 


1.10 


1.00 


.95 


.90 


.85 


.75 


.76 


.75 


.75 


1695 ! Palnto: 




















1 Present to terminals 


.86 


.85 


.85 


.86 


.85 


.85 


.85 


.85 1 


.85 


' Present to intermediates... 


1.10 


1.00 


1.00 


.90 


.90 


.85 


.85 


.86 


.85 


Proposed to terminals 


1.10 


1.00 


.95 


.90 


.00 


.85 


.85 


.86 ; 


.85 




1.10 


1.00 


.95 


.90 


.90 


.85 


.86 


.85 


.85 



In those instances in which the present rates from group F to in- 
termediate points are 75 cents, the proposed rates from points in 
group F to the terminals are 75 cents, and the proposed rates to both 
intermediate points and to the terminals from points in the more 
easterly groups are constructed by adding to the 75-cent rate from 
frroup F 10, 15, 20, 25, and 35 cents from points in groups E, D, C, 
B, and A, respectively. This is illustrated by the rate on wrought- 
iron pipe shown above. In those instances in which the present rate 
<,n any commodity from points in group F to intermediate territory 
is higher than 75 cents the present and the proposed rates from points 
in group F to the terminals are the same as the present and proposed 
rates to intermediate points, and the rates from points in territory 
east of group F are constructed by adding 5, 10, 15, and 25 cents to 
the rates from group F to make the rates from groups D, C, B, and 
A, respectively. This is illustrated by the rate on paint shown 
above. 

The present rates on the schedule B commodities from group F, or 
points west thereof, are not higher to intermediate than to terminal 
points. The rates from points east of group F to intermediate ter- 
ritory are constructed by adding to the rates from group F 7 per 
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cent from points in groups E and D, 15 per cent from groups C and 
B, and 25 per cent from group A. The proposed rates to the ter- 
minals and to intermediate territory are generally constructed by 
using the present rate from group F as a basis and adding thereto 
10, 15, 20, 25, and 35 cents from points in groups E, D, C, B, and A, 
respectively. This is illustrated by the rates on the following items 
in tariff 1-P: 













Groups. 


- 








Item 


Caption. 


















No. 
























A 


B 

1 


C 


D 


E 


F 


G 


H 


I 


304 


Agricultural Implements: 




1 




















SI. 25 


SI. 25 


SI. 25 


SI. 25 


SI. 25 


SI. 25 


SI. 25 


SI. 25 


SI. 25 




Present to intermediates . . . 


1.56 


1.44 


1.44 


1.34 


1.34 


1.25 


1.25 


1.25 


1.2& 




Proposed to terminals 


1.60 


1.^ 


1.45 


1.40 


1.35 


1.25 


1.25 


1.25 


1.2S 




Proposed to intermediates . . 


1.60 


1.50 


1.45 


1.40 


1.35 


1.25 


1.25 


1.25 


1.25 


ai8 


Ammimition: 






















Present to terminals 


1.00 


1.00 


1.00 


1.00 


1.00 


1.00 


1.00 
1.00 


1.00 


i.oa 




Present to intermediates . . . 


1.25 


1.15 1 


1.15 


1.07 


1.07 


1.00 


1.00 


1.00 




Proposed to terminals 


1.35 


1.25 


1.20 


1.15 


1.10 


1.00 


1.00 


1.00 


1.00 


718 


Proposed to intermediates . . 
Window glass: 

Present to terminals 


1.35 


1.25 


1.20 


1.15 


1.10 


1.00 


1.00 


1.00 


hOO 


.90 


.90 1 


.90 


.90 


.90 


.90 


.90 


.90 


.90 




Present to Intermediates . . . 


1.13 


1.04 ' 


1.04 


.96 


.96 


.90 


.90 


.90 


.90 




Proposed to terminals 


1.25 


1.15 


1.10 


1.05 


1.00 


.90 


.90 


.90 


.90 




Proposed to intermediates . . 


1.25 


1.15 


1.10 


1.05 1.00 


.90 


.90 


.90 


.90 



In a few instances the rates proposed from group F to the coast 
are higher than the present rates to intermediate points by amounts 
varying from 5 to 15 cents. In instances where the rate is less than 
$1, the maximum amount by which the proposed coast rate exceeds 
tKe rate to intermediate points is 5 cents. If between $1 and $2, the 
excess may be 10 cents; if more than $2, 15 cents. Representative 
examples of such rates are the following items in tariff 1-P : 



Item 
No. 



018 



012 



076 



Caption. 



Lumber, built-up wood, etc.: 

Present to terminals 

Present to intermediates . . 

Proposed to terminals 

Proposed to intermediates 
Liquors: 

Present to terminals 

Present to intermediates . . 

Proposed to terminals 

Proposed to intermediates. 
Musical Instruments: 

Present to terminals 

Present to intermediates . . 

Proposed to terminals 

Proposed to intemiedlates. 



Groups. 



A 


B 


SO. 80 


SO. 80 


1.00 


.92 


1.10 


LOO 


L05 


.05 


L25 


L25 


1.56 


L44 


L70 


L60 


1.60 


L60 


2.00 


2.00 


2.50 


2.80 


2.65 


2.60 


2.50 


2.35 



SO. 75 SO. 70 

.86 .75 

.06 .90 

.00 .85 



L25 
L44 
L55 
L45 



L25 
L84 
L50 
1.40 



2.00 2.00 

2.30! 2.14 

2.40 2.30 

2.25 2.15 



SO. 70 
.75 
.85 



L25 
L34 
L45 
L35 

2.00 
2.14 
2.25 
2.10 



SO. 70 
.70 
.75 
.70 

La5 
L25 
1.35 
L25 

2.00 
2.00 
2.16 
2.00 



SO. 70 
.70 
.75 
.70 

L25 
L25 
L35 
L25 

2.00 
2.00 
2.15 
2.00 



SO. 70 
.70 
.75 
.70 

L25 
1.25 
L35 
L25 

2.00 
2.00 
2.15 
2.00 



SO. 70 
.70 
.75 
.70 

L25 
L25» 
L8& 
L2S 

2.00 
2.0O 
3.15 
2.0O 



The present rates on the schedule A items now accord with the 
long-and-short-haul clause of the fourth section, and compliance with 
the terms of our order of June 30, 1917, did not necessitate any revi- 
sion of these rates. No change is proposed in the rates on about 75 
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items of this character. The rates on about 40 items have been re- 
vised, of which representative examples are the following items in 
tariff 1-P : 



'^^ Caption. 










Groups. 








A 


B 

SI. 50 
1,50 
1.72 
1.62 


C 

SI. 50 
1.50 
1.66 
1.56 


D 


E 


^ 





H 


I 


318 Thrasben: 

Present to Intennedlates . . . 

Proposed to terminals 

Proposed to Intennedlates. . 
336 Ammonia: 

Present to terminals 


SI. 50 
1.50 
1.85 
1.76 


SI. 50 
1.60 
1.60 
1.50 

.60 
.60 

•s 

.70 

.50 
.50 
.55 
.55 


SI. 50 
1.50 
L56 
L46 

.60 
.60 
.65 
.65 

.50 
.50 
.55 
.55 


SI. 50 
1.50 
1.43 
1.33 

.60 
.60 
.60 
.60 

.50 
.50 
.60 
.50 


SI. 50 
1.50 
1.32 
1.22 

.60 
.60 
.60 
.60 

.50 
.50 
.50 
.50 


SI. 50 
1.50 
1.32 
1.22 

.60 
.60 
.60 
.60 

.50 
.50 
.50 
.50 


SI. 40 
1.40 
1.22 
1.12 

.60 


Present to intermediates . . . 








.60 


Proposed to terminals 








.56 


Proposed to intermediates. . 









.55 


IIM SiUca: 

Present %o tArniinals 




- 




.50 


Pfviwnt to l?»t«rniwliRtes . . . 








.50 


PrnpnsMj to tPmiipals . 








.50 


Proixised to intermediates.. 








.50 













On the last two items no rates are published from points in groups 
A, B, and C. At the hearing some general objections were made to 
the increases proposed, but in the main, the objections were directed 
to particular rates in which shippers present had an active interest. 
These objections were developed in considerable detail as to the rates 
on the following items in tariff I-P: Item 342, argols; 710, plate 
glass; 712, rough rolled glass; 718, window glass; 980, machinery; 
95'2. marble ; 1000, creosote oil ; 1218, staves and heading ; 12G4, tin 
cans; 1322, turpentine; 1506, hemp sisal; 1514, structural steel; 
1566-68, cast-iron pipe; 1572, wrought-iron pipe; 1740, tin plate; 
1758, wire rope ; and item 1240 in tariff 4r-N respecting chair stock. 
We show below the present and proposed rates to terminals and to 
intermediate points on each of these items : 



Iton 
No. 



342 



710 



712 



718 



From groaps. 



Caption. 



AifoU, in iMCs, min. wt. 40,000 
pounds: 

Freeent to coast 

r gce en t to intermediates. . . 

Flropoeed to coast 

Propowd to intermediates. . 
Ftote^ttB, min. wt. 30,000 

Present to coast 

Pnsent to intermediates. . . 

Proposed to coast 

Proposed to intermediates.. 
Roq^ rolled glass, min. wt. 
SMOOpoonds: 

Present to coast 

Pmeat to intermediates. . . 

Proposed to coast 

Proposed to intermediates., 
window glass, min. wt. 50,000 
pounds: 

Preseot to coast 

Pnsent to intermediates .. . 

Proposed to coast 

Proposed to intermediates.. 



10.80 
1.00 
1.15 
1.15 



1.50 
1.88 
1.95 
1.85 



1.25 
1.56 
1.60 
LOO 



.90 
1.13 
1.25 
1.25 



10.80 
.92 
1.05 
1.05 



1.50 
1.73 
L85 
1.75 



1.25 
1.44 
1.50 
1.50 ■ 



.90 
1.01 . 
1.15 
L15 i 



10.80 
.92 
1.00 
1.00 



1.50 
1.73 
1.80 
1.70 



1.25 
1.44 
1.45 
1.45 



.90 
1.04 
1.10 
1.10 



D 


E 


F 





H 


1 


sa8o 


SO. 80 


$0.80 


SO. 80 


sa8o 


saso 


.86 


.86 


.80 


.80 


.80 


.80 


.95 


.90 


.80 


.80 


.80 


.80 


.95 


.90 


.80 


.80 


.80 


.80 


1.50 


1.50 


L50 


L50 


L50 


L50 


1.61 


LOl 


L50 


L50 


L50 


L50 


1.75 


1.70 


L60 


LOO 


L60 


L60 


L66 


1.60 


L50 


L50 


L50 


L50 


1.25 


1.25 


L25 


L25 


L25 


L25 


1.34 


1.34 


L25 


L26 


L25 


L26 


1.40 


1.35 


L25 


L25 


L25 


L25 


1.40 


L35 


L25 


L25 


L25 


L25 


.90 


.90 


.90 


.90 


.90 


.90 


.96 


.96 


.90 


.90 


.90 


.90 


1.06 


1.00 


.90 


.90 


.90 


.90 


1.05 


LOO 


.90 


.90 


.90 


.90 
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Item 


Caption. 




















No. 
























A 


B 


C 


D 


E 


F 


G 


H 


I 


030 


Machinery, min. wt. 30,000 
pounds: 






















Present to coast 


11.50 


11.50 


SI. 50 


SI. 50 


SI. 60 


SI. 50 


SI. 50 


SI. 50 


SI. 50 




Present to intermediates . . . 


1.88 


1.73 


1.73 


1.61 


1.61 


1.60 


1.50 


1.50 


1.60 




Proposed to coast 


1.02 


1.87 


1.82 


L77 


1.72 


1.60 


1.60 


1.60 


1.40 




Proposed to intermediates.. 


1.75 


1.62 


1.56 


1.50 


1.46 


1.33 


1.22 


1.22 


1.12 


052 


Marble, min. wt. 36,000 pounds: 






















Present to coast 


1.00 
1.25 


1.00 
1.15 


1.00 
1.15 


1.00 
1.07 


1.00 
1.07 


1.00 
1.00 


1.00 
1.00 


1.00 
1.00 


1.00 




Present to intermediates. . . 


1.00 




Proposed to coast 


1.35 
1.35 


1.25 
1.25 


1.20 
1.20 


1.16 
1.15 


1.10 
1.10 


1.00 
1.00 


1.00 
1.00 


1.00 
1.00 


1.00 




Proposed to intermediates. . 


1.00 


1000 


Creosote oil in tank cars: 






















Present to crast 


.75 
.04 


.75 
.86 


.75 
.86 


.76 
.80 


.75 
.80 


.75 
.76 


.75 
.76 


.76 
.75 


.75 




Present to intermediates. . . 


.75 




Proposed to coast 


1.15 
1.10 


1.05 
1.00 


1.00 
.05 


.06 
.00 


.00 
.86 


.80 
.76 


.80 
.75 


.80 
.76 


.80 




Proposed to intermediates . . 


.75 


1215 


Staves and heading, min. wt. 






















60,000 poimds: 
Present to coast 








.60 
.60 


.60 
.60 


.60 
.60 


.60 
.60 


.60 
.60 


.60 




Present to intermediates. . . 








.00 




Proposed to coast .• 






"'".'so' 


.76 


.76 


.70 


.70 


.70 


.70 










.80 


.76 


.75 


.70 


.70 


.70 


.70 


1240 


Chair stock of tariff 4-N.: 






















Present to coast 


1.00 
1.25 


1.00 
1.15 


1.00 
1.15 


1.00 
1.07 


1.00 
1.07 


1.00 
1.00 


1.00 
1.00 


1.00 
1.00 


1.00 




Present to intermediates. . . 


1.00 


Proposed to coast 


1.35 


1.26 


1.20 


1.16 


1.16 


1.00 


1.00 




1.00 




1.35 


1.26 


1.20 


1.15 


1.16 


1.00 


1.00 




.00 


1264 


Tin cans, min. wt 22,000 pounds: 






















Present to coast 


1.15 


1.10 


1.05 


1.00 


1.00 


1.00 


1.00 


1.00 


1.00 




Present to intermediates. . . 


1.16 


1.10 


1.06 


1.00 


1.00 


1.00 


1.00 


1.00 


1.00 




Proposed to coast 


1.35 


1.25 


1.20 


1 16 


1.10 


1.00 


1.00 


1.00. 


1.00 




Proposed to intermediates . . 


1.30 


1.20 


1.16 


1.00 


1.05 


.05 


.06 


.06 


.06 


1322 


Turpentine, in tank cars: 
Present to coast 






















1.25 
1.56 


1.25 
1.44 


1.35 
1.44 


1.25 
1.34 


1.26 
1.34 


1.25 

1.25 


1.26 
1.25 


1.25 
1.25 


1.25 




Present to intermediates. . . 


1.25 




Proposed to coast 


1.65 


1.55 


1.50 


1.45 


1.40 


1.30 


1.30 


1.30 


1.30 






1.65 


1.55 


1.50 


1.46 


1.40 


1.30 


1.30 


1.30 


1.30 


1500 


Hemp, sisal, min. wt. 24,000 
pounds: 






















Present to coast 


.85 
1.10 


.85 
1.00 


.85 
1.00 


.85 
.00 


.85 
.00 


.85 
.85 


.85 
.86 


.85 
.85 


.8 




Present to intermediates. . . 


.8 




Proposed to coast 


1.10 


1.00 


.05 


.00 


.00 


.85 


.85 


.85 


.8 






1.10 


1.00 


.05 


.00 


.00 


.85 


.85 


.85 


.8 


1514 


Structural iron, min. wt. 60,000 






















and 80,000 pounds: 
I*resent so coast 


.75 
1.10 


.75 
1.00 


.75 
1.00 


.66 
.00 


.65 
.00 


.65 
.75 


.65 
.75 


.65 
•76 


.50 




Present to intermediates. . . 


.75 




Proposed to coast 


1.10 


1.00 


.05 


.00 


.85 


.76 


.75 


.75 


.75 




Proposed to intermediates. 


1.10 


1.00 


.05 


.90 


.85 


.75 


.75 


.75 


.75 


1568 


Cast-iron pipe, min. wt. 60,000 
pounds: 
Present to coast 






















.75 
1.10 


.75 
1.00 


.75 
1.00 


.65 
.00 


.65 
.00 


.65 
.75 


.65 
.75 


.65 
.75 


.65 




Present to intermediates . . . 


.75 




Proposed to coast 


1.10 
1.10 


1.00 
1.00 


.05 
.05 


.00 
.00 


.85 
.85 


.75 
.75 


.75 
.75 


.75 
.75 


.75 




Proposed to intermediates . . 


.75 


1574 


Wroui?ht-iron pipe, min. wt. 
80,000 pounds: 






















■ Present to coast 


.75 
1.10 


.75 
1.00 


.76 
1.00 


.65 
.00 


.65 
.00 


.65 
.76 


.65 
.75 


.65 
.75 


.65 




Present to intermediates. . . 


.75 


Proposed to coast 


1.10 


1.00 


.05 


.00 


.85 


.76 


.76 


.75 


.76 




Proposed to intermediates. 


1.10 


1.00 


.05 


.00 


.85 


.76 


.75 


.75 


.75 


1740 


Tin plate, min. wt. 80,000 
Present to coast 






















.84 


.75 


.75 


.65 


.65 


.66 


.66 


.65 


.65 




Present to intermediates . . . 


1.10 


1.00 


1.00 


.00 


.90 


.76 


.75 


.75 


.76 


Proposed to coast 


1.10 


1.00 


.95 


.90 


.85 


.76 


.75 


.76 


.76 


Proposed to intermediates . . 


1.10 


1.00 


.06 


.00 


.85 


.75 


.75 


.76 


.75 


1758 Wire rope, min. wt. 50,000 




















poimds: 




















I Present to coast 


.85 


.85 


.86 


.86 


.85 


.85 


.86 


.86 


.86 


1 Present to intermediates .... 


1.10 


1.00 


1.00 


.00 


.90 


.76 


.85 


.85 


.85 


Proposed to coast 


1.10 


1.00 


.06 


.00 


.90 


.85 


.85 


.86 


.86 


1 Proposed to intermediates . . 


1.10 


1.00 


.06 


.00 


.90 


.85 


.85 


.86 


.85 



In Commodity Rates to Paciiic Coast Terminals^ 32 I. C. C-, 641, 
we authorized the transcontinental lines to establish their present 
rates to terminals and to intermediate points on items 1506, 1514, 
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1568. 1574, 1740, and 1758. The proposed rates on these items to 
the terminals are not higher than the present rates then authorized 
10 intermediate territory. From group C and except on items 1506 
nnd 1758 from group E they are lower than the present rates to in- 
termediate points. The proposed rates to terminals and interme- 
diate points on items 342, 718, 1000, and 1215 correspond closely with 
the proposed rates on the six items just mentioned. The rates pro- 
posed from the more easterly groups to the tenjainals are in some 
instances somewhat higher than the present rates to intermediate 
points, but do not appear to be unreasonable or out of proportion to 
the rates on other articles. Items Nos. 710, 712, 930, 952, and 1322 
of tariff 1-P and item 1240 of tariff 4-N are representative examples 
cif rates on schedule B articles. The present rates to the intermediate 
territory have not been specifically authorized by us, but the relation 
cf such rates to the rates at the terminals was authorized in Railroad 
CommisHon of Nevada v. S. P. Co., 21 I. C. C, 329, and in City of 
"Spokane v. A^ P. Co., 21 1. C. C, 400. The, proposed rates to the ter- 
minals on these items are in some instances slightly higher than the 
present rates to the intermediate territory, but the amounts by which 
they exceed such rates do not appear to be out of proportion to the 
increased hauls. 

The carriers propose to cancel all less-than-carload commodity 
rates from eastern defined territories to the Pacific coast and inter- 
mediate points* Our report of Jime 30, 1917, required that the rates 
«n such commodities to intermediate points should bear the same 
I'elation to the terminal rates as the class rates to such points bear to 
the terminal class rates. It is explained by the carriers that the pub- 
lication of less-than-carload commodity rates to all points, graded as 
proposed, was a work of great difficulty, owing to the vast territory 
involved and the large number of less-than-carload commodity rates 
^hich had from time to time been established from eastern points 
to the Pacific coast on account of water competition. It was also 
asserted that the establishment of less-than-carload commodity rates 
tin the plan required by us, if carried to its logical conclusion, in- 
fluenced the rates on these commodities to territory as far east as the 
Mississippi River and perhaps Chicago, and had the effect of reduc- 
iJig the existing rates on many articles to a large part of the inter- 
'nediate territory. The carriers therefore preferred to cancel all 
*liese rates, leaving the class rates to apply. Many objections to the 
^Dcellation of these rates were made by shippers and receivers of 
^ight in various parts of the country. These objections may be 
^nunarized as follows: 

f'Jrst, the less-than-carload commodity rates are of long standing. 

^ond, business has become accustomed to their use, and their 
cancellation will result in much embarrassment and loss of business 
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to persons who can not ship in carloads the articles they manufac- 
ture or sell. 

Third, the increases resulting from the substitution of class rates 
are unreasonable in the light of all the conditions. 

Fourth, the continuation of commodity rates on carloads to the 
coast and to the intermediate territory, and the cancellation of all 
the less-than-carload commodity rates, will result in an unreason- 
able relation in many instances between ihe carload and less-than- 
carload rates, and will cause unreasonable disadvantage to less-than- 
carload shippers. 

Fifth, it is proposed to continue carload commodity rates to the 
roa&t and to intermediate points, partly in consideration of long- 
standing commercial conditions, and partly, in consideration of the 
probability of a return of water competition when peace is restored. 
It is asserted that these conditions have been disregarded as to the 
less-than-carload commodity rates. The carriers assert that they 
had some hesitation about the cancellation of all the less-than-car- 
load commodity rates, but believed that the method adopted was the 
only way in which they could comply with our order of June 30, 
1917, without serious sacrifice of rev«^»*"« They also assert that if 
we will modify the terms of that portion of our order relating to 
less-than-carload rates, giving them treatment similar to that ac- 
corded the carload rates, consideration will be given by them to 
some plan by which, in part at least, these rates may be continued. 

PROPOSED RATES OF THi! WATER-AND-RAIL LINES THROUGH GALVESTOX. 

The Southern Pacific Company, by its water-and-rail lines through 
Galveston, proposes to establish on approximately 60 items which 
move in large volume from the vicinity of New York, and which 
are adapted to transportation by water, rates which are the same 
from the New York piers of the Southern Pacific Company as those 
maintained by the all-rail lines from Chicago. On 36 of these items 
no commodity rates are published by the all-rail lines from points 
east of group D. On 2J: items a full line of rates is published from 
and to all points. The Mallory Steamship Company, in connection 
with the Atchison, Topeka & Santa Fe Railway Company, proposes 
to publish the same rates on the 36 items from the piers of the Mal- 
lory line at New York to California ports and intermediate points 
as are proposed by the Southern Pacific Company. No objection was 
urged against the proposed rates from these piers on the 36 items 
upon which the all-rail lines do not publish rates from points east 
of group D. 

Considerable criticism was offered respecting the policy of the 
Southern Pacific Company in singling out 24 items from a list of 
approximately 400, upon which a full line of rates is published from 
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all groups to the Pacific coast, which are usually the same as by all- 
rail lines, and in proposing thereon rates which are generally 20 
cents lower than those proposed by the all-rail lines. The reasons 
given by the Southern Pacific for so singling out these 24 items are 
that in connection with the all-rail lines that company has heretofore 
published on nearly all commodities from New York the same rates 
as were applied from Chicago; that the capacity of the ships avail- 
able is not sufficient to more the traffic which would be offered if the 
Chicago rates were published on the entire list of commodities ; that 
the traffic officers of the company desired to disturb as little as pos- 
sible the existing conditions on the Pacific coast, and the rates ap- 
plicable thereto from New York. It alleges that the rates proposed, 
while lower than reasonably might be applied, are not so low as to 
fail to provide compensation for the service rendered, and that the 
acceptance of this traffic at these rates can not be considered as im- 
posing an undue burden upon other traffic. 

Against the application of the Southern Pacific respecting the 
selection of the 24 items, it is urged that the use of its facilities for 
transportation is a right that belongs to the shippers of the com- 
modities not included in this selected list. Many such articles are 
produced in considerable volume on the Atlantic seaboard, and are 
adapted in a greater or less degree to transportation by water. It 
is urged that the shippers of such articles have as much right to con- 
sideration at the hands of this water-and-rail line as the shippers 
of the 24 selected items. There can be no doubt that this carrier 
may, if it sees fit, publish rates via its line from New York piers to 
the points on its lines in western states lower than the rates con- 
temporaneously applied by the all-rail lines ; but it is urged that the 
publication of such rates on a limited number of items, and the pub- 
lication of the all-rail rates on all other items, will tend toward 
making this line a carrier exclusively of commodities within such 
selected list, and result in the exclusion of other shippers from the 
use of these facilities on equal terms. 

The Southern Pacific is a party to the application of the 
all-rail lines which presents to us for approval a new schedule of 
rates from New York to western points. As an all-rail carrier, it 
concurs in the representations made to us respecting these rates that 
they are not unreasonable per se or relatively, one as compared with 
another. As a water-and-rail line, how^aver, it assumes a different 
attitude, namely, that another and different relation as between these 
rates is more nearly proper when the rates apply via its water-and- 
rail Ime. For example, it is proposed to make the rate via the all-rail 
lines from New York to San Francisco $1.10 on bolts, nuts, and 
washers, and also $1.10 on billets, blooms, etc. The Southern Pacific, 
however, proposes to publish from its New York piers the rates 
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of $1.10 on bUlets and blooms, and 90 cents on bolts, nuts, washers, 
etc. Both groups of iron and steel articles originate on or near the 
Atlantic seaboard. Both are adapted to water transportation. Both 
take the same rate at present by all-rail and water-and-rail lines. It 
may be urged that such a relation of rates would be prejudicial to 
shippers of billets and blooms and unduly preferential of shippers 
of bolts, nuts, washers, etc. Under the circumstances now existing, 
all the facilities for transportation should be utilized to the fullest 
possible extent. It is not urged, however, that the selection of these 
24 commodities, upon which this line proposes to publish lower rates 
than the all-rail lines, has been influenced by any such considerations. 

FIFTEENTH SECTION APPLICATION NO. 1822. 

By this application authority is sought to file increased rates on 
barley, beans, canned goods, asphaltum, dried fruits, and wine from 
California ports via rail-and-water lines through Galveston to the 
Atlantic seaboard. It is proposed to increase the rates on these ar- 
ticles to the level of the all-rail rates. No objection was presented to 
this application. 

FIFTEENTH SECTION APPLICATION NO. 1077. 

By this application authority is sought to file increased rates on 
commodities from designated points in the states of Alabama, 
Arkansas, Colorado, Illinois, Indiana, Iowa, Kansas, Kentucky, 
Louisiana, Michigan, Minnesota, Missouri, Mississippi, Nebraska, 
Oklahoma, Tennessee, Texas, and Wisconsin, and on certain named 
items from the New York piers of the Southern Pacific Company to 
Pacific coast points on traffic destined and consigned through to 
points in Japan, China, and the Philippine Islands, and, in specific 
cases, to points in Central and ,South America and Mexico. These 
rates are published in Trans- Continental Freight Bureau Joint and 
Proportional Tariff No. 22-H, E. H. Countiss, agent's, I. C. C. No^ 
1039. Representative examples of these rates and the changes pro- 
posed follow. It should be understood that the rates named apply 
in the main from Chicago and points west thereof. Such rates are. 
however, used as components in constructing export rates from points 
west of Chicago. 



Item No. 



160 
105 
280 
310 
815 
335 
850 



Commodity. 



Iron and steel articles 

Anchor rods, angles, etc. . . 

Machinery 

Paints 

Paper and articles of paper 
Cast-iron pipe connections. 
Railway equipment 



Present. 



Ctnu, 
83.5 
40 
55 
65 

45 

50 ' 



Propose 



Genu, 
47.6 
55 
75 
85 
85 
60 
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Section 3 of the tariff contains a blanket item naming rates on all 
commodities with certain designated exceptions as to articles which 
are fragile, perishable, or dangerous to transport. The present com- 
modity rate is $1.25 from the points of origin named to certain 
Pacific coast points on traffic destined to named points in China, 
Japan, and the Philippine Islands. The proposed rate is $1.50. 

The present rate is $1.50 to certain Pacific coast ports on traffic 
destined to named points in Australia, New Zealand, and the Fiji 
Islands. The proposed rate is $1.75. It is explained that the present 
export rates were established in the light of normal conditions when 
traffic was moving freely by water, both from the east and west 
coasts of the United States to Asiatic and other countries. The 
purpose of the rates has been to secure to the transcontinental lines 
participation in the traffic moving for export. Under normal con- 
ditions the ocean rates from the east coast of the United States were 
only small. amounts higher than the rates from the Pacific coast on 
traffic for Asiatic countries, and on traffic to New Zealand and Aua- 
tralia the rates from Atlantic coast points were usually less than 
from Pacific coast points. The present situation is that there is now 
as good or a better service from Pacific coast ports to Australia as 
from Atlantic ports, and the ocean rates, although indefinite and 
changing, are approximately the same from the Atlantic as from 
the Pacific coast As to oriental traffic, the only definite figure which 
can be quoted as being fixed is that prevailing on the subsidized 
traffic subject to the control of the Japanese government. On that 
traffic the maximum rate from the Atlantic seaboard is $30 per ton 
of 2^40 pounds, while on the same traffic from the Pacific coast the 
maximum rate is $20 per ton of 2,000 pounds. Traffic from the east 
coast of the United States to the orient now moves through the 
Panama Canal, the Suez Canal not being open for commercial traffic. 
The carriers assert that the conditions hitherto prevailing have 
made necessary the publication of rates on these items and on other 
commodities materially lower than the domestic rates, but that the 
conditions now existing are such that they are not justified in con- 
tinning these rates which, in many instances, are extremely low. 

FIFTEENTH SECTION AFFUCATION NO. 1088. 

By this application authority is sought to file increased rates from 
points in the states of Colorado, Illinois, Indiana, Iowa, Kansas, 
Michigan, Missouri, Nebraska, Oklahoma, Tennessee, Texas, Wis- 
ronsin^ and from the New York piers of the Southern Pacific Com- 
pany to Pacific coast ports on traffic destined and consigned through 
to Australia, New Zealand, and beyond. These rates are carried in 
Joint and Proportional Export Tariflf No. 20.F, I. C. C. No. 1022 of 
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R. H. Countiss, agent Representative examples of such rates are 
the following: 



Item No. 



10 
40 
70 
95 
150 
175 



Ck>mmodity. 



Agricaltural implements 

Dnies .• , 

Orading and road-making implements. 

Dredging machinery — ^ , 

Toilet soap 

Vehicles 



Present. ' Proposed. 



tt.17 
1.20 
1.00 , 
1.00 
.80 
1.10 ' 



SI. 25 
1.50 
1.25 
1.25 
1.00 
1.25 



There is also published in section 8 of the tariff a blanket com- 
modity rate applicable upon all commodities, with designated ex- 
ceptions as to articles which are fragile and perishable or dangerous 
to transport. The present rate is $1.25 on traffic destined to points 
in Japan, China, and the Philippine Islands, and $1.50 on traffic 
destined to points in Australia, New Zealand, or the Fiji Islands. It 
is proposed to increase each of these rates by 25 cents. 

FIFTEENTH SECTION APPLICATION NO. 1084. 

By this application authority is sought to file increased import 
rates on commodities from Pacific coast ports to points in the United 
States and Canada on traffic originating in Asia and Australia, and 
in specific cases on shipments originating in Central and South 
America, Mexico, and the Hawaiian Islands. These rates are pub- 
lished in Trans-Continental Freight Bureau Eastbound Import Tar- 
iff No. 26-E, R. H. Countiss, agent's, I. C. C. No. 1033. Approxi- 
mately 40 carload and 30 less-than-carload items are embraced in 
the list. The rates to eastern defined territories are usually, but not 
invariably, blanketed to all points in groups A to J, inclusive. Rep- 
resentative examples of carload rates are the following: 



Item No. 



45 
75 
90 
160 
230 
275 
415 



Commodity. 



Cocoa beans . 
Bulbs. 



Present. 



Proposed. 



to. 65 

1.00 

Camphor : 1.00 ' 

Coffee (to points in group C and west) .65 

Chinaware, crookery, etc ! 1.00 

Glassware, n. o. s., and glasses 1.00 , 

Oils IO.5fh-.85 



10.75 
1.16 
1.25 

.75 
1.25 
1.25 

.65 



Representative examples of less-than-carload rates are the fol- 
lowing: 



Item No. 


Commodity. 


Present. 


Proposed. 


10 


Antimony ware 


fl.50 
1.50 
2.00 
1.76 
1.50 


12.00 


30 


Bamboo.' .........T.--T.T.-f«-'r«.--'rt-'>.^rr ^^-.-^ 


1.75 


215 


Drugs 


2.50 


820 


Ts1nglK<m. ,-,-,-,-,-,,,,,-.,,-.,.,,„-,,,.t,. 


2.00 


380 


Matting 


1.76 
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No general objections were made to these increases in export and 
import rates. Some specific objections were urged against particu- 
lar rates by persons whose business was in some degree affected by 
the changes proposed. 

FOURTH SECTION APPLICATIONS. 

By Fourth Section Application No. 11149, the Western Pacific 
Bailroad Company asks authority to apply from the New York 
piers of the Old Dominion Steamship Company, via the ships of that 
company^ to Norfolk, Va., and connecting rail lines beyond the same 
rates to California coast and intermediate points that are proposed 
to be applied by the Southern Pacific via its water-and-rail line 
through Galveston on the 24 commodities heretofore described, 
while applying higher rates from intermediate points on lines east 
of Chicago. 

By Fourth Section Application No. 11150* the Atchison, Topeka & 
Santa Fe Kailway Company, the Los Angeles & Salt Lake Railroad, 
the Western Pacific Kailway and connections also seek authority to 
apply via all-rail lines from New York, N. Y., to California coast 
and intermediate points the same rates on the 24 commodities which 
the Southern Pacific proposes to apply, and higher rates from inter- 
mediate points east of group D. 

By Fourth Section Applications Nos. 11178 and 11197 the Atchi- 
son, Topeka & Santa Fe Bailway, the Los Angeles & Salt Lake Rail- 
way, the Western Pacific Kailway, the Northern Pacific Kailway, the 
Great Northern Kailway, the Chicago, Milwaukee & St. Paul Kail- 
way, the Oregon- Washington Kailroad & Navigation Company, the 
Spokane, Portland & Seattle Kailway, the Canadian Pacific Kailway, 
the Grand Trunk Pacific Kailway, and the Canadian Northern KaU- 
way and their connections seek authority to apply from New York 
via all-rail lines to the Pacific coast ports the same rates on export 
traffic to points in Japan, China, Philippine Islands, Central and 
South America, Mexico, Australia, Fiji Islands, and New Zealand 
that are applied from the New York piers of the Southern Pacific, 
while continuing higher rates from intermediate points in transcon- 
tinental groups A, B, and C. The all-rail lines do not now publish 
through export rates from points east of group D to Pacific coast 
ports. Export rates are published on approximately 100 commodity 
items from many, but not all, points in group D and west. These 
rates are ordinarily the same from all points from which such 
rates are published. Upon 20 of these items, the Southern Pacific 
proposes to publish via its water-and-rail lines the same rates from 
its piers at New York to California ports as are proposed by the 
all-rail lines from points in group D. 
60653—18 4 
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By Fourth Section Applications Nos. 11186 and 11196 the Atchi- 
son, Topeka & Santa Fe Railway, the Los Angeles & Salt Lake Kail- 
way, the Western Pacific Railway, the Northern Pacific Railway, the 
Great Northern Railway, the Chicago, Milwaukee & St. Paul Rail- 
way, the Oregon-Washington Railroad & Navigation Company, the 
Spokane, Portland & Seattle Railway, the Canadian Pacific Rail- 
way, the Grand Trunk Pacific Railway, and the Canadian Northern 
Railway and their connections seek authority to apply via their 
lines the same rates from the Pacific coast ports to New York, N. Y.^ 
on import traffic originating in Asia, Philippine Islands, Australia^ 
New Zealand, Fiji Islands, and in specific cases on shipments origi- 
nating in Central and South America, Mexico, and the Hawaiian 
Islands as are applied by the Southern Pacific via its route through 
Galveston, while maintaining higher rates to points east of trans- 
continental group D. 

By Fourth Section Apj)lication No. 11187 the same authority as 
outlined above is sought for the Western Pacific Railway and its 
connections via Norfolk and the Old Dominion Steamship Company 
as to the rates from all California coast points to the piers of the 
Old Dominion Steamship Company at New York. Import com- 
modity rates to eastern ' defined territories are proposed by the all- 
rail lines on approximately 100 carload items and 70 less-than-carload 
items. These rates are usually, but not invariably, blanketed to all 
eastern defined territories. In the few cases where the rates are not 
so blanketed, the Southern Pacific proposes to apply the group J> 
rates to its piers at New York. 

We have carefully considered all of the evidence offered, both of 
a general and of a specific character, and it is our conclusion and 
we find: 

1. The carriers should be authorized to file the increased rates pro- 
posed by the all-rail lines on all the carload commodities embraced 
in applications Nos. 324 and 1399. 

2. The water-and-rail lines via Galveston should be authorized to 
file the increased carload rates proposed on articles as to which 
through all-rail rates are not published from group A to the Pacific 
coast and intermediate points. 

3. The Southern Pacific Company should be denied authority to 
file rates on the 24 items mentioned in the report which are lower 
than the rates proposed by the all-rail lines, unless corresponding 
rates are published by that company on all commodities which are 
adapted to water transportation. 

4. The authority sought by the all-rail lines to cancel all of the 
less-than-carload commodity rates from eastern defined territories to 
the Pacific coast and intermediate points should be denied, but they 
should be authorized to file increased rates on less-than-carload com- 
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modities to Pacific coast points not higher than the present rates on 
such commodities to the highest rated intermediate points. 

5. The carriers should be authorized to file the increased export 
rates proposed in their applications Nos. 1077 and 1083 from eastern 
defined territories to the Pacific coast. 

6. The carriers should be authorized to file increased import rates 
as described in application No. 1084 from Pacific coast ports to 
eastern defined territories. 

7. The water-and-rail lines through Galveston should be authorized 
10 establish commodity rates on barley, beans, canned goods, as- 
phaltum, dried fruits, and wine from all California ports to the At- 
lantic seaboard not higher than the present all-rail rates. 

8. The aU-rail lines and the water-and-rail lines through Norfolk 
seeking authority to depart from the provisions of the fourth sec- 
tion in order to meet the competition of the Southern Pacific Com- 
pany via its water-and-rail route through Galveston have not shown 
that they are at such disadvantage in respect to this traffic as to 
justify fourth section relief and these applications should be denied. 

An order will be entered in accordance with these findings. 

AiTCHisox, Camfnissioner^ dissenting in part: 

The order of the Commission entered June 30, 1917, effective Oc- 
tober 15, 1917, which denied authority to maintain rates on com- 
modities from eastern defined territory to Pacific coast ports lower 
than the rates contemporaneously in effect on like traffic, to inter- 
mediate points, could manifestly have been met by the filing of 
tariffs reducing the rates to intermediate points to the Pacific coast 
port level as well as by increasing the coast terminal rates. The 
carriers have followed the latter course. I am unable to agree with 
the majority of the Commission in the interpretation it placed upon 
the amended fourth section of the act in Transcontinental Rates, 46 
I. C. C, 236, 252, which followed its decision Beopening Fourth Sec- 
tion Applications, iO I. C. C, 35. The adjustment proposed in the 
tariffs now before the Commission can be justified only by ignoring 
the last paragraph of the amended fourth section, and this in my 
judgment can not lawfully be done. 

I can not find that as to the commodity rates proposed in schedules 
B and C, where advances are made either to the intermountain coun- 
trj' or to the Pacific coast ports, the carriers have justified the ad- 
vanced rates as reasonable. In cases before the Commission in which 
certain rates were prescribed as reasonable in and of themselves to 
various intermountain points, the whole traffic of this section was 
not before the Conunission as is now the case, and it by no means 
follows that rates which might then have been prescribed as reason- 
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able would have been made if the whole Pacific slope traffic instead 
of a limited portion thereof had been under consideration. 
In the remainder of the report T concur. 

FIFTEENTH SECTION ORDER No. 283. 

At a General Session of the INTERSTATE COMMERCE 
COMMISSION, held at its office in Washington, D. C, 
on the 21st day of January, A. D. 1918. 

Application under Section 15 of the act to regulate commerce as amended 
August 9, 1917, for approval for filing of an Increased rate, fare, charge, or 
classification. 



Fifteenth Section Applications Nos. 324, 1399, 1822, 1077. 1083, and 1084. 
Commodity Rates from and to Western Points. 

The above-described applications having been duly heard, and full 
investigation of the matters and things involved having been had, 
and the Commission having, on the date hereof, made and filed a 
report containing its findings of fact and conclusions thereon, which 
said report is hereby referred to and made a part hereof : 

It is ordered^ That the authority sought by the Southern Pacific 
Company to file tariffs establishing group D rates via its water-and- 
rail route through Galveston on items Nos. 338, 354, 1046, 1122, 1130, 
1430, 1438, 1440, 1442, 1526, 1560, 1562, 1590, 1620, 1626, 1630, 1636, 
1690, 1700, 1706, 1714, 1742, 1764, and 1766 of Trans-Continental 
Tariff 1-P, while contemporaneously publishing higher group A 
rates on other commodities be, and it is hfereby, denied. 

It is further ordered^ That the authority sought under Fifteenth 
Section Applications Nos. 324 and 1399, via the all-rail lines, water- 
and-rail lines via Norfolk, Va., and water-and-rail lines via Galves- 
ton, Tex., to file increased carload commodity rates from eastern 
defined territories to the Pacific coast and intermediate points, ex- 
cept as hereinbefore restricted, be, and the same is hereby, gi-anted. 

It is further ordered^ That the authority sought by applications 
Nos. 324 and 1399 to cancel all less-than-carload commodity rates 
from eastern defined territories to the Pacific coast and intermediate 
points be, and it is hereby, denied. 

It is further ordered^ That the petitioners named in Fifteenth Sec- 
tion Applications Nos. 324 and 1399 be, and they are hereby, author- 
ized to file increased less-than-carload commodity rates from eastern 
defined territories to the Pacific coast not higher than the present 
.ates on the same commodities to intermediate points. 

It is further ordered^ That the petitioners in Fifteenth Section 
Application No. 1822 be, and they are hereby, authorized to file in- 
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creased commodity rates via rail-and-water lines through Galves- 
ton not higher than the present all-rail rates on barley, beans, canned 
goods, asphaltum, dried fruits, and wine from California ports to the 
Atlantic seaboard. 

It is further ordered^ That the petitioners named in Fifteenth Sec- 
tion Application Nos. 1077, 1083, and 1084 be, and they are hereby, 
authorized to file the increased export and import commodity rates 
named in their applications from and to eastern defined territories 
to And from the Pacific coast ports. 

It is further ordered^ That the authority sought by Fourth Sec- 
tion Applications Nos. 11149, 11150, 11178, 11186, 11187, 11196, and 
11197 be, and it is hereby, denied. 

// is further ordered^ That the eflfective date of Fourth Section 
Order No. 6790, of June 30, 1917, which by supplemental Fourth 
Section Order No. 6790, of September 28, 1917, was indefinitely post- 
poned, be, and the same is hereby, fixed as March 15, 1918. 

It is further ordered^ That said rates may be established upon not 
less then 10 days' notice to the Commission and to the general pub- 
lic by filing and posting in the manner prescribed in section 6 of 
the act to regulate commerce. 

And it is further ordered^ That tariflPs filed under authority of 
this order shall bear on title-pages thereof the following notation: 

Increased rates in this tariff are filed on 10 days' notice under authority of 
the Interstate Commerce Commission's Fifteenth Section Order No. 283 of 
January 21, 1918. 

By the Commission. 

[seal.] George B. McGintt, 

Secretary. 

AFTER recess. 

The committee reassembled pursuant to the taking of reces^ at 2 
o'clock p. m. 

The Chairman. I believe Mr. McCarthy is to be heard first this 
afternoon. 

STATEHEirr OF HK. JOHN F. SHATTGHNESSY, PEESIDENT OF THE 
INTEBMEDIATE KATE ASSOCIATION (Continned). 

Mr. Shaughxessy. Mr. Chairman, I want to make a brief supple- 
mental statement at this time before Mr. McCarthy proceeds with 
his statement 

During the hearings before the Senate Committee on Interstate 
Commerce the statement was quite generally made by different wit- 
nesses, railroad witnesses and others, that if this bill was passed and 
an absolute long-and-short-haul rule provided that the carriers would 
probably co ont of the coast-to-coast business, and that they would 
therefore lose a tonnage approximating 3,000,000 to 3,500,000 tons. 
Now, this 3,000,000 to 3,500,000 tons mentioned in that testimony 
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may, erroneoush% be understood to be the total westbound transcon- 
tinental tonnage reaching the Pacific coast terminals, which is 
assumed to come from all eastei^n defined territory, not from Atlantic 
coast territory alone, but inland territory as well, the Pittsburgh 
territory, the Cincinnati-Detroit territory, the Chicago territory, the 
Mississippi River territory, and the Missouri River territory. 

As a matter of fact, this tonnage is much greater, probably twice 
as large as that. 

I want to get into the minds of the members of this committee 
a declaration of the Interstate Commerce Commission as to just 
about what westbound transcontinental tonnage is moving from the 
Atlantic coast, where there is some water competition, and in that 
connection I will read an extract from the Interstate Commerce Com- 
mission's decision in the Intermountain Rate Cases, 32 I. C. C-. page 
616. In that decision they say: 

Of the commodities shown in Schedule i\ 961JG8 tons moved from trans- 
continental territory A and B (Atlantic coast an<l Pittshiirg:h territories), to 
the Pacific coast during the year 1913. Of those 422,3.39 tons, or approximately 
44 per cent, moved hy water, and 539,409 tons, or 56 per cent, by rail. The 
record does not show the total tonnage moving from all territories to the Pacific 
coast for that year. 

It was shown in the former hearings that in 1906 the total tonnage moving 
from all territories by rail to the Pacific coast was approximately 3.500,000 
tons. 

That is the figure to which they have referred. The decision goes 
on to say: 

The 961,768 tons of Schedule C commodities moving from territory along or 
contiguous to the Atlantic seaboard constitutes a large percentage of the 
business to the Pacific coast. 

That gives the segi'egation and straightens out the record as to 
where Ihe tonnage was coming from at that time and the proportions 
in which it was moving by rail and bj^ water. 

I want to make a further point here as to the findings of the Inter- 
state Commerce Commission regarding the water competition in one 
of the Intermountain Rate Cases which was decided on June 5. 1916. 
This case was heard and submitted in April, 1916. At this time the 
American-Hawaii Steamship Co. and the Luckenbach Steamship 
Co., water carriers between the Atlantic and Pacific coasts, appeared 
and asked that the then existing low rail rates be removed, and that 
the absolute long-and-short-haul section be put into effect. In that 
case the Interstate Commerce Commission made the following 
finding : 

The two principal steamsliip companies that formerly oi">erat«Ml between the At- 
hmtif and I*acific coasts via the canal- -the American-Hawaiian Steamship Co. 
and the Luckenback Steamship Co. — tl ioufrh their principal trafiic officers aii- 
nounce<l that owinjr in part to the obstructions to passage through the canal, 
wldch had rendere<l It impossible to use t hat route from September. Iftl.l. to April. 
1010, and in part to the unprecedentedly high rates which are now being oflPered 
for the transportation of many kinds of ocean freight, the.v had for the time bein^ 
\\ ithdrawn all their ships from the coast-to-coaat business, and chartered mnay 
of them for other purposes for periods extending Into the future from 3 to 18 
months. The prices obtained for the \\ye of these shlp.s. whether by the month 
or by the voyage, were exceptionally high. So long as such rates can l)e ob- 
tJiined for ocean service between the United States and foreign countries, there 
is no doubt that the coast-to-coast business will be unatti'uctlve to stearaslif]> 
lines at the rates now obtainable. Both of these companie** annomu?ed their 
intention ultimately to return to this service, but stated that such i*eturn wa?* 
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unlikely before the end of the year 1916, and that the time of such return de- 
pendeil in part upon the measure of the rates they would be able to secure 
for this service in competition with the rail lines. The result of all of the 
evidence offeretl was to show that there is not at this time any effective water 
competition between the two coasts and that there is little liltelihood of any 
material competition by water during the present calendar year, irrespective 
of the action the commission may take with respect to these petitions. 

Here is a finding by the Interstate Commerce Commission in brief 
and concise form, that there has been no effective water competition 
since the slides in the Panama Canal, in 1915, that there would be 
none in the reasonably near future, and that ocean carriers had 
given notice that they would not return to the service until the com- 
petitive rail rates were made less stringent, from which it follows 
that there was no occasion for the unjust and unreasonable burden 
of discrimination which was placed upon the intJermountain points 
in January, 1915, following the opening of the Panama Canal. In 
the face of its own finding as to the elimination of water competition, 
did the commission invoke the absolute rule of the fourth section at 
that time? No; on the contrary, we have been until March 15 of 
this year getting the law into actual operation. Because of the rea- 
sons which I have given here, and which appear in my testimonv 
bi*fore the Senate committee, I urgenth^ request that the Hayden bill 
receive favorable consideration and action by this honorable com- 
mittee. 

Mr. Shauohnessey. Mr. Chairman, I now ask that Mr. McCarthy 
be heard. 

The Chairman. We will be glad to hear Mr. McCarthy now. 

STATEMENT OF lEE. W. S. UcCARTHT, BEPRESENTING THE 
TRAFFIC BTTREAIT OF UTAH. 

Mr. McCarthy. Mr. Chairman, my name is W. S. McCarthy; I 
am representing the traffic bureau of Utah, an organization composed 
of the principal shippers of the cities of Ogden, Salt Lake City, and 
Provo, I'^tah. Mr. Chairman, 1 would like to have considered as a 
part of this record my statement made before the Senate committee. 

The Chairman. You have permission to put anything in your 
statement that you desire. 

(The statement referred to is as follows:) 

STATEMENT OF MR. W. S. McCARTHT, REPRESENTING THE TRAF- 
FIC BUREAU OF UTAH. 

Mr. McCarthy. My name is W. S. McCarthy, representing the 
traffic bureau of Utah, an organization composed of the principal 
shippers of Ogden, Salt Lake City, and Provo, Utah, which has for 
its purpose the protection, you might say, of the public in the matter 
of freirfit rates. 

Mr. Chairman, it has always been claimed by the carriers that rates 
to Utah were not sufficiently high, notwithstanding the fact that they 
are generally at the present time, and for a number of years have 
been,, very much higher than to the terminal points, 800 miles distant. 

We, in' the course of this hearing, have heard of the various kinds 
of competition, of actual water competition, of market competition, 
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of potential water competition, but we are afflicted with a different 
kind of water competition. Ours is reflected water competition. 

The Chairman. Where do you get that term, "reflected water 
competition"? 

Mr. McCarthy. That is a term coined by the carriers, I think, in- 
dicating that the tonnage might move from Pittsburgh, possibly, to 
New York, and then around to San Francisco and back into Sail 
Lake City, and in that way, any rate made that way, would get the 
benefit of— that would be reflected water competition. 

The rates generally to Utah, as I said, are on a much higher basis 
than to the Pacific coast terminals. The only reason ever offered by 
any carriers that I have ever heard of, for maintaining a higher rate 
at the interior than at the terminal, is water competition, and they 
claim that the rates at the coast are subnormal. 

In that connection, showing the conditions as to the line west of 
Ogden and Salt Lake City, I would like to introduce into this record 
the testimony of Mr. C. J. McDonald, assistant superintendent of 
transportation for the Southern Pacific Co., in I. C. C. Docket, 
No. 8260, relative to operating conditions on the Southern Pacific. 

The Chairman. What phase of the question does that testimony 
deal with? 

Mr. McCarthy. Well, my purpose, Senator, is to show the operat- 
ing conditions west of Ogden and what a difficult and expensive haul 
this is; what a difficult and expensive line the tonnage travels over 
after it leaves Utah, and for example, a rate we will say of 65 cents 
from Pittsburgh to the Pacific coast on iron and steel articles. "VlTien 
the same tonnage moves to Utah, at Ogden, the rate is 90 cents, and 
yet they are relieved of this haul. 

The Chairman. Does this testimony vou speak of deal with the 
question of the expense of that haul and difficulty ? 

Mr. McCarthy. Not directly, but it was put in in a case involving 
a plea for a lower rate to show it was not possible to make a lower 
rate because of these difficult operating conditions. It is not lengthy. 

The Chairman. Well, if it is short, you can put it in. 

Mr. McCarthy. Mr. McDonald was under exammation by the at- 
torney of the Southern Pacific Co., Mr. Squiers. 

Mr. Mann. What case is that, Mr. McCarthy ? 

Mr. McCarthy. I. C. C. Docket No. 2360. 

Mr. Mann. Yes, sir; I know; but what ^ 

Mr. McCarthy (interposing). As I recall it, it was a plaster- rate 
case. 

Mr. Scandrett. You have not the title of the case? 

Mr. McCarthy. No, sir ; 1 have not. Mr. Squiers, questioning Mr. 
McDonald, says: 

Mr. Squtiss. Now, take up operating conditions on the Salt Lake division anc! 
the Sacramento division, between Ogden and Sacramento, including the Lucin 
cut-off. Starting out of Ogden west, we encounter the Lucin cut-off. total length 
of 103 miles, constructed at a cost of some $12,000,000, partially constructed on 
the old lake bed, 15 miles of flU, 12 miles of trestle. It was constructed for the 
purpose of getting away from the old, heavy-grade line over the Promontory 
branch, 143 miles. On the Lucin cut-off, the maximum .grade Is practically in- 
significant, as compared with the very heavy 1.7 per cent grade on the old line. 

Now, the cost of maintenance of the Lucin cut-off is very heavy ; it runs in 
the neighborhood of $1,500 a mile, as compared with $1,000 to $1,100 on other 
portions of the Salt Lake division. 
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Further, as an insurance against the emergency requirements in the way 
of washes and starring out of the fill, we keep under load all the time 75 cars 
of rock, and we keep ready for use a Lidgerwood unloader, side plow, and a 
l*»comotive luiist; the total equipment representing an investment of some 
575,000 that is kept for no other purpose than to insure the keeping open of 
the Lucin cut-off. 

There are also some serious water conditions adjacent to or existing on 
|he Salt Lake division. At several points it is necessary to pipe water. One 
of the pipe lines is 45 miles long, and the total miles of pipe line Is about 
110: !t is necessary to go back in the mountains and get the water over to 
the track. 

The western division of the Salt Lake division is from Haasen west on a 
Dine-tenths of 1 per cent grade, but before you get to that there is out of 
MoDtello (which is the first operating division terminal west of Ogden) 1.4 per 
c^nt grade westbound for a distance of 19 miles, which grade controls the 
movement over the district between Montello and Carlia. On the Mikado, 
which is rated 4,100 ms., between Ogden and Montello we are only able to 
secure over this controlling grade 1,950 ms. 
That about covers the Salt Lake division items. 

The Sacramento division starts out at Sparks and extends west over what 
is known as the Sierra Nevada grade. It starts practically at Sparks, con- 
tinuing west and reaching a maximum out as far as Truckee of 1^ per cent; 
from Truckee to the summit, a distance of 15 miles, the maximum grade is 
125 to the mile, or 2.37 per cent The amount of tonnage necessarily is con- 
trolled between Truckee and Booth Canyon. The first operating terminal 
west of the summit is Rossvllle, and the tonnage Is necessarily controlled by 
that 2.37 per cent grade. 

Now, in the 53 miles between Sparks and Summit there are 24 miles of 
curves, averaging 103 degrees to the mile. 

We use almost altogether Mallet locomotives on the Sierra grade, and for 
the year ending June 30, 1915, there moved between Sacramento and Sparks 
759,000.000 gross ton-miles per locomotive. On a portion of the Sacramento 
division, whlcli Is a great deal less dlfilcult to operate, extending from Ross- 
vllle north to Red Bluff, there moved 347,000,000 gross ton-miles with 175,000 
locomotive miles, or 1,980 gross tons per locomotive; in other words, the gross 
tons between Sacramento and Sparks were 119 per cent greater than the gross 
tons on the more favored district, yet the locomotive miles required were 347 
per cent greater, and that Is In the face of the fact that the power over the 
liflls Is practically all Mallet type, 98,000 tractive power units, as against 
Gonsolidation type of 46,000 tractive power on the other portion. Therefore 
If there was no grade where the grade does exist, during the 12 months we 
would have been able to secure at least as favorable train loading as on the 
practically level country, and by doing that we would have saved 388,600 
locomotive miles, or would have required only 51 per cent of what we actually 
used. 

Further, the Mallet type of locomotive Is practlaiUy a double engine, using 
a common boiler, and the cost of maintenance Is practically twice as expensive 
as the consolidation. 

Now, the locomotive miles for this same year over the district between Sac- 
ramento and Sparks was 764,000, as against traln-mlles of 390.000, or locomo- 
tives per train of a fraction over two, showing that we are required to use two 
of these Mallet engines with each train. 

Now, owing to the geographical conditions we can not locate sidetracks 
without extremely heavy expense In the way of cutting down mountains and 
making shelves and one thing and another, and, besides, we can not locate 
sidetracks that have a greater capacity than 45 cars. Two engines on a train 
can handle more than 45, hut are necessarily limited to 45 by the sidetrack ; 4.'> 
cars will average about 3,500 ras., which Is about 70 per cent of the potential 
efficiency of these two locomotives. 

On account of the California State law specifying of what a crew shall con- 
sist under certain conditions of grade, it makes it necessary that we employ 
three brakemen on those trains of 45 cars, whereas on the valley lines we are 
only required to employ two in other service on the district, and that, too, from 
Rossvllle to Sparks. 140 miles, is an extremely long operating division ; it can 
not be cut very well, however, on account of the geographical conditions, and 
as a result practically all trains In freight service now earn overtime. The 
ttustesi scheduled freight trains we have Is the fruit manifest, and their time 



Digitized by VjOOQIC 



58 LONG-AND-SHOBT HAUL ON RAILROADS. 

is 14 hours and 45 minutes, and under the schedule are entitled to full crew 
and one hour's overtime, which represents $3.16 for the crew. 

Now, another, feature of the long operating district Is the Fe<leral hours of 
service law, limiting the time of crews to 16 hours. We have double tracke<l 
as much of that district as we can. but the portion of the hill we can not 
double track without an expense of probably two or three hundretl thousand 
dollars a mile, which Is not justified, and we have not been able to do It, and 
In the face of the traffic and the conditions under which part of the crews tie 
up under the 16-hour law. In the month of November 72 of such crews tle<l up. 
The tying up of a freight crew costs approximately $50 each time in the way of 
sending out of additional crews who take the trains In and paying the crew 
that Is tied up until they reach their terminal, additional fuel consumption, etc. 
Another peculiarity of the operating over the Sierra Nevada grade is the 
necessity of snowsheds. We have 29^ miles of snowsheds spread out over a 
distance of 53 miles. These sheds It was found necessary to construct to keep 
the line open at all on account of snow. The average snowfall in the Sierras 
Is from 18 to 20 feet; the maximum, as the records Indicate, is 26 feet. The 
sheds are constructed over the track to keep the line oi>en, and cost for con- 
structing from $40,000 to $80,000 a mile. 

To protect these sheds through the fire season, the summer season when 
there Is no snow on the sheds, we maintain four fire trains, having full equip- 
ment necessary for fije fighting, an engine under steam and on duty all the 
time. We have a signal system, telephone system, that we have located over on 
a mountain which is in the distance, that has a mechanical apparatus, engineer's 
transit to observe conditions of the sheds and notify them of fire or difficulties. 
The fire-alarm system Indicates the information to these trains and they 
endeavor to put the fires out. 

We have had several serious fires. 'VV^ithln the last year we have had two: 
the last one cost us $179,000, and the two of them cost us $202,000, Most of 
the fires that have taken place In the shetls have been communlcate<l to the 
sheds from, for instance, fires of campers, people like that setting out fires, 
and not from the railroad Itself, although some fires have been started In 
depots. 

I want to call attention to what we term " smoke splitters.*' That Is a 
device that Is fastened In the smokestack of the engine to split the smoke and 
lessen the force of the exhaust against the snowsheds. All the engines In that 
territory are equipped, and while the cost of equipping an engine in the first 
place is only about $10 apiece, the nece.ssity existed. We recently tried to run 
a locomotive through there without one, and it took off $1,500 of roof. The 
most serious and expensive part of the smoke splitter is the back pressure 
caused In the front end of the locomotive which backs up Into the cylinders 
and reduces the efficiency of the engine. That is the most serious feature of 
it. but we haven't been able to get away from it 

Another feature of operating over the hills In connection with the hazardous 
conditions, Is the positive block system. We have the staff system of opera- 
tion which makes positive movements In place of the automatic block signal 
which may be run by, and could not be operated in there anyhow on account 
of the sheds, but on this sort of a mountain grade, trains must be blockeil 
positively in a manual way. To do that we have installed 13 machines at 13 
different stations. Those machines cost $75 apiece, and at each of the stations 
It being necessary to keep three men on duty continuously, three In 24 hours, 
which represents an expense of $2,340 a month, or approximately $25,000 a year 
over that on the flat ; without the hazardous grade, we would have block sig- 
nals, and they would cost for maintenance, which Is equivalent comparison to 
this operation, $1,000 a mile a year. That is $5,300 as against $25,000. 

Necessarily. It takes a long time for the crews to run over this long dis- 
tance, and they don't make — the engineers and firemen don't make — ^as much 
money In a month as they do on the lower grade lines where they get over the 
road faster and stand to go out and make another trip, and It was necessary 
to pay the men equated miles; for instance, the engineers in freight service 
get an equation of 20 miles on each trip, and in passenger service 8 miles on 
each trip. Engine crews are paid so much per hundred miles for the run 
from Sacramento to Sparks, or Sparks to Sacramento, and In addition a 20 
miles that they don't make, merely to Increase their monthly comiiensatlou to 
bring It on a parity with the englnemen of the valley that make more mileage. 
Of course, in the snow sections of the mountains where we are not equippe<l 
with snowsheds, It Is necessary to maintain the ordinary snow fighting equip- 
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nient that all snow railroads keep, In the way of rotary plows, flanges,- pilot 
jmtl headlight plows and turning facilities. 

The luaintonnnce-of-way expenses an the hill run $2,500 a year, compared 
wirli Sl.tKK) on the flat, and the unit movements of trains is extremely heavy, 
ci-msequently, getting in one another's way and causing delay. 

I just happened to have with me a little statement we worked up some 
months ago for August and September, showing, for instance, September 1 to 
10, delays at meeting points, in one direction there was 81 hours and 51 min- 
utes; another direction, 189 hours and 23 minutes; 270 hours In 10 days — 
^i and something an hour. That is just an index as to what the delays are 
and to which we are subjected In operating over the mountains. 

Mr. Squires. Have you figures as to the net loss on the investment causeil 
liy the Lucin cut-off? 

Mr. McDonald. You mean the loss on the old line? 

3lr. Sqvibes, Yes. 

Mr. McDoNAUi. One hundred and forty-three miles. I didn't figure the — no, 
I have no figures in dollars and cents. We only run one train a week over 
ihere now. 

Mr. S^tiRKs. About what would that represent in money? 

Mr. McDonald. 1 don't know. That was built along in the sixties. I don't 
know what figtires were really carried on our books. Portions of it probal)ly 
rouUl have been constructed at $25,000 a mile, and other portions of it prob- 
ably a great deal more expjensive — $75,000 or $100,000 a mile. 

I believe that is all of that testimony that would be of interest. 

Mr. Campbell. May I ask Mr. McCarthy a question right there? 

The Chairman. Yes. 

Mr. Campbell. That condition exists more or less in all of these 
hauls from the interior to the coast, does it not, on all of the lines? 

Mr. McCartht. The conditions are similar; yes, sir; more or less 
severe with all of them. 

Senator Pomerene. What road are you specially speaking of? 

Ifc. McCartht. This is the Southern Pacific, west of Ogden, 
Ogden to San Francisco, and the testimony from which I just read. 
Senator, is that of Mr. C. J. McDonald, their assistant superintend- 
ent of transportation. It was testimony introduced in another case, 
where a plea for a lower rate was made. They were endeavoring 
to prove uiat they could not make a lower rate, because of their diffi- 
cult operating conditions, and when this tonnage passed west from 
Utah common points, they were relieved of that haul, and we think- 
that we are entitled to some relief from the burden of the rate. 

The Chairman. I would like to ask right there, Mr. Campbell, 
whether he is familiar with the topography of the country west of 
Spokane, between Spokane and the coast, and whether or not similar 
conditions to that described here exist. 

Mr. Campbell. Yes; I am familiar, and similar conditions do exist, 
possibly not to the same degree, with the exception of the S. P. & S., 
which Vuns from Spokane to Portland. The conditions there are 
very ideal. That road, I think, is conceded to be one of the most 
advantageous 

The Chairman. That is the road that follows the water grade of 
the Columbia River? 

Mr. Campbell. Follows the water grade of the Columbia Eiver, 
owned jointly by the Great Northern and Northern Pacific. 

The Chairman. The Great Northern main line, the Milwaukee, 
Northern Pacific, and Canadian Pacific 

Mr. Campbelu The Canadian Pacific stops at Spokane. 

The Chairman. Crosses over the Cascade Mountains, under con- 
ditions somewhat similar to these ? 
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Mr. Campbell. Yes. And the Great Northern particularly, I 
think, must come more nearly being about the same as described than 
any of the other lines. They have those immense snowsheds. They 
have great difficulty in the Cascade Mountains in the wintertime-^ 
greater, I think, than any of the other lines. 

Mr. McCarthy. That all is so expensive that it calls for a high 
scale of rates between Ogden and the Pacific coast terminals. As I 
stated a few moments ago, the rate on iron and steel articles of 65 
cents a hundred from Pittsburgh to the Pacific coast becomes 90 cents 
when the same shipment is dropped at the Utah common points. 

The Chairman. At Ogden? 

Mr. McCarthy. At Ogden or Salt Lake. 

The Chairman. What is the distance between Ogden and the ter- 
minal? 

Mr. McCarthy. Eight hundred miles over the line just described. 

Senator Pomerene. You mean the coast terminals? 

Mr. McCarthy. Yes, sir. 

Senator Pomerene. Give me those rates. 

Mr. McCarthy. Sixty-five cents from Pittsburgh to the Pacific 
coast terminal, and 90 cents from Pittsburgh to Salt Lake City or 
Ogden, intermediate points, 800 miles less distant. 

Senator Pomerene. What would it cost to send it from Pittsburgh 
to the coast, and then back to Ogden again ? 

Mr. McCarthy. As I recall that rate, it is 62 cents. It would make 
it $1.27. 

Senator Pomerene. That is 62 cents from the coast to Ogden? 

Mr. McCarthy. Yes, sir. 

Senator Pomerene. Let me ask you there, so that I will get this 
properly in mind. You speak generally of high rates to the coast. 
How far east from the coast do they have the same rates that they 
do on the coast? 

Mr. McCarthy. Well, they are applied at the coast terminals only. 

The Chairman. You had better explain what you mean by termi- 
nals. That is a seapo«t. 

Mr. McCarthy. At tidewater points. 

Senator Pomerene. I understood that. I do not know — ^I haven't 
in mind now the name of any city, say, a hundred miles east of the 
coast line, but what would their rate be ? 

Mr. McCarthy. Senator^ I think I have something right here that 
will very graphically describe just what you want. 

The Ohairman. Can not you answer that question generally before 
proceeding? In other woras, do any towns east of Tacoma, Seattle, 
Portland, or San Francisco have terminal rates? 

Mr. McCarthy. No. 

The Chairman. In other words, in answer to Senator Pomerene's 
Qtlestion, as I understand it — ^I just want to get the thing straight — 
tnere is no territory east of those ports that has terminal rates at all ? 

Mr. McCarthy. No ; there is none. This matter I will refer to a 
little later, because I get the full meaning of your question now, 
Senator. 

Senator Pomerene. Let me follow this question just a little bit 
further. Have you in mind any town now, say, 60 or 100 miles from 
the coast? 
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l^Ir. McCartht. Sacramento. 

Senator Pomerene. Now, what would be the rate between Pitts- 
burgh and Sacramento as compared with the rate between Pittsburgh 
and the coast, at the nearest terminal point to Sacramento? 

Mr. McCartht. There is a question that I must confess I am a 
little hazy on, Senator. I will ask Mr. Scandrett. What became of 
that decision of the commission, Mr. Scandrett, with reference to 
depriving Sacramento of terminal rates ? 

Mr. Scandrett. That was sustained by the Supreme Court 

Mr. McCarthy. And Sacramento at the present time does not have 
terminal rates? 

Mr. Scandrett. No. 

Mr. McCarthy. They have the back-haul rate? 

Mr. Scandrett. Yes. 

Mr. McCarthy. Which would be the 65-cent rate from Pittsburgh 
to San Francisco plus the local rate back from San Francisco to Sac- 
'^mento. 

Mr. Scandrett. No ; that is not accurate. It would be 75 per cent 
of the local rate. 

Senator Pomerene. How is that ? 

Mr. Scandrett. It would be the rate to San Francisco plus 75 per 
^^ of the rate from San Francisco to Sacramento. 
Senator Pomerene. It would be a violation of the long-and-short- 

iiaul principle, just the same. 

^fr. Scandrett. Of course a higher rate than to San Francisco, if 
•^^^ add anything to San Francisco. 

^r. McCarthy. Does that answer your question, Senator? 

Senator Pomerene. Yes, sir; I guess so. 

Mn McCarthy. These iron and steel article rates — ^this haul from 

tb ^t ^^ common point to the Pacific coast terminal is so difficult 

t^^.'^hen the iron is produced in Utah that haul is worth 50 cents a 

Bcffejj^ and that is the rate from Utah to the Pacific coast. There 

J 3 tiine not so very long ago when the rate on iron 

f*v?r^^*^^ Pomerene. What? Fifty cents from the Utah iron works 
to the coast? 
^r. AIoCarthy. Yes, sir. 

w '^^^r Pomerene. And 65 cents from Pittsburgh? 
^r. Af cCarthy. Yes, sir. 
U *tJ^^ Pomerene. To the coast? 

Mr. McCarthy. To the coast; 90 cents from Pittsburgh to Utah. 
oenator Pomerene. So that the railroads get, in fact, 15 cents 

^\t^ ^ ^^^^ ^^ ^^^® ^ ^^^^ ^* ^^^^ Pittsburgh to Ogden? 

j^ctCarthy. Yes, sir; now, there was a time, not so very long 

T^^i r^^ ^^ ^^^^ scale of rates ran this way: Sixty-five cents from 

rittsourgh to the Pacific coast; 55 cents from Gary, Ind., to the 

u^^^^ • ^oast; 40 cents from Pueblo, Colo., to the Pacific coast; and 

\wve IS a small town, Midvale, in Utah, right near Salt Lake, where 

tYiere is i^ small rolling mill, and the rate from Midvale was 55 

cents, )ust the same as from Pittsburgh, notwithstanding the fact 

that the 40-cent rate was carried right through Midvale — ^the 40-cent 

rat« applying from Pueblo to the Pacific coast. 

Mr. Campbell. What is the rate from Pueblo to Reno ? 
3lr. McCarthy. I think it is 75 cents. 
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Mr. Campbell. And Reno is intermediate from Pueblo to San 
Francisco, and the San Francisco rate, up to December 31, was 45 
cents from Pueblo and 75 cents to Reno? 

Mr. McCarthy. That is correct. Now, on that car, moving from 
Midvale, Utah, to the Pacific coast — to San Francisco — an 80.000- 
pound car, moving at 50 cents, earns the line $400. The same lines 
west of Ogden haul an 80,000-pound car, moving from Pittsburgh, 
for $190.88. 

Senator Pomerene. Give me those figures again. 

Mr. McCarthy. The charge from Midvale, Utah, to San Fran- 
cisco, on 80,000 pounds, at 50 cents, is $400. The earnings of the 
lines west of Salt Lake or Ogden, on a car of the same tonnage, 
moving from Pittsburgh, are $190.88, or nearly $210 less. 

The Chairman. From Pitjtsburgh to what point? 

Mr. McCarthy. Pittsburgh to the same destination — Pacific coast 
terminals. 

Mr. Shaughnessy. That is the division that accrues to the line 
west of Ogden? 

Mr. McCarthy. Yes ; that is the division. It is not a local rate ; 
but it is the proportion of the through rate that the line west of 
Ogden gets. 

Senator Pomerene. Give me the further figures. What is the dis- 
tance from Ogden to the coast? 

Mr. McCarthy. Roughly speaking, 800 miles. 

Senator Pomerene. What is the distance from Pittsburgh to the 
coast? 

Mr. Shaughnessy. Two thousand seven hundred and forty-seven 
miles. 

Senator Pomerene. The other is 800. 

Mr. McCarthy. The other is 800 ; yes, sir. 

The Chairman. Let me ask you right there whether or not that 
condition is typical of the freight rate situation in the intermountain 
country ? 

Mr. McCarthy. Well, of one phase of it. Now, I would like to 
tQUch upon a matter of eastbouna rates, to show you how this thing 
works, and I want to call attention to one thing. Eastbound, so far 
as I know — there may be some few exceptions, but they are very, very 
rare — ^there is no violation of the fourth section. The rate, tor ex- 
ample, from San Francisco to New York is the rate from San Fran- 
cisco to Salt Lake City, possibly in many cases, but there is no 
higher rate at Salt Lake City, or at Omaha, or at Indianapolis, or at 
Cincinnati, or at any of the intermediate points. 

Senator Pomerene. No higher than what? 

Mr. McCarthy. Higher than the rate from San Francisco to New 
York. Wliat I mean is, the rate from San Francisco to Chicago or 
to any intermediate point would be no greater than the rate from 
San Francisco to New York. 

Senator Pomerene. No greater than the rate to Ogden? 

The Chahiman. He is speaking 

Mr. McCarthy. I am speaking particularly of transcontinental 
rates. 

The Chahjman. Let me interpolate there, please. Senator Pome- 
rene was not here during the previous part of the testimony and,* 
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consequently, it is somewhat difficult to follow this testimony. What 
this witne^ is calling attention to — I know I am not informed 
about it myself — is that this violation of the fourth section of the 
interstate commerce act, which prohibits the charging more for a 
short haul than for a long haul, is only practiced on westbound 
freight — from New York, Pittsburgh, etc., to the Pacific coast — 
whei-eas on freight from the Pacific coast to the East they comply 
with the fourth section of the interstate commerce act and do not 
cliarge more for a Haul, say, from San Francisco to Chicago than they 
do fn>m San Francisco to New York, as they do on westboimd freight. 

Senator Pomerene. That is, they are law observers coming east 
and law violators going west? 

Mr. McCarthy. That is it. There are exceptions. I am speaking 
there of the rates from the Pacific coast terminals. 

Now, then, when you come into the interior, that law is violated. 
For example, some short time ago, here is a case in point. We made 
a shipment of scrap leather to J. C. Decker (Inc.), Montgomery, 
Pa. 1 looked into the rate on that before it moved, and I discovered 
that the rate in effect from Salt Lake City to Montgomery was in 
the neighborhood of $2.05 a hundred. About 5 miles west of Salt 
Lake City, toward the Pacific coast, is a sidetrack called Buena 
Vista. Now, Buena Vista is on the same rate basis as San Francisco, 
on eastbound rates, but the minute you leave Buena Vista and come 
east into Salt Lake City, then the rate goes up, so I had this ship- 
ment billed through — had the instructions put in the bill of lading, 
^Use Los Angeles and Salt Lake bill of lading, route Los Angeles 
and Salt Lake, via Buena Vista, Utah," thus sending it away from 
its destination, then bringing it back, routed via the Oregon Short 
Line, Union Pacific, Chicago & North Western, and Pennsylvania Co. 
By doing that, instead of its taking the rate of $2.05, it would take 
a rate of 8 cents out to Buena Vista, and then the Pacific coast 
terminal rate which applied from San Francisco of $1.15, or $1.23 
through. That is the correct local tariff rate, and that compensation 
is applicable, and they can not exceed it, but under date of February 
to the consignee says : 

In answer to your letter of the 15th, wUl say that we had to pay on your 
shipment jof November 13, $48.02, which makes a freight rate of about $2,045 
instead of $1.23, as named by you. We wish you would please see if you can 
not have this matter corrected with your freight agent and a refund made to 
tis for the difference, and see that the shipment you are making now is billed 
at $1.23 through. 

Xow, the tariff carrying the rate of $2.04 is a local published tariff, 
and the railroads will teU us, presumably as they tell the consignee, 
that the rate does not apply, and there is a great deal of money taken 
out of the pockets of shippers of the United States, just through rate 
applications of that kind. 

Kow, another matter while we are on that subject, and finishing 
up. Take the matter of wool. The rate on wool, as I remember it, 
from the Pacific coast terminal to the Atlantic seaboard is $1 a 
hundred. The rate from Utah common points, as I remember, is 
about $2.12. 

Senator Pomebbne* East? 

Mr. McCabthy. To Boston, to the same points of destination ; yes, 
sir; to Atlantic seaboard points, the markets in the East. Now, al)out 
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30 or 35 miles west of Salt Lake, on the Salt Lake Route, there is a 
station called Tooele. Considerable wool is produced and is shorn 
there, and shipped from that point, from which the rate to Boston 
direct would be $2.12. That wool is loaded in cars and shipped 
down to Los Angeles, at a rate of 80 cents. Now, this water com- 
petition is a very fearsome thing, it seems, but I notice that the 
carriers very often take tonnage right down where it can fall into the 
clutches of water competition. 

It goes down there at 80 cents, and the wool is baled at a charge 
of 15 cents a hundred pounds ; goes back to the point at which it was 
produced, where it was taken off the sheep's back, at aggregate rate 
of $1.95, against a rate of $2.12, if it were shipped direct from Boston. 

Senator Pomerene. Who is the man that will defend that propo- 
sition ? 

Mr. McCarthy. I do not know. Senator. I have never heard any 
reasonable defense for it, but it has been done for a number of years. 
There is a waste of transportation facilities, it seems to me, but yet 
it is done. There is an economic waste, if ever there was one. 

Now, we have had many cases before the Interstate Commerce 
Commission. Much has been said from time to time concerning the 
reasonableness of rates, and the carriers defend the rat>es at Utah 
common points as reasonable rates, and they say they were passed 
upon by the Interstate Commerce Commission. Well, I have fully 
as much respect for the Interstate Commerce Commission as anyone. 
I think they endeavor to do the right thing by all interests; but, 
gentlemen, I have yet to see the time when the interstate Commerce 
Commission has shown any figuring covering the cost of operation 
of a railroad, or the cost of handling any volume of tonnage at any 
time, and how in the world a man could ask me to put a reasonable 
price upon this table that we are sitting at without my having some 
knowledge of the value of woods and the value of the material that 
went into it and the value of the labor, is beyond me. I do not see — 
I do not understand how the Interstate Commerce Commission can 
say that this rate is reasonable and that is imreasonable without 
making some careful investigation to ascertain what the costs of that 
service are. 

Now, in that connection, I would like to read a short paragraph of 
a decision of the United States Supreme Court in the case of United 
States of America, Interstate Commerce Commission, and others, 
Nos. 136 and 162, October term, 1913, wherein they say : 

We observe, moreover, that, in Addition, it seoms to be settled that where 
competitive conditions authorized carriers to lower their rates to a particular 
place, the right to meet the competition by lowering rates to sucli place was not 
confined to shipments made from the point of origin of the comi^etltlon, but 
empowered all carriers in the Interest of freedom of commerce to afford en1arjK»d 
opportunity to shippers to enable them, if they chose to do so. of shipments 
to such competitive points at lower rates than their general tariff rates, a 
right which came aptly to be described as market comiH»titlon. because the 
practice served to enlarge markets that develop the freedom of traflic and 
intercourse. It is to be observed, however, that the right thus concedwl was 
not absolute, because its exercise was only permitted provided the rates were 
not so lowered as to be nonremuneratlve, and thereby cast nn unnecessary 
burden upon other shippers. 

Now, the carrier has always said, as I said at the outset, that the 
only reason for a lower rate at the more distant point, at the terminal, 
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is the water competition, and he stands up vigorously and strenuously 
claims that these rates are not wholly compensatory; they are sub- 
normal rates. They don't provide the revenue that the railroad com- 
pany is entitled to, and yet they will not say what a reasonable rate 
is. I never have neard a railroad man anywhere admit that any 
rate he had was a reasonable rate — ^never did in any case that I have 
been in. Now, the only thing that I know of that is a matter of 
record to-day is this statement of the Southern Pacific Co. in their 
application to the Interstate Commerce Commission for a release 
from the fourth section of the act to regulate commerce in connection 
with rates from the Pacific coast terminals to eastern destinations on 
asphaltum, barley, beans, canned goods, etc. This appears at 33 
I. C. C, 483 and 484. They say : 

VrioT to the filing of this appUcation an investigation was conducted by the 
officers of the Southern Pacific Co. to ascertain as nearly as possible the 
out-of-pocket costs Incurred in the handling of this freight. The haul 
from San Francisco to Galveston is 2,160 miles, while the average haul of all 
freight on that line is but 220 miles. Fairly complete and detailed records are 
kept by the company concerning this line, showing the actual costs of operation 
for each 100 gross-ton miles. This gross-ton mileage is obtained by multiplying 
the distance traveled by each locomotive, by .the cars so hauled by such loco- 
motive. These costs are reduced to the equivalent costs per car mile for the 
car londing here contemplated. For the two years ending June 30, 1914, it was 
shown that the average cost of this division of the road for a car of the weight 
and loading contemplated for this traffic was in cents per car mile for wages 
of traiimien, engine crews, fuel, locomotive repairs, lubrication, locomotive 
supplies, and locomotive engine-house service, 4.97 cents; for maintenance of 
<-ai*s and lubrication, 1.50 cents; for loss and damage to freight, 0.57 cent; 
for clearing of wrecks, damaged property, and stock, and personal Injuries, 0.13 
^^eat; for yard expenses, 0.52 cent; for station' expenses, wages of station 
agents, clerical force, station labor, and supplies, 0.30 cent; for maintenance 
of way inspectors, 1.05 cents; a total of 9.04 cent& The addition of these 
several items to the total out of pocket cost per car mile for the handling of 
this freight from San Francisco to Galveston of 9.04 cent& 

I do not think it is necessary to read anything further in connec- 
tion with that, because it applies to the case for which this was 
presented. 

Mr. Wood. You are not reading from the record, are you? 

Mr. McCarthy. I am reading from a copy of an exhibit filed with 
the commission, but it appears at the place in the record named. 
Now. making a rather superficial analysis or examination of some 
of these rates, to give you an idea of the range of rates, take the 
iron and steel article list, classified generally as fifth class, and com- 
modities of extremely heavy movement — very large volume of ton- 
nage moving — we found in one instance not so long ago where the 
carriers made a rate of $4.50 a gross ton from Gary, Ind., to Seattle, 
I think it was, on the rails for the Alaska Railway. That rate figures 
approximately 20 cents a hundred. It may be said that they could 
have carried the rails free for the Government if they wanted to, 
which is true, but I notice that they do not carry anything else free. 
They are not carrying our soldiers free. They are not carrying any 
of our materials free, and I understand they get very close to the 
tariff. They have at least in our section of the country been running 
excursions at one fare for the round trip, but if I am correctly 
inform^ the Government does not get any such rate on its soldiers 
that are moving. 

60«5:i— 18 5 
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Xow, to my mind it appears that this rate was made because that 
20,000 tons of material, which was the tonnage involved, was de- 
sirable at the figure at which they took it, and upon figuring that 
down you find that it produced 1.77 mills per ton-mile. The railroad 
men will tell you that when you go below 5 mills per ton-mile that 
you are getting on pretty thin ice. That is very nearly the cost of 
transportation, but you will find railroads all over this country that 
are hauling a great deal of freight and making considerable money 
at much less than 5 mills per ton-mile. FoUowmg that computation 
down a little further you find that the revenue per car-mile is 7.08 
cents as contrasted with the 9.04 cents which the Southern Pacific Co. 
shows, but that is an exceptional case, and it will probably be just 
as well to disregard it. The next rate, though, is a rate of 40 cents on 
iron and steel articles to Pacific-coast terminals when for export. 
That rate produces 3.54 mills per ton-mile, 14.16 cents per car-mile* 
which is 5.07 cents above the Southern Pacific Co.'s out of pocket 
cost. Then the rate on exactly the same commodity for domestic 
consumption is 65 cents a hundred, and that produces 5.76 mills per 
ton-mile, as compared with the 3.54 and the 1-77 on the other ship- 
ment, and it produces car-mile earnings of 23.04 cents. 

Now, on the same commodity from Chjcago to Utah the raih*oad 
company charges 82 cents. They can not afford to apply that 65-cent 
rate at Utah, because it is a water-compelled rate ; it is not a compen- 
satory rate. It does not earn money enough ; so, in consequence, for 
the 1,500 miles to Utah they charge 82 cents per hundredweight, 'Or 
10.84 mills per ton-mile and 43.26 cents per car-mile. 

Now, I would like to have some one show — whoever can — how 
much this rate of 40 cents, for example, for export should be raised 
to produce a normal, remunerative, reasonable rate for the service 
performed. It is 100 per cent higher than the rate the railroads 
voluntarilv made to get 20,000 tons of freight, but if we can not use 
that as a basis — if we can not use the 20-cent rate as a basis — how- 
much above the 40-cent rate do they need to go above the 14.16 per 
car-mile, or above the 65-cent rate? Now, that 65-cent rate, as I 
said, pays 5.76 mills per ton -mile. Utah, on a carload of the same 
stuff, pays 10.84. If they would make a rate of 65 cents to Utah^ 
10 cents below the Pacific coast terminal rate — if, in view of the fact 
that they may be relieved of this 800 miles of this difficult haul, it 
would yet pay them 7.33 mills per ton-mile, against the 5.76 that they 
get from the coast. The rate would be lower, but their return would 
be higher, and it would pay them 28 cents per car-;nile, or 200 per 
cent above the figure that the Southern Pacific Co. offers as its out- 
of-pocket cost. Now, it seems to me that 200 per cent above that 
should be ample to cover their interest charges and their dividends 
and maintepance and whatever other charges there may be. If thoy 
can run the railroad, if they can handle the freight for 9 cents, if 
thCT get 200 per cent above it, it really should be sufficient. 

There is another feature I want to call attention to. When this 
tonnage moves to Utah it does not make any difference whatever 
other tonnage j^ou may have, or where it originated, or where it is 

foing, whether it is going to Wells, Nev., or to Reno, Nev., or to San 
rancisco, or to Hongkong, China, the lines interested could not haul 
it another foot. When it gets to Ogden it is at the western terminus. 
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af the Denver & Rio Grande and the Union Pacific Railroads. If it 
originated in Pittsburgh the Pennsylvania has enjoyed its full haul 
to me Mississippi River. The lines Mississippi River to Denver have 
enjoyed their full haul. If it goes to Omaha the Union Pacific has 
had its full haul, so it can not be urged that it is short-haul business. 
There is not any more desirable busmess anywhere. Their terminal 
expense is certainly no greater than it is at any other destination. 

Senator Pomerene. Are these rates from the East increased to 
Ogden, say from Pittsburgh or Chicago? From Ogden to inter- 
mediate points between Ogden and the coast? 

Ifr. McCartht. Yes, sir; they are higher, although there have 
been times — and, in fact, we have some cases up right now that have 
been in tJie hands of the carriers for a long time — where rates froni^ 
say, Detroit, Pittsburgh, Cincinnati to pomts 300 or 400 miles west 
of Salt Lake City are lower than the rates to Salt Lake City ; andl 
yet Uiey defend that. At least, they won't refund the charges, al- 
though admitting that they were violating the law when they made 
the charges. They won't pay them back. The people are out the 
money; Siat is all. 

Mr. Campbell. Mr. McCarthy, may I ask you a question right 
ihere? I would like to ask you whether or not in these inter-mount airi 
cases, when they were before the Interstate Conmierce Commission, 
Ihe inter-mountain section did not in each and everv case demand of 
the commission that they require the railroads to show their out-of - 
pocket cost on this class of freight? 

^ir. McCabthy. I know that that has been done a number of 
times. 

Mr. Campbell. And was not the commission's answer always that 
the railroads here were to justify these ratess? If they don't show 
their out of pocket, the commission might consider that they had 
not proven their case, but have they ever refused really upon that 
ground? 

Mr. McCakthy. Not to my knowledge. Now, with Judge Bar- 
tine's permission, I am going to quote him very briefly. I have 
taken this from the testimony in Docket 2662 (21 I. C. C, 400-427). 
It is Judffe Bartine's cross-examination of Mr. G. W. Luce, who is 
now the freight traffic manager of the Southern Pacific Co., having 
control of tne traffic over the line whose operating conditions I 
described: 

Mr. Babtink, Are you aware of the fact that in the case invohing the con- 
^titutioDiility of the railroad conmiission law in Nevada, in Judge Farrlngjon's 
Circuit Court, your company claimed that the local tariff traffic of Nevada 
wa» nor profitable? 

Mr. Luck. I believe there is some such claim, but as to the real facts, I don't 
liDow. I never saw the figures, or the brief, or whatever documents you are 
talking about. 

Mr Bartine. To get near the close, assume that a very large proportion of 
..our westbound freight is carried at inadequate compensation ; that a large- 
proportion of your eastbound freight is carried at inadequate compensation, 
and tliat your local freight in Nevada is carried without any compensation at 
all. will you kindly tell the ( ommission where your company gets the money 
with which to pay its 6 per cent dividend on common stock, its 7 per cent 
•m prpferrefl stock, and accumulate $20,000,000 surplus? 

Mr LvcE, Well, there is considerable territory which we serve which con- 
tribates to our treasury in a great deal larger proportion than Nevada: your 
know Nevada is sparsely populateil nnd has not very many industrial pursultSr 
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except some mining, and I don't regard it as any comparison in the revenue 
from otlier cities wliicli we traverse. 

Mr. Bartine. Am I to understand from that answer that you mal^e the other 
sections whicli your road serves — the other communities — malie up for your lack 
of profit at the terminals? 

Mr. Luce. We certainly must get it some place, if we do not get it out of the 
terminal rates. 

Mr. Bartine. If you do not get it out of the terminal rates, you must get it 
somewhere else? 

Mr. Luce. Yes. sir. 

Mr. Babtine. You are satisfie<l with that answer, are you? 

Mr. Luce. Yes, sir. 

Now, then, I take it that you gentlemen are all familiar with the 
great Mississippi River Valley. You know something of the lines 
operating between Omaha and Chicago. Here is a territory of 
sparse population, light tonnage, and yet here is an exhibit that was 
introduced in the same case, 2662, which shows that the Central Pa- 
cific Co. earned $641.04 more net per mile of road than the Chicago 
& North Western, the Chicago, Milwaukee & St. Paul, the Chicago, 
Burlington & Quincy, and the Chicago, Rock Island & Pacific Rail- 
roads combined. The North Western figures are $2,827.74. 

Mr. ScANDRETT. What was that year ? 
. Mr. McCarthy. This was the last year for which the figures were 
separately available for the Central Pacific. 

Mr. ScANDRETT. 1909, was it not? 

Mr. McCarthy. 1909, yes; but of course the conditions surround- 
ing all transportation companies in that year were the same, so the 
comparison is proper. In that year the Chicago & North Western 
earned net per mile of railroad $2,827.74; the Chicago, Milwaukee & 
St. Paul, $2,636.17; the Chicago. Burlington & Quincy, $2,164.34; 
the Chicago, Rock Island & Pacinc, $2,027.15, a total of $9,655.40, as 
compared with the earnings of the Central Pacific line of $10^96.44, 
and yet it is claimed that there is no money in transcontinental 
terminal business. Now, that line operates only from Ogden west 
to — ^there is some small mileage north. 

Senator Pomereke. How did the tonnage compare on those roads? 

Mr. McCarthy. Well, the revenue tons per mile of road, North 
Western, 633,881. Well, I am unable to give you the comparison, 
Senator, for the reason that those figures are not shown in the Cen- 
tral Pacific's report at that time. We took off all the figures that 
were available, but that does not appear. For the other lines, it 
does. 

Senator Pomerene. Can you give this element in it? What is the 
average tonnage rate in these Mississippi Valley roads that you 
speak of, as compared with 

Mr. McCarthy. Their average earnings per ton-mile ? 

Senator Pomekene. No; the average charge say — the gross charge? 
Have you the figures? 

Mr. McCarthy. Unfortunately, that is not shown here for the 
Central Pacific. I have it for. all of the others. 

Mr. Cambell. That can be furnished. 

Senator Pomerene. I think it would be interesting. 

The Chairman. Suppose you, Mr. McCarthy, get that informa- 
tion and insert it in the record at this point 

Mr. McCarthy. I should be very glad to undertake to do that, 
if I can do that. 
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The Chairman. Mr. Campbell says it can be done. 

Mr. Campbell. That can be done. We have in the brief in the 
Spokane case and the exhibits introduced there shown the average 
earning of the Great Northern and the Northern Pacific, and com- 
pared It with the average production of the rates to Spokane. 

Senator Pomerene. Will you ^ive simply one factor here? That 
is, you say that the per mile earnings of these intermountain roads is 
$600 plus in excess of the earnings on several other roads. Now, 
that is a very important fact to be considered, but as shedding some 
light upon it. it seems to me it would help us materially if we know, 
not only the average tonnage per mile, but also the gross charges 
per mile. 

Mr. Campbell. I do not think that average tonnage is given in any 
of the reports, but the average per ton-mue earnings can be given, 
and then the average earnings produced by the intermediate rate, 
and the average earnings produced by the aggregate rate can he 
given. 

The Chairman. It is an entirely different proposition that Senator 
Pomerene is asking for, and no doubt it can be obtained. The roads 
no doubt know how much freight they haul. 

Mr. Campbell. We have never been able to get them to produce 
it. The only thing we have ever been able to get them to produce 
that I know* of was this tonnage moving to the intermediate points, 
for the four months I gave in my testimony yesterday. 

Senator Po^ierene. We had before this committee in a hearing of 
this railway legislation, a statement from the railway authorities 
as to the total haul of tonnage, etc. Now, they have certainly got 
the different items for each of these roads, otherwise they could not 
have given us the details. 

The Chairman. They could not have gotten the figures that Mr. 
McCarthy gave: 

Mr. ScANDRETT. That is all on file with the Interstate Commerce 
Commission. 

The Chairman. I wish you would get it at this point in the record, 
so that it will be of use m connection with the statement Mr. Mc- 
Carthy has made. 

Mr.SHAUGHNESSY. We will be glad to get it and insert it at this 
point in Mr. McCarthy's testimony. 

The Chairman. What Mr. Campbell spoke of is a little different. 

Mr. Campbell. Yes ; I can see that now. 

The Chairman. I would like to know it myself — ^the amount of 
tonnage per mile and the rate of charge per mile. 

Mr. McCarthy. I want to say. Senator, as to these particular 
figures, I have some doubt as to them being available, because the 
figures of the Central Pacific here were taken from their annual re- 
port at page 28 of that year, and had they been available 

The Chairman. It undoubtedly is available, Mr. McCarthy — no 
question about it, because they have got certain .data from which it 
can be calculated! 

Senator Pomerene. To illustrate : After giving the ton-miles, etc., 
they made one statement to the effect that the business done during 
1917 as compared with 1916 was 20.3 per cent more, and 1917 as 
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compared with 1915 was 50 per cent more, so that they certainly have 
all of those figures somewhere. 

Mr. Shaughnessy. They are available. Senator. 

Senator, may I ask the witness to read at this point the comment 
on that earning situation west of Ogden, and illustrating what the 
witness has now developed by these figures here. The statement is 
made by Mr. Franklin K. Lane in the first decision following the 
amendment of the fourth section, decided in case No. 205 et al., June 
22. 1911 ? 

Mr. McCarthy (reading) : 

In this case and under these applications, the counnission has given thought 
to many considerations not touched upon in this report, some of which «re sug- 
gested by the tables to be found in the Appendixes C and D, liereto, such as the 
reasonableness of the transcontinental rates ui)on commodities in and of them- 
selves, when applied from different points of origin, and the relation of the cost 
of service over the Central I*acific, when delivery Is made at Reno or San 
Francisco, and when we have considered the return per ton-mile yielde<l by 
either of these rates, it is not remarkable that other carriers from the East 
have pressed forward, even to their own temporary financial embarrassment, 
to reach these cojist terminals. No other carriers in this country enjoy such 
long hauls upon so great a volume of high-class traffic as do these transconti- 
nental railroads. Their fine earnings are testimony to this fact as well as to 
the competency of their management. If the principle that a railroad shouhl 
charge wiiat the traffic will bear is the criterion of railroad rates, no exception 
can be taken to the transcontinental situation, for it is masterfully designed to 
secure a maximum revenue and yet develop such industries and benefit such 
communities as the railroad in its wisdom may wish to thrive, for the growth 
of the Pacific coast certainly is in no small part to be credited to the discretion 
and experience lodged in the transcontinental traffic managers. The coast 
cities, those that have direct access to the commission, can not he materially 
injured by the policy of the law we have herein considered. They are ren- 
dereil secure by the presence of the ocean, so long as they <'lMM)se to avail them- 
selves of its advantages. There is much reason In this record, too, for the 
belief that they have at times chosen to forego these advantages In the expec- 
tation that they would be made secure by the rail carriers and large <listrlbuting 
markets in the interior. 

With the Introduction of a iK)licy which removes from these interior points 
in some degree, the disadvantage under which they have suffered with relation 
to eastern iK)lnts of production, it will become a matter of moment to the coast 
cities to avail themselves fully of the ocean, as well as develop industries on 
the Pacific coast Itself, which will compete with the industries of the East for 
the Interior trade. That which has l>een done In the Middle West within a 
generation may certainly be accompllsheil upon the Pacific coast, so that there 
may come al)out a ci)mpetition between rail producing markets. 

Mr. Wettrk'k. It was in that same decision, was it not, Mr. Mc- 
Carthy, that the present order to which reference has been made 
was established? 

Mr. McCarthy. Yes. 

Mr. Wettrick. That is notwithstanding all of the consideration 
you have read, the commission came to the conclusion that a proper 
rate adjustment would be one where the rates from Chicago were 10 
per cent higher, Pittsburgh 15 per cent higher, and from New York 
^5 per cent higher. 

Mr. McCarthy. Yes; and they subsc(juently modified that, as you 
know, Mr. Wettrick, but as I said earlier in'my remarks, I do not 
think you, Mr. Wettrick, or any other advocate of the Pacific coast 
interests, can show where the Interstate Commerce Commission ever 
found any real basis for its decision; never found the cost of opera- 
tion, nor went into details of that kind to get a real, sound founda- 
tion for their opinion. 
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Mr. Wettrick. I simply wanted to point out that all of these 
things that are being stated here have been considered by the Inter- 
state Conunerce Commission, which is supposed to be an expert body, 
more familiar with these matters than any agency we have, and that 
the conclusions which it has come to, after considering all of these 
facts and details that are being mentioned here, have been what has 
also been presented to this committee. 

Mi\ McCarthy. No ; I don't reach the same conclusion you do from 
that, Mr. Wettrick, and I will illustrate it in this way by this in- 
stance ; For very many years the rates to the intermountain country 
were practically on the basis of the rates to the coast and the rates 
back. 

The goods did not move that way, of course, but in many cases 
vour rate was the combination of the rate to the coast and the rate 
oack. The larger shipper, prior to the passage of the Hepburn Act, 
relieved himself of that situation because of the active competition. 
He secured cut rates. In other words, he went out in the market for 
his transportation, and he bought it as cheaply as he could. By 
means of rebates he succeeded in holding his transportation cost 
down to a reasonable figure, and I call your attention to the fact, 
gentlemen, that prior to that time there was little said about any of 
these larger rate matters that have been before the commission for 
the last 10 years. Nothing was said of them. People were satisfied 
with their rates. They got the rate they felt they were entitled to, 
or neirly so, and it did not pay them to go to the commission. Well, 
when the Hepburn Act was passed and put a stop entirely to rebates, 
it used to be said — ^in fact, I have said it when I was in the railroad 
service myself — that if we could ever get rates where they were stable, 
they would be reduced to a reasonable level. That was the hope held 
out to the public by railroad traffic managers, and much to their 
surprise, and when the rates became stable by reason of the Hep- 
hurn Act, they did not come down. Naturally, the western com- 
munities went to the conmiission. In case 2662, referred to here, the 
Interstate Conmierce Commission made an investigation to ascertain 
the effect of the order they proposed to put in upon the revenue of 
the carrier. They did not, so far as I know, try to find out what it 
^ to handle freight, but they had in mind a scale of rates which 
^hey intended to establish, but they wanted to know whether or not 
the establishment of those rates would ruin the railroads. They de- 
<^Jded that they would not and they ordered them into effect. It 
vas a reduction at Utah common points of about 36 per cent in com- 
roodity rates — carload rates. Like all other commission's orders, 
ftey Would expire at the end of two years. The carriers brought in 
another tariff, making a marked increase in rates. Now, mind you, 
the first one was established after investigation of its effect upon the 
revenue of the carriers. My friend, Mr. Scandrett, very ably con- 
ducted this case and succeeded in fastening a higher scale of rates 
%)n Us without any investigation whatever. It was on the theory 
ftjtt the rates from the East to Denver and the rates from the East 
to Utah weit? too near together. 

It did not give Denver sufficient territory in which to do business, 
^ the commission listened to the plea of the railroads, and raised 
the rates to bring about what they called a more harmonious adjust- 
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ment, and there was no consideration of revenue, the cost of trans- 
portation, or anything else in it. It was just simply an arbitrary 
move made like that, and they naturally overlooked the fact that in 
bringing about this more harmonious relation or rates they put Utah 
up on the Eeno and Spokane basis, 600 miles to the west of them. 

Now, I submit that in the face of facts of that kind you can not 
contend always that the Interstate Commerce Commission has care- 
fully analyzed the facts presented to it and has based its decision 
upon that analysis. 

Just one more feature : Mr. Campbell referred to this war tax yes- 
terday. The war tax on a carload of bolts — and I am taking into 
consideration only the service performed when it reaches Ogden and 
the car is delivered to the consignee there — the Ogden merchant pays 
a war tax of $20.16 on that carload of bolts. 

Senator Pomerene. You mean the shipment ? 

Mr. McCarthy. That is on the freight on the shipment. 

The Chairman. Tax on the freight bill. 

Mr. McCarthy. Tax on the freight bill. 

Senator Pomerene, How much ? 

Mr. McCarthy. $20.16. The tax on the freight bill for identical 
service for hauling that carload to Ogden for the Pacific coast man 
is $9.87. In other words, the Government gets over 100 per cent mora 
in taxation out of the same service performed for a man in Utah than 
it jgets 

The Chairman (interposing). It is a percentage of taxes on the 
amount of the freight bill. It is a rather misleading statement of 
the witness when he says tax on service. It is not a tax on service. 
It is a tax upon the freight charge. 

Mr. McCarthy. It is ; yes. 

The Chairman. What is the total amount of the excess taxes on 
freight bills paid by the intermountain country over and above that 
that they would have to pay if they got no higher rates on the same 
haul — the short haul — ^than the terminal gets? 

Mr. McCarthy. Well, there would be no difference in that case. 

Mr. Shaughnessy. I would suggest that Mr. Campbell will rede- 
velop that. 

Mr. Campbell. I have not my notes, but my recollection is 
that amounted to $506 a day, the excess which the intermountain 
country has paid since the 1st of December in war taxes. Now, those 
figures, however, are in the record. I gave them yesterday, showing 
the amount of excess war tax which the intermountain section has 
paid since the 1st of December, figured down in years, months, and 
days. 

Mr. McCarthy. I think, Senator, that is all I have to say. 

Senator Pomerene. What is that tax ? 

Mr. McCarthy. Three per cent of the gross. 

The Chairman. Now, Mr. Lyon, are you prepared to make a state- 
ment on the question of the effect of this system of rates upon water 
transportation? I understood that you were informed as to the 
effect of this system of so-called competitive rates by the railroads, 
made to meet water transportation, upon the actual water trans- 
portation. In what way have you been connected with that matter! 
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Mr. ScANDRETT. You commented upon the fact, Mr. McCarthy, 
that the commission had never been able, through investigation, to 
determine the actual cost of transportation of commodities from Salt 
Lake Citj\ From your experience in railroad work, do you think 
it would be practicable for the commission, or anybody else, to ascer- 
tain the precise cost of handling all of these thousands of different 
commodities which are transported on our railroads? 

Mr. McCarthy. Well, I think you are carrying that to the ex- 
treme, Mr. Scandrett. I do not think it is possible to find out just 
exactly what is the cost of transportation of a package of needles, or 
a bale* of hay, but I do think — in fact, I know that the carriers do 
have the figures showing what it costs them, for example, to trans- 
port 100 tons 1 mile. 

Mr. Scandrett. Yes; but that is a hundred tons of their entire 
traffic, which as you say, is made up of needles, and hay, and coal, 
and a great many commodities. 

Mr. McCarthy. Which is true. 

Mr. Scandrett. Now, all the commission can do is to exercise its 
judgment in determining what is a reasonable rate, is it not? 

Mr. McCarthy. That is true, but I think the commission should 
have something better on which to base that judgment. I don't think 
they should just grab a rate out of the air and say, "This looks 
reasonable to us." They should not say to me at Utah, a rate of 90 
cents on steel is reasonable for you, because the rate to some other 
point is 65 cents or $1 — is higher or lower, or whatever it may be. 
I think there should be some basis for their judgment. 

Mr. Scandrett. Now, when the commission made that reduction of 
the rates to Salt Lake City, and they made a very substantial reduc- 
tion, you said, aggregating about 32 per cent, in 1910, they did have a 
tremendous volume of testimony before them, did they not ? 

Mr. McCarthy. Yes. 

Mr. Scandrett. And that was its judgment as to what a reasonable 
rate would be, based upon that testimony. Now, is it also true that 
when the carriers asked authority to increase those rates to Salt Lake 
City, the commission suspended their tariffs, did it not? 

IMr. McCarthy. Yes ; for hearing only. 

Mr. Scandrett. And the commission placed the burden where it 
was, under the law, upon the carrier, to show that those rates, as 
advanced, were reasonable, did it not? 

Mr. McCarthy. Yes, sir. 

Mr. Scandrett. And the commission held, after a very protracted 
hearing, that the carriers had sustained that burden? 

Mr. McCarthy. The commission did not rule exactly that way. 
That was the effect of their ruling; there is no- doubt about that. 
They did permit the railroads to advance the rates, and, as I said 
in niy statement here this morning 

>Ir. Scandrett. I think if that is material, probably the best 
thing to do is for both of us to refer to the report of the commission. 

Mr. McCarthy. I would like to explain that a little further, 
though. They did it to bring about a more harmonious adjustment 
of rates. Well, now, an adjustment of rates that takes away terri- 
tory, if you view this purely from the interest of the distributor — 
a readjustment of rates that takes away territory from Salt Lake 
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City, if you please, on the east and gives it to Denver, and then takes 
awav all of the territory west of Salt Lake by putting Salt Lake on 
the Reno and Spokane basis of rates, could hardly be regarded as 
harmonious, and I do not believe that the Interstate Commei-ce 
Commission itself or anybodjr else can defend that judgment in that 
case ; and it goes without saying that there could have been no very 
exhaustive or careful examination of the facts made by the Liter- 
state Commerce Commission, else they could not have reached that 
decision. 

Mr. ScANDRETT. Now, ovcr two years have elapsed since that time, 
and you have never attacked any of those rates as unreasonable since 
then, have you ? 

Mr. McOarth Y. No ; we have not. I will say for this reason, that 
we have had this fourth-section matter — ^we hope to get this law 
amended, and these intermountain communities nave spent a great 
many thousands of dollars that they have to ^o to the people for, 
and in time it becomes — ^they wear out. The railroads apparently — 
well, the railroads are fighting the people with the people's money, 
and it is an easy matter for them, but the general public wears out. 

Mr. ScANDRETT. Now, you spoke about rates from Midvale, Utah. 
What are the commodities that move from Midvale, Utah, to the 
Pacific coast ? 

Mr. McCarthy. Iron and steel. 

Mr. ScANDRETT. What kind of iron and steel? 

Mr. McCarthy. Well, it is bar iron, principally. 

Mr. ScANDRETT. Now, Midvale's rate was reduced to the basis of 
the Minnequa rate as soon as that was called to the attention of 
the carriers, and as soon as they asked for the rate, was it not? 

Mr. McCarthy. No; I do not quite understand so. It was re- 
duced, and it has been called to their attention quite frequently. 

Mr. ScANDRETT. It is a new production, a new movement, out there, 
is it not ? 

Mr. McCarthy. Well, in the last few years; yes. 

Mr. Scandrett. One other thing: You referred to the fact that 
although there were some rates in violation of the fourth section, 
without the authority of the commission, that the carriers had re- 
fused to make a refund. 

Now, I think you want to be fair about this. That is due to the 
fact that the carriers were of the opinion that they have no authority 
of law, since the tariff publishes tlie higher rate, to make a refund, is 
it not? 

Mr. McCarthy. No: that is not my undei*?standing, Mr. Scandrett. 
I think the carriers admit and the commission have told them that 
they made this charge without authority of law. 

Mr. Scandrett. Well, I think you are in error as to that. 

Mr. McCarthy. I think you will agree with me that the carriers 
have not filed an application for relief in connection with that par- 
ticular 

Mr. Scandrett. It was an oversight. 

Mr. McCarthy. That is what I say. Then, the charge that was 
made was — whether through oversight or how — whether they failed 
to make application for relief through oversight, whatever charge 
they made at the intermediate point that was greater than the rate 
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cai-ried in the tariff, at the more distant point, was an illegal charge, 
it seems to me, and should be refunded. 

Mr. ScANDRETT. Now, you compared the earnings in 1909 on the 
Central Pacific, with the earnings on the Burlington, Northwestern, 
Eock Island, and some other lines. The Central Pacific is practi- 
cally a main-line proposition, is it not ? 

]VIr. McCarthy. It is. 

^Ir. ScANDRETT. And, of course, the earnings on the main line of 
any railroad are A'ery materially greater than they are on branch 
lines, the main line being the main system through which the 
great Aolume of the traffic passes? 

Mr. McCarthy. Yes; that is true. 

Mr. ScANDRKTT. Xow, the figures that you gave for these eastern 
lines. Northwestern, Rock Island, etc., was the average earnings on 
all of the miles of those lines, including main and branch lines, was 
it not ? 

Mr. McCarthy, I assume that the same rule was applied to all 
of them — to all of the lines mentioned in that comparison. 

Mr. ScANDREiT. Now, you also gave some figures on wool rates, 
and you gave the rates from Tooele. Will you state where Tooele is? 

Mr. McCarthy. About 35 miles south of Salt Lake City, between 
Salt Lake and Los Angeles. 

Mr. ScANDRETT. And you stated that the rate was $2.12 from 
Tooele ? 

Mr, McCarthy. Something in that neighborhood, as I remem- 
ber it. 

Mr. Scandrett. To Boston? 

Mr. McCarthy. Yes. 

Mr. Scandrett. What did you state was the rate from Tooele 
to Los .\ngeles? 

Mr. McCarthy. 80 cents. 

Mr. ScANDREiT. So that on your statement the rate from Tooele 
to Los Angeles, plus the rate from Los Angeles to Boston, is 32 
cents lower than from Tooele to Boston direct? 

Mr. McCarthy. No; I added a statement further there, Mr, 
Scandrett that there was a 15-cent charge for baling at Los Angeles, 
because of the fact that in order to take the $1 rate it was necessary 
to bale the wool. 

Mr. Scandrett. That would make the rate $2.12 direct as against 
$1.95 via Los Angeles? 

Mr. McCarthy. Yes. 

Mr. Scandrett. Now, that rate that you gave from Tooele was 
the sacked wool rate, was it not ? 

Mr. McCarthy. Sacked wool ; yes. 

Mr. Scandrett. And there is a lower rate on baled wool, is there 
not? 

Mr. McCarthy. I don't know as to that. 

Mr. Scandrett. Do you not know that the commission prescribed 
an 85 per cent basis for the baled wool rate? 

Mr. McCarthy. I read that decision at the time — whether these 
rates were made effective at the time or not I do not know. I know 
all of the rates prescribed by the commission are not always pub- 
lished. 
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Mr. Campbell. Mr. Scandrett, will you permit me to ask just one 
or two questions, just for the purpose of clearing up? You can give 
me the information, I guess, better than I can. 

Mi\ ScANDRETT. I Will bc glad to answer any question direct. 

Mr. Campbell. Have you or any other carriei's in these cases ever 
for the purpose of showing what a reasonable rate is prodiKjed any 
evidence except by comparison with other rates ? 

Mr. ScANDRETT. I think, generally speaking, that has been the 
basis we have produced. 

Mr. Campbell. You have never analyzed a rate, showing what 
was the out-of-pocket charge, unless it was possibly in that southeast- 
ern case, of the Southern Pacific? 

Mr. ScANDRETT. I cau say to you I think I have never put in any 
out-of-pocket cost in any case I have had anything to do with. 

Mr. Campbell. And there has never been, by the carriers, any 
analyzation of any rate, for the purpose of showing its reasonable- 
ness, showing the out of pocket, how much it required to pay the 
interest on bonds, and a return upon stock? 

Mr. ScANDRETT. I dou't think it can be done, myself, Mr. Camp- 
bell. 

Mr. Campbell. But there has never been any attempt to do it, as 
I understand it? 

Mr. ScANDRETT. So far as I know, not by these transcontinental 
lines. 

Mr. Campbell. Nor has there ever been any analyzation by the 
carriers, showing what any certain rate earns, or what it costs per 
ton-mile to move a ton of freight? 

Mr. ScANDRETT. Well, we — yes; we have our cost — what it costs 
to move all freight. 

Mr. Campbell. Well, has it ever been introduced in any of these 
cases, in the justification of any particular rate? 

Mr. ScANDRETT. Well, I don't know as to that. Of course, that is 
before the commission. That is in the annual report. You know 
what your total expenses are and you know what your, total ton-miles 
are. 

Mr. Campbell. But otherwise, I mean, there has never been any 
analyzation of any particular rate, for the purpose of showing its 
reasonableness? 

Mr. ScANDRETT. I should say as to that, that would involve the 
segregation as between freight and passenger. 

Mr. Shauohnessy. That has never been done, has it, Mr. Scand- 
rett? 

Mr. ScANDRETT. There have been lots of theories and formulas 
worked out to divide between freight and passenger. 

Mr. Shauohnessy. But the carriers never tried to justify any par- 
ticular classification of freight, by localizing to that class the cost of 
its transportation or handling? 

Mr. Scandrett. They have not on these transcontinental oases. I 
would not want to say what the carriers have done all over the 
country. 

Mr. Shauohnessy. I mean as a general proposition, in the matter 
of introducing testimony? 

Mr. McCarthy. Mr. Scandrett, may I ask one question? 

The Chairman. Yes. 
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Mr. McCarthy. You mentioned the adjustment of rates in the 
Southeast — the fact that there are a great many violations of the 
fourth section there. Do you know of any case in the Southeast 
where the fourth section is violated with reference to the rate apply- 
ing at the terminal — where at a point 800 miles inland the fourth 
section is violated and a higher rate is carried at the interior point? 

Mr. ScANDRETT. No ; I do not. I do not know that you have any 
of those distances in the Southeast, but I am not an authority on the 
Southeast. 

Mr. McCarthy. Mr. Chairman, I merely wish to amplify that 
statement a little bit and make a correction or two. 

It has always been claimed by the carriers, as a reason for the 
charging of a lower rate at the Pacific coast terminal than at the 
interior points, that they were compelled to make that rate in order 
to meet water competition, and that the rate so made covered merely 
the out-of-pocket cost. In other words, it put no more into the 
treasury than it took out : that is the claim. 

rtah common points, broadly speaking, are 800 miles east of San 
Francisco, and the haul west of Ogden to San Francisco is an ex- 
tremely difficult one. By the officials of the Southern Pacific Co. 
it is described as being one of the most difficult in the Ignited States, 
and in the rec<ird of the Senate committee I read the testimcmy of a 
Southern Pacific official, Mr. C. J. McDonald, the assistant superin- 
tendent of tninspoi*tation, wherein described the line in detail from 
Ogden to San Francisco. He named the various items of expense 
which ai'e several times greater than the expense of operating their 
own line in the practically level country. That is a phase of that 
testimony I would like to call particular attention to, because we at 
Utah common points, 800 miles inland, contend that any rate on any 
conmiodity that will pay the out-of-pocket cost at the Pacific coast 
terminal and soniething more, to go to the payment of the interest 
on bonds and dividends on stock will be a highly remunerative rate 
at the point 800 miles inland, when the transportation conditions of 
that additional haul are considered. 

We further contend that while in no case and under no circum- 
stances should the rate per hundred pounds be any higher at the 
Ttah conmion points, that the rates per ton per mile should not* 
greatly exceed the rate per ton per mile on traffic to the Pacific 
coast terminal. 

Let me use this illustration in reference to that. The rate on iron 
and steel articles for export from Chicago territory to the Pacific 
coast terminal is 40 cents i>er , hundredweight. There is the rate 
that we contend should t)e regarded as the rate that covers the out- 
of-pocket cost, but the railroad man tells you that the rate of a dollar 
a hundre<l or a dollar a half a hundred at the Pacific coast terminal 
only covers the (»ut-of-pocket cost. There can not be two rates that 
i-over the out-of-pocket cost if you ccmsider the transpoi^ation fea- 
ture only. It may be claimed that a higher rate might and should 
be allowed to cover the cost of insurance, but ^o far as the trans- 
portation feature is ccmcerned there can only be one minimum. 

This rate of 40 c»ents pays 3.54 mills per ton per mile. Suppose you 
were t<i grant that at tHe interior, while they could not exceeil a 
40-cent rate they might make a higher charge per ton per mile, and 
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they might be permitted to charge, sa}% 6 mills. For the 1,500 miles 
from Chicago to Utah common points, that would give 45 cents a 
hundred. That is not quite the illustration I meant to give. 

Five mills would give you 750 n)ills for the 1,500 miles, or 87i 
cents per hundred weight, as against the 40-cent rate to the Pacific 
coast. The rate in cents per hundred pounds would l)e less, but the 
return to the railroad company in mills per ton mile would be greater. 

We feel that while they might be permitted to do that, they never 
under any circumstances should be permitted to nuike a higher 
charge in cents per hundred weight. 

In the Senate committee hearings considerable was said about 
what are known as schedule C rates, rates which the carriers asked 
permission to establish at the Pacific coast terminals, very much 
lower than rates to the interior, because of the acute water competi- 
tion at the coast, due to the opening of the Panama Canal. 

They asked permission to establish a rate of 55 cents from Chi- 
cago, and they asked, as I recall, for permission also to establish a 
rate of 55 cents from Pittsburgh, but the conunission would not 
permit that, and required a 65-cent rate. 

To illustrate the conditions prior to the 15th of March, when the 
last order of the commission went into effect, doing away with the 
charge of a higher rate at the intermediate point than at the termi- 
nal, the rate on bolts, for example, to the Utah common points from 
Chicago was 84 cents per hundred. The 55-cent rate to the Pacific 
coast terminal, with a minimum of 80,000 pounds, produce<l $440 
in revenue, while the same car to Utah, 800 miles inland, is charged 
$()7'2. 

In a case before the Intei-state Commerce Commission some time 
ago the Southern Pacific C^o., in 33 I. C. C, 483, 484, introduced an 
exhibit showing in support of their petition to be allowed to estab- 
lish a rate of 40 cents on asphaltum, l)arley, beans, and canned 
goods, east bound, while at the same time charging a higher rate to 
intermediate points, contended that the out-of-pocket cost of the 
handling of this traffic was 9.04 cents per car mile. 

If we apply that figure to the movement of a car of bolts from 
Chicago to Ogden, 1,500 miles, we find that the out-of-pocket cost 
is $135.00, and the difference between that and $(>72, which the car- 
rier charges, is $536.40, and yet the carrier claims that that is 
a water-compelled rate, that it is water transportation that has 
forced down that rate, that it reflects water competition and really 
is not a remunerative rate. Right there I would like to have some 
member of this committee, if he can do it. have any railroad man 
state what would be a renumerative rate to the Pacific coast, or to 
any other point. I would like to have them say how much below a 
remunerative rate this 40-cent rate I referred to is, and how much 
it is necessary to increase that to make it a reasonable rate from 
their viewpoint. That has never been stated to anyone that I have 
ever heard. 

On that same commodity take the 55-cent rate. As I said. 80,000 
pounds at 55 cents is $440. The proportion of that rate earned by 
the lines east of Ogden is $3^29.12 and the proportion earned by the 
lines west is $109.88. So that the carrier up to Ogden when he has 
transported a car of bolts for this merchant in San Francisco, hauls 
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il over the same rails between the same points for $329.12, while he 
(liarpfes merchants at Utah common points $672 for the same thing. 

In reference to questions that were asked this morning concerning 
the length of haul, I think, by Mr. Winslow, I want to call attention 
to die fact that it does not make anv difference what the destination 
of this product is, where it goes, whether it stops at Ogden or Salt 
Like City, whether it goes to Reno or to California, or to Hong 
Kong. China, it does not make anv difference, because when it leaves 
O^den it is on a different railroad. They (the lines east of Ogden) 
luive had their maximum haul and it is the most desirable business 
in the country, so far as I know. 

This charge, or this proportion I mentioned, $329.12, which the 
line from Chicago to Ogden earns, if you apply to that haul the out- 
of-pocket cost of 9.04 cents per car mile, you get a figure of $135.60 
to cover the cost of transportation, which leaves an amount of 
$193.52 to apply to the payment of dividends and interest, and yet 
they tell us that the rates to Utah are not compensatory rates, that 
thev are too low. 

The statement was made by the director of traffic of the Southern 
Pacific, before the Senate committee that the rates to Utah are no 
higher than reasonable; that if any confidence is to be placed in the 
Intei-state Commerce Commission's decision the rates to Utah, by the 
Intei-state Commerce Commission's decision are lower than rea- 
sonable. 

In view of those statements, it would be very interesting to have as 
high a traffic authority as Mr. Spence is, as able a traffic man as he is, 
to state what would be a reasonable rate, how much higher these 
rates must be or should be, from his viewpoint, to produce the reve- 
nue desired, and come within the bounds of reasonableness. 

There is another feature of this matter I want to touch on, and that 
is the fact that prior to the opening of the Panama Canal, as far 
l)ack as 1909, in tariff I. C. C. 865, January 1, 1909, you will find 
that the rate on bar iron to the Pacific coast from the Atlantic sea- 
hoard and from all points as far west as the Missouri River was 80 
cents per hundredweight. The minimum was 40,000 pounds, so that 
a C5ir then earned $320. 

From the Pittsburgh territory under the basis of rate proposed 
by the carriers in Schedule C and permitted to go in by the commis- 
sion, a <)5-cent rate would pay $520. That difference in the loading 
is a veiT important factor in the returns to the carrier, and in that 
wmnection I would like to read a paragiaph or two from the testi- 
mony of Mr. Kruttschnitt, the chairman of the board of the Southern 
Pacific Co., in the hearings before the Committee on Interstate Com- 
merce of the Senate in reference to Senate resolution 171, page 259 : 

Mr. KmiTscHMTr. The hijjhest type of box car is one that carries 110,000 
rMiunds. It weiglix, enii)ty, from 42,(KK) to a!)oiit 46,000 pounds, (lei)en(linpj on 
thp fletails of <*onst ruction. 

Senator !*ndiu«\v<k>d. That 42,000 pounds had to he pulled by the engine, and 
it twk that much enjriue jMuver, wliether it was loade<l with lOCMKXJ pounds or 
UMJCUi pounds, and therefore when a small load was pla<'ed in the box car you 
l<M rhiit nuidi enjfine |K)wer for transportation? 

Mr. KKt*Trs<'HMTT. Quite right; that is the propfirtion of i)ayinp on live load 
to dead tmid. It was small with the small load, and as you increased the load 
ii> the car, tlie pi;oiMirtion of the live loaul to dead load increase<l very rapidly, 
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and I would say, incidentally, that the American Railway AsscM'iation has a 
committee engaged at present on that very subject — that is, to design the !)est 
possible box car of ample strength, with minimum weight, because, as yon very 
I>ertinently show by your question, any unnecessary dead weight pulled around, 
whether the car be empty or loadeil, consumes iK)w^er, money, and effort. 

So you will see that the increase in the minimum, even though the 
rate was reduced, from 40,000 pounds to 80,000 pounds, has not had 
any adverse effect on the net income of the carriers, and my personal 
opinion is that an analysis of the figures would show that the}' made 
much more net money at the 55-cent rate wnth an 80,000-pound mmi- 
mum than at the 80-cent rate with a 40,()00-pound minimum. 

In the course of the Senate hearing I endeavored to quote from 
memory some figures in reference to the rates on wool from T^tah to 
Boston through Atlantic seaboard destinations. I discovered since 
Mr. Scandrett called my attention to the matter in the examination 
at that time that the figure which I said was around $2 was incorrect. 

The rate on wool from Salt Lake City to Boston, Mass., is $1,744 
per hundredweight; the rate from Jericho, Utah, a point farther 
down the line toward I^s Angeles, is $1,994; and the rate from Mo- 
dena is $2,309, and the rate from Eccles, Nev., just across the line, is 
$2,544 per hundredweight. 

The method of handling wool from those intermediate points is 
this: I used a point called Tooele in my previous testimony and I 
said that the rate was around $2. In that I was mistaken. The rate 
is $1,884. But I made no mistake in describing the method applied 
to the handling of this wool, and I will repeat it. 

Take Jericho, Utah, for purpo.ses of illustration. The rate to Bos- 
ton is $1,994, as stated. The rate from Jericho, I'^tah, to Los Ange- 
les to 70 cents, and the rate from Los Angeles to Boston is $1. At 
Los Angeles there is a charge of 12^ cents per hundredweight for 
baling and a charge of 3 cents per hundredweight for terminal serv- 
ice of some kind. That makes a through rate of $1,855 from Jericho 
to Boston via Los Angeles as against a rate of $1,994 direct. AVlien 
you go down the line toward Los Angeles at Eccles, Nev.. the rate* 
made in the same way. is 70 cents to Los Angeles plus 15i cents for 
baling and terminal charges plus $1 from Los Angeles to Boston, 
and that will make a rate of $1,855, as against a direct rate of $2,544. 

In that connection, I would like to call your attention to this map, 
to show you where these places are. Here is Salt Lake City [indi- 
cating on map], and Eccles, Nev., is across the line, the rate being 
$2,544 made through Salt Lake City and Jericho, and when the wool 
is taken back this way to Los Angeles [indicating on map] there 
is a charge of 15^ cents for baling and terminal charges, and if 
it is taken back through the point of production to Boston it goe$> 
for practically 70 cents a hundred weight. 

The Chairman. Without going to Los Angeles? 

Mr. McCarthy. It has to go to Los Angeles, and is baled there. 

The Chairman. Do they bring it back over the same line? 

Mr. McCarthy. It conies hack through the same point, passed 
the shearing corral, where the wool was taken off the sheep's back. 

Mr. Hamilton. Is there any difference in charge between the baled 
wool and the unbaled wool ? 

Mr. McCarthy. Yes. 



Digitized by VjOOQIC 



4 
LOXG-ANI>-SH0BT HAUL ON RAILROADS. 81 

Mr. Hamilton. Is it necessary for it to go to Los Angeles for 
baling? 
Mr. McCarthy. It is, under the present rate adjustment. 
Mr. ScANDRiTT. It is a fact, is it not, Mr. McCfarthy, that there 
is a lower rate on baled wool from Jericho than on sack wool ? 

Mr. McCartht. There is ; yes. But even if it were baled at Jericho 
it would pay the baling charge at Jericho, and it would still pay the 
70*cent i*ate and the rates back in order to get the less rate to 
Boston. This paper I hai'e here is an exact copy of a circular put 
out by the Salt Lake Eoute Traffic Department and is dated Los 
Angeiee, Cal., March 20, 1917. It is showing the woolgrower how by 
the use of their lines and this combination rate he can beat the 
through rate. It makes more money for them because they get all of 
the TO cents, and the 70 cents is a great deal more than their propor- 
tion of the dollar rate from Los Angeles to Boston. 

There is another case where the out-of-pocket cost comes in, and the 
same reason is given for the existence of that rate. They say it 
merely pays the out-of-pocket cost, and that it does not do them any 
good, since they charge u rate of $1 from Los Angeles to Boston, 
and that pays only the out-of-pocket cost. 

Mr. Sanders. Is the Los Angeles rate supposed to be made on the 
baeis of water competition ? 
Mr. McCarthy. Yes, sir. 

Mr. Sanders. That haul from Utah and Nevada to Los Angeles 
and back is simply wasted effort ? 
Mr. McCarthy. Yes, sir. 

Mr. Sanders. Using cars and locomotives that should be used for 
something else ? 
Mr. McCarthy. Yes. 

Mr. Sanders. That is, if the wool is going to Boston. 
Mr. McCarthy. Almost all of the wool in that territory is 
marketed in the East. 

Mr. Sanders. How far is it, in miles, from Eccles, Nev., to Loe 
AJJ^eJes? 

3fr. McCarthy. I can not tell you the exact mileage, but my 
ftStinaate of it would be about 400 miles. 

Mr. Sanders. Then it is 400 miles back, of course, and that makes 
800 miles of lost motion in moving that wool? 

Mr. McCarthy. Yes, sir. I notice in reading the testimony in 
the investi^tion I quoted from that Mr. Kruttechnit says that the 
average daily movement of cars is 28 miles. It does not take much 
figuring to find out how many days cars are used in that service 
imnecessarily. 

Mr. Hamilton. Is there any movement of that kind from the coast 
points to Boston ? 
Mr. McCarthy. From that territory ? 
Mr. Hamilton. From the Pacific coast. 

Mr. McCarthy. I do not believe it does in the face of a dollar 
rate from the Pacific coast terminals. 

Following Mr. Scandritt's question in the previous hearings I 
took the trouble to investigate, and I have absolutely reliable in- 
formation as to this condition to-day — information direct from two 
wool buyers, who say that during the last three years, except in 

6005:^-18 i\ 
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isolated cases, that all shipments of wool to the Atlantic seaboard 
points from Jericho, Utah, and south have moved via Los Angeles» 
and they estimate the tonnage movement via Los Angeles from that 
territory in the neighborhood of 5,000,000 pounds annually. 

Mr. Sanders. If a dollar rate is a correct rate from Los Angeles 
to Boston, the town of Eccles, being 400 miles closer to Boston than 
Los Angeles, why would not the dollar rate be a fair rate from 
Eccles to Boston? 

Mr. McCarthy. I have always contended it would be. It pays a 
higher rate per ton per mile. The terminal charges are no greater. 

Mr. Sanders. If you can justify that rate from Los Angeles to 
Boston, why could you not justify that same rate from Eccles to 
Boston ? 

Mr. McCarthy. It seems to me it could be justified. The terminal 
expense is no greater in one case than in the other, if it is as great, 
because I think it will not be denied that the terminal expenses at a 
small country station would not be as great as in a city the size of 
Los Angeles. 

Mr. Sanders. Is not the purpose of that rate from Los Angeles to 
discourage transportation by sea ? 

Mr. McCarthy. That is what is claimed for it. 

Mr. Sanders. Is it not? 

Mr. McCarthy. I think it is to get that tomiage, because it adds 
materially to the revenue of the railroad company to take it away 
from the ships. 

Mr. Sanders. To take it away from the ship ? 

Mr. McCarthy. Yes, sir. I am not a believer at all in the claims 
of the carriers that these rates pay only out of pocket cost. In the 
course of the Senate hearings — I was not going to mention this here, 
because I do not want to be in the position of going to extremes. But 
in the Senate hearings I mentioned a shipment of rails for the Alaska 
Railroad, and that movement of rails from Gary, Ind., to the North 
Pacific coast was at the rate of four dollars and a half per gross ton. 
That produced 1.77 mills per ton-mile, and it produces car-mile earn- 
ings of 7.8 cents. 

When you stop to look at the claim of the Southern Pacific and 
this figure, there is not so much difference between 7.8 and 9.4 cents. 
Two railroads might vary that much in their cost. 

Another thing, the carriers go about making up their cases in the 
way that suits themselves, and I do not know just how this figure of 
9.4 was arrived at. 

It may be said that these rails were hauled for the Government, 
and the carrier could haul them free, if it saw fit, and that is true. 
But I notice they are not hauling very much free for the Govern- 
ment in any other direction. They are not hauling trooT)S free. 
They do not make very much reduced rates for soldiers. I under- 
stand in troop movements the Government pays nearly the full tariff 
rate. But it might also be argued that this movement for the Alaska 
Eaih'oad was made in competition wnth land-grant railroads. 

The fact is they were hauled by the Chicago, Milwaukee & St 
Paul Railroad, which is not a land-grant railroad, and the only 
ground upon which the railroad company would go out after that 
tonnage is because it is desirable. 
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I do not claim for an instant that the rate, if it is only 1.77 mills 
per ton-mile for a transcontinental haul is a remunerative rate, but 
I do think this, that in the making of that rate the carrier must have 
borne in mind the fact that it is necessary for it to pay at least the 
out-of-pocket cost and to put a little more into the treasury than the 
transaction takes out of the treasury. The commission has said they 
must do that. 

The Supreme Court of the United States has expressed itself upon 
that point, and I do not believe they would deliberately violate the 
law of the land. I think if they did not see some profit in the trans- 
action they would not make a rate of 1.77 mills. 

The Chair3iax. Does the out-of-pocket cost include depreciation 
or maintenance? 

Mr. McCarthy. Possibly I can answer that best by referring to a 
statement I have right here in the exhibit of the Southern Pacific 
Railroad Co. 

The Southern Pacific Co. say : 

Prior to the fillnj; of this ftppHcation an investigation was conducted by the 
offi(rrs of the Southern Pacitic Co. to ascertain as nearly as possible the out-of- 
P«K.-lvet costs incurred in the hamUing of this freijrht. The luiul from San Fran- 
fisni to Galveston is 2,160 miles, while the averajje haul of all freijrht on that 
line is but 220 miles. Fairly complete and detaile<l records are kept by the 
roiupany com^erning this line, showing the actual costs of operations for each 
IffO gross ton-miles. This gross ton-mileage is obtained by multiplying the dis- 
tance traveled by each locomotive by the gross weight hauletl by such locomo- 
tive. TIie$e costs are reduced to the equivalent costs per car mile for the car 
mile for the car loading here contemplated. 

For the two yeiirs ending June 30, 1914, it was shown that the average cost 
of this division of the road for a car of the weight and the loading contem- 
plated for tills traffic was. as expressed, in cents per car mile, as follows : For 
wa^res of trainmen, engine crews, fuel, locomotive repairs, lubrication, locomo- 
tive supplies, and locomotive engine-house service, 4.97; for maintenance of 
oars and lubrication, 1.50 ; for loss and damage to freight, O.o7 ; for clearing of 
wret^ks, damage to property and stock, and personal injuries, 0.13; for yard 
exi«enses, 0.52 ; for station expenses, wages, station agents, clerical force, sta- 
tiou labor, and supplies, 0.30; for maintenance of way and structures, l.Oo; 
making a total of 9.04. 

The addition of these several Items shows a total out-of-pocket cost per car 
mile for the handling of this freight from San Francisco to Galveston of 9.04 
•tnits. Multiplying the distance of 2,160 miles by the cost per car mile gives 
?llKj.26 as the out-of-pocket cost of transiwrting this car, or .$4.88 per net ton. 
fmring the two years ending June 30, 1914, the average steamer cost for the 
transportation of freight from Galveston to New York was $2 per ton. This 
rliarge includes maintenance, fuel, unloading, loading, stockage, wages of crews, 
and all the exi>enses incident to the transportation of this freight between the 
ports namwl. It is analogous to the train expenses and station expenses of a 
railroad. It Is not thought that the acceptance of this traffic would result in an 
a<Hltional cost i»er ton as great as $2. Upon assumption, however, that the 
actual additional cost of transporting this freight from Galvestrm to the Atlantic 
J^ahounl IS as much as $2 per ton, it appears that the total additional cost of 
moving this traffic from San Francisco to New York via this route does not 
exceed $6.88 per ton. The rate proposed is $8 per ton, apparently resulting in 
an excess revenue above the additional cost of handling of at least .$1.12 per ton. 

That rate of $6.88 per ton would be 34.4 cents per hundredweight. 

The Chairman. That inchides maintenance, but it does not say 
anything about depreciation. 

jfr. Seed. Mr. Chairman, the figures which Mr. ilcCarthy has 
read— I do not know what he has read from — ^but the testimony 
offered in the case and a decision of the commission show that only 
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that part of the maintenance expenses which were estimated would 
vary with the volume of traffic as distinguished from that part 
of the maintenance expenses due to the action of the elements ; with 
that as to some of the other items, such as expenses for yard and sta- 
tion service, and only that part estimated to be represented by the 
additional expense for handling long-haul traffic, are included. 
There was no depreciation included. 

Mr. Seth Mann. What is that you were reading from, Mr. Mc- 
Carthy? 

Mr. McCarthy. That was an exhibit presented by the Southern 
Pacific Co. 

Mr. Sanders. Depreciation was not covered? 

Mr. Reed. The purpose of it was to trv to find out the ccst of 
handling this business, as additional traftic has been offereil, and 
the expense of the handling of this business, which was then going 
by sea, as additional traffic of the railroad. 

Mr. Sanders. Depreciation, when properly kept, absolutely is 
bound to include maintenance, because depreciation is charged off, 
and it presupposes replacements of the plant. 

Mr. Reed. But it is not a charge that flijctuates with the volume 
of traffic handled. It is a constant expense, and the purpose of this 
study was to undertake to separate expenses which fluctuate with the 
volume of business and those, such as maintenance, which would l>e 
constant anyway. 

Mr. Sanders. I understand that thoroughly, but I want to get 
the idea clearly in m}' head that depreciation does cover maintenance 
if the books are honestly kept. 

Mr. McCarthy. In that connection I would like to call attention 
to how finely spun these distinctions are when they serve certain 
purposes, and I reiterate my statement that I would like to have 
some one tell you — some traffic man — how much these specific cases 
of subnormal unremunerative rates should be raised to make them 
reasonable. That also brings to mind this thought: In the last 
statement of the Interstate Commerce Commission, raising the Pacific 
c(>ast teiTuinal rates to the level of the interior rate, we assume — and 
I think fairly so — that the commission regards those rates as bein/a: 
reasonable rates, or very nearly reasonable rates, at the present time. 
If that is so, I would like to have some one explain how it would be 
anything like a reasonable rate at a point 800 miles inland, and how 
the commission arrived at that conclusion. Yet it is contended, and 
it was contended in the Senate committee hearings, that the rates 
to Utah to-day are not as high as they should be: that they ai^ sub- 
normal rates. 

I was speaking of the rate as 1.77 mills per ton-mile. I do not 
base my argument on that, but take the rate of 40 cents per hundred- 
weight, which produced 100 per cent more e^imings per ton-mile, 
Tflnd I think that would be a fair basis, but even on the Pacific coast 
the railroad discriminates there. 

They take an identical carload of the same commo<lity, and when 
it is going to the Pacific coast for domestic consumption the rate is 
65 cents a hundred, or 5.76 cents per ton-mile. If they were to apply 
that rate at the Utah common points — the same ()5-cent rate — it 
would pay 8.65 cents per ton-mile. But they say, " We can not afford 
that ; you must pay 10.84. We haul it for a man in Russia for 3,54^ 
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bill that is only the out-of-pocket cost. We will make you a rate 
of 10.84, which is a lower rate than you are entitled to.*' 

ilr. Hamilton. You leave out of consideration the competition of 
water-hauled freight. You simply calculate the transportation from 
Chicago to the Pacific coast point. Why, logically, should not the 
rate to an intermediate point be less than the rate to the terminal 
point i 

Mr. McCarthy. I think it should. 

Mr. Hamilton. Then why, logically, should the rate to the inter- 
mediate point be out of proportion? 

Mr. McCarthy. It should not be, if you are considering only the 
haul itself, regardless of competitive conditions. 

Mr. Hamilton. I was leaving that out for the purpose of the 
question. 

Mr. McCarthy. I think it should not be. But in the interior we 
have not any desire to deprive the carriers of anything they are en- 
titled to, and if they can haul that traffic without imposing an undue 
burden on the interior country, let them have it. 

Mr. Hamilton. You were citing the great difference in rates be- 
tween lios Angeles and, I think you said, the city of Eccles, Nev., 
to Hoston. 

Mr. McCarthy. That is the wool rate, eastbound. 

Mr. Hamilton. Freight eastbound ? 

ilr. McCarthy. Yes, sir. 

Mr. Hamilton. What is the reason for that? How is that ex- 
plained, aside from the competition of water-hauled freight? 

Mr. McCarthy. I have heard it explaitied a great many times. 

Mr. Hamilton. I am asking from the standpoint of desiring 
knowledge. 

Mr. McCarthy. I should like to be able to give you an answer to 
that question. I have heard it discussed a great many times, but 
the reasons advanced were never very impressive. 

Mr. Hajiilton. Really, I should like to hear the reason for that. 

Mr. McCarthy. I have no doubt it will be given to you, and it 
will be given to you so much more concisely than I could do it that 
I would prefer tliat you hear it from other witnesses. 

Mr. Sanders. You do not believe you could make an argument 
that you could believe in ? 

.Mr. McCarthy. No, sir. 

Mr. Sanders. Can it be explained on any hypothesis in the world 
except from the water-competition hypothesis? 

Mr. McCarthy. No, sir ; I think any article, whether it is trans- 
portation or anything else, that could be produced at some profit at 
a price of 3.54, when you pay 5.76 for it you are paying a handsome 
profit: and if you pay 8.65 for it you are paying an abnormal profit; 
and if you pay 10.84 for same thing you are being outrageously im- 
posed upon^ which is what we are doing. ' 

There is another thing I want to call attention to in that connec- 
tion, aud that is this: Those through rates on iron and steel, which 
move in very large volume as manufactured articles, but which arc 
regarded as low-grade commodities, are really the minimum rates, 
and it should not be overlooked that there is an enormous volume of 
much higher rated tonnage moving. 
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Mr. Hamilton. I think this is a good point at which to seek from 
you information. I have a letter From a correspondent in mj^ dis- 
trict ; and by way of preface I will saj'^ that I live in a town on the 
Michigan Central Kailroad, about 100 miles east of Chicago. This 
gentleman was writing to me from a small port on Lake Michigan. 
He says he is opposed to this bill; and in his letter he says (having 
reference to something he had said before) : 

"To give it a local application and make it clear to your mind, 
please note that if this proposed bill becomes a law, towns along 
the western end of the Michigan Central Railroad" (I will not 
name the towns which he mentioned) "would be limited entirely 
to the service of the Michigan Central Railroad. They would not 
be allowed to use the facilities of the interurban lines in connection 
with boats to Chicago, or to use the facilities of the Big Four 
Railroad." 

That is the Cleveland, Cincinnati, Chicago & St. Louis Railroad. 

Mr. McCarthy. Yes ; I am familiar with that territory. 

Mr. Hamilton (continuing). "In connection with boats to Chi- 
cago, except upon payment of a higher rate. Hence the competing 
carriers of the Michigan Central Railroad feel that they should be 
allowed to make as low a rat^ from Chicago to points on the Michi- 
gan Central road as are made by the Michigan Central, even though 
that rate is less than the rate charged for intermediate points on the 
boat-and-rail route." 

You are familiar with the geography of that section, are you ? 

Mr. McCarthy. Yes, sir. 

Mr. Hamilton. What have you to say to that? Is my corre- 
spondent right about that? 

Mr. McCarthy. Not from my viewpoint; no, sir. You will hear 
the same argument advanced for violations of the fourth section of 
the act by circuitous rail lines. They say that the longer rail lines 
should be permitted to charge a higher rate at an intermediate point 
than it does at a more distant point, where it has competition with a 
more direct rail line. 

Well, I can not agree with that. I think, if the business is desira- 
ble, they should meet the rate, and they should not be permitted to 
make up that deficit, if there is one, from the people at the interme- 
diate point. 

Further, I think it will be found that there will be just as many 
cases of one kind as of another. Where a direct line is built — ^this 
situation was very aptly described by some one the other day, by 
reference to a bow, one line representing the w^ood and the other the 
string; the direct line being the string; the bow line is already in 
existence, and the line represented by the string is built, and you will 
find that in 99 cases out of 100 of that kind, the short line adopts 
the long-line rate. That is the way the competition is met. 

And I think it is wrong in principle to permit anything of that 
kind ; I do think it works a hardship upon the interiorpoints. 

Mr. Hamilton. The competition with the short line could make a 
lesser charge? 

Mr. McCarthy. No; the reverse application of it, however, is made 
in these cases : and I have heard that plead before the Interstate Com- 
merce Commission, and the Commission does grant relief. 
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Mr. Hamilton. Yes. 

Mr. McCabtht. I take it from the remarks made by Commissioner 
Clark the other day, that it is an established policy of the Commis- 
sion to grant relief in these cases. 
The CuAiK3iAN. To grant relief? 

Mr. McCartht. Yes; to permit them to charge a higher rate at 
the intermediate point by the circuitous route than is in effect at the 
junction point. 

The Chairman. They do not make the bow string route any 
cheaper than the bow route, then? 
Mr. McCartht. No, sir. 

The Chairman. They do not make that difference between the com- 
petitors at even points? 
Mr. McCartht. No, sir; that is the idea. 

Mr. Whttrick. Well, in that case, there would not be any reason 
for the circuitous line to reduce its rate, would there? 

Mr. McCartht. That was not the application I was making of 
that, Mr. Wettrick. It is to be supposed that the direct line will make 
a reasonable rate, if it reaches a point where it crosses another line, 
where there was formerly no competition; and if it reaches it with 
much less mileage, there is no reason why the rate should not be lower, 
because it performs less service. But as a matter of fact, my ex- 
perience shows that is not the practice. The rates are graded so that 
thej meet the long line, and do not go below that. 

3Ir. Wettrick. I say, if the direct line which comes across another 
luie simply meets the rate of the indirect line, then of course, there is 
no reason for that indirect line to reduce its rate at the competitive 
point, is there? 

Mr. McCarthy. No; but the usual practice in that case is for the 
Ioij|r line to go before the Interstate Commerce Commission and say, 
" l^e have to meet the competition of the direct line at this point, and 
we have to increase the rate at the intermediate point." 

Mr. Wettrick. Well, let us straighten out that point, so that it 
can be understood: Unless the direct line makes a lower rate than 
the indirect line, as the rates are on a parity, then there is no reason 
for the indirect line to reduce its rate oecause a direct line has come 
along. Is that not a fact? 
Mr. McCarthy. Oh, that is true in general. 
Mr. Wettrick. Yes. Now, if the direct line, being, in fact, much 
shorter, should make a lower rate, then there would be a necessity 
for the indirect line to reduce its rate at the competitive point, and 
it would have to do so or let business go over the direct route. Is 
that not true? 

Mr. McCarthy. Yes; if there was any readjustment of rate. But, 
in case of readjustment, I think it would be the duty of the carrier 
to go before the commission and ask for relief, and ask for permission 
to charge a higher rate because it was a circuitous route and it could 
not meet the scale at all at intermediate points. 

Mr. Wettrick. This is the point that is made in that letter which 
has jiist been read: That if the indirect route is permitted to meet 
the rate of the direct line — ^unless it is permitted to meet the rate of 
the direct line, it will lose all of the traflSc to the Michigan Central 
Bailroad between competitive points: and it seems to me that it 
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must be manifest that the intermediate points on the circuitous line 
are not injured in the least, if the circuitous line is permitted to me«t 
the direct competition, because, if that line is not permitted to do that 
it loses the traflSc to the competitive point and what little it could 
make on that. 

Mr. Mann. That traffic would move over the short line. 

Mr. Wettrick. Yes; that traffic would move over the short line. 

Mr. Sanders. Is this not the application of that bow and string 
proposition : Wherever the string hits the bow they get cheap rates* 
and where the wood goes away from the string they ask to raise those 
rates in the wood part of the bow, to make up for what they are going 
to lose where the string joins the wood ? 

Mr. McCarthy. That is it, exactly. 

Mr. Sanders. That is what everybody knows. 

Mr. McCarthy. And Mr. Wettrick, in his question, entirely over- 
looks something that the Interstate Commerce Commission has said 
in the Navada case, I think it is, where they said the community is 
entitled to something more than a reasonable rate ; it is entitled to a 
nondiscriminatory rate; the carrier may not say, "We will give to 
this community a reasonable rate," and 'meet the full requirement of 
the law ; it must adjust its rates, as a whole, and see to it that they 
effect no advantage to one community o\^er another which does not 
arise necessarily out of the transportation advantages which the one 
has over the other. 

Mr. Wettrick. Mr. Chairman, since this discussion has come up, 
may I be permitted to answer the suggestion made by the gentleman 
in regard to this matter? 

The Chairman. Well, Mr. McCarthy has the floor; it is for him to 
say. 

Mr. Wettrick. Mr. McCarthy, will you yield to me for a statement 
of a few minutes? 

Mr. McCarthy. Certainly. 

The Chairman. Are you going to take the stand now, Mr. 
Wettrick? 

Mr. Hamilton. This fits right in at this point. 

Mr. Sanders. Well, if he makes a statement at this time, I would 
like to have the right to examine him. 

Mr. Wettrick. I am willing to submit to examination immediately. 

Mr. Sanders. I object to the witness being interrupted unless this 
gentleman will take the stand, so that all the members of the com- 
mittee can question him. If he is going to make a statement now, I 
may want to examine him for an hour myself. 

The Chair3£an. Well, perhaps you had better proceed, Mr. Mc- 
Carthy. Mr. Wettrick, Mr. McCarthy can go ahead now, and you 
can make a note of the statement you "wish to make. 

Mr. Wettrick. All right, Mr. Chairman ; but what I had to say fits 
in very well here. 

Mr. Hamilton. Mr. McCarthy, I would like to ask you a question 
now. 

Mr. McCarthy. I shall be very glad to answer it. 

Mr. Hamilton. You know the situation in regard to the Michigan 
Central Eailroad. What has been said here does not exactly describe 
the situation, but you understand what I am getting at ? 
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Mr. McCarthy. Yes. 

Mr. Hamilton. Suppose a rate originates to Kalamazoo, Mich., 
which is on the Michigan Central Eailroad ; and suppose there is an 
intenirban line running from there to St. Joseph, Mich., which takes 
freight and there transships the freight by boat across Lake Michi- 
gan to Chicago, making, what I believe they are permitted to make, 
lesser rates on that haul partly by rail and partly by interurban 
line — in other words, the wooden part of the bow in the illustration 
you cited — they can compete successfully with the string part of the 
bow, in your illustration, from Kalamazoo, on the Michigan Central 
Railroad, to Chicago. That, I take it, is the gist of what my cor- 
respondent's letter means. He contends for the right, as I under- 
stand it, of a shipper at St. Joseph, or at any point along the line 
of the wooden part of the bow, to have the benefit of that competi- 
tion : that is the gist of it. You have answered that fully, I take it ? 

Mr. McCakthy. Well, I think I have. However, I would like to 
answer that a little further, in the capacity of a practical shipping 
man, I will say, for your information, that I am in that business. 
I am tlie traffic manager of the Salt Lake Hardware Co., one of the 
largest hardware concerns in the West. That is my business — ^the 
movement of their freight. 

Tnder the conditions you describe, the two lines — ^the electric line 
and the boat — would have to make a materially lower rate in order to 
get any of my freight from the standard all-rail line. 

ilr. HAMH.TON. Well, the boat line might make a very material 
redaction in order to get the business, might it not? 

ilr. McCarthy. They might, although for a haul of that kind 
I do not see how they could. 

My idea is this: It may be in terms of percentage; but knowing 
the rates in that territory as I do, I know that there could not be such 
a material difference. Their total rate would not be anything like 
the difference between the rail rate to Utah and the rail rate to the 
Pacific coast, for example. Now, in percentage it might be as great ; 
but in cents per pound it would be so little that I do not believe many 
shippers would use it. 

Mr. Hamilton. For instance, take Niles, Mich. The northern 
terminus of the Michigan Central Eailroad is St. Joseph. There 
they ship across the lake to Chicago. There is your competition, 
Niles bemg the point of competition on the Michigan Central and 
the Bier Four Railroad ; the lake route being, again, the wooden part 
of the bow in your illustration. And then, again, I suppose the ship- 
per bv water ought to be able to make the same route, and the shipper 
at Xfles ought to have the benefit of that competition by the lake 
haul by the Big Four, in competition with the string on the Michigan 
Central Railroad? 

Mr. McCarthy. Suppose we follow that out to its logical conclu- 
sion, where will we land ? Would it not wipe out the lake competi- 
tion entirely ? 

Mr. Hamh-tok. This man who writes me is engaged in lake trans- 
portation, and he wants to continue the business. 

Mr. McCarthy. That is all true enough; and he can continue it 
under present conditions; but followed to its logical conclusion, it 
will put him out of business. 
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Mr. Hamilton. He says this bill will put him out of business. 

Mr. Wettrick. There is no question but what he is right. 

Mr. Shaughnessy; Will .you explain that a little further, Mr. 
McCarthy, as to the effect on the Mississippi Biver traflSc ? 

Mr. McCARTHr. I have not that in mind. 

Mr. Shaughnessy. What I mean is to exemplify the point you 
have in mind. First, the boat line makes the rate low enough to get the 
business from the rail line, and then the rail line puts it down corre- 
spondingly low at the point of competition, while keeping the burden 
upon the interior points, and then the boat line goes down further, 
and following that the rail line goes still further at the competitive 
point, and after a while the rates reach such a low point that the 
boat line is crowded out of business. 

Mr. McCarthy. That is my understanding of the situation, al- 
though I do not know it of my own knowledge. But the difference 
between the boat line and the rail line is this, that the boat line has 
no interior territory, no intermediate territory, to draw revenue from. 

Mr. Shaughnessy. Whereas the rail line can stand that character 
of competition while placing the burden upon the interior points. Is 
that not the fact? 

Mr. McCarthy. Yes; that is the fact. 

Mr. EscH. If that is true, how do you get around that provision of 
section 4 of the act which says that — 

Whenever a carrier by railroad sliall in comi^tition with water route or 
routes reduce tlie rates on tlie carriage of any si)ecles of freight to or from 
competitive points it sliall not be permitted to increase such rates unless, after 
hearing by the Interstate Commerce Commission, it shall be found that such 
proposetl increase rests upon changed conditions other than the elimination of 
water competition. 

Is that provision a dead letter? 

Mr. Shaughnessy. Mr. Esch, we have that verv well exemplified 
in the present order of the Int-erstate Commerce Commission in the 
transcontinental fate cases. The order was entered January 23, I 
think it was. The rates became effective March 15. By that order 
the commission did increase rates that were very substantially lower 
in order to meet that water competition. 

Mr. McCarthy. Well, I do not know of anything further that I 
have that would be of value to this committee, except that I think 
that the commission should have made some effort to find out what 
the cost of this transportation is before granting the sweeping I'elief 
that they have granted; to find out how much these rates pay above 
the out-pocket cost; how much money there is available for dividends 
and interest. 

And further than that, I notice in connection with this recent legis- 
lation — ^I was very glad to note that Congress did not go back five 
years for a basis for an average return for railroads taken over by 
the Government, because if they had in our country they would 
have encountered a dividend of 45^ per cent that the Union Pacific 
Railroad paid on its stock four or five years ago, and I do not know 
where our freight rates would land if we had to provide earnings of 
that kind for them. 

Mr. ScAXDRETT. Whcn was that dividend paid? 

Mr. McCarthy. The exact year I do not remember, Mr. Scandrett. 
but I think you do. 
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Mr. ScANDRETT. No; I have no recollection of any such dividend. 
Mr. McCarthy. You do not remember a 37^ per cent special divi- 
dend on the common stock and 8 per cent regular dividend ? 

Mr. SCANDRETT. No. 

Mr. McCarthy. Well, it is all in the records of Congress here, 
because I took that up with Congress myself. 

Mr. Hamilton. If the gentleman had received that dividend, it 
would have made an impression upon him. [Laughter.] 

Mr. McCarthy. Well, for his sake, I am sorry he did not. 

Mr. Hamilton. Mr. Chairman, if it is in order, I suggest that the 
gentleman who wanted to speak a few moments ago — I did not 
catch his name — ^be allowed to make his statement at this time. 

Mr. Wettrick. My name is Wettrick. I would prefer not to 
speak at this time, because that is not the order in which the hearings 
have been scheduled. I represent the commercial and industrial 
interests of the Northwest. I am from Seattle. 

Mr. Hamilton. All right ; I thought you wanted to be heard now. 

Mr. SHAroHNESSY. If there is no objection, I would like to have 
Mr. Leonard Way, the traffic manager of the Railroad Commission 
of Idaho, appear and make his statement now. 

The Chairman. All right ; Mr. Way, the committee will hear you 
now. 

STATEMENT OF MS. LEONARD WAY, RATE CLERK OF THE FTJBLIC 
UTILITIES COMMISSION OF IDAHO. 

Mr. Wat. My name is Leonard Way. I am a resident of Boise, 
Idaho. I also represent the State of Idaho in an official capacity, as 
rate clerk for the public utilities commission of that State. 

I would like to make a statement regarding the rates to that State 
from eastern territory, reviewing the situation as briefly as I can. 

Idaho's transportation field is divided into two sections, north 
Idaho and south Idaho. 

Xorth Idaho is crossed and served by three transcontinental lines — 
the Chicago, Milwaukee & St. Paul, the Great Northern, and the 
Northern Facific. 

Southern Idaho is crossed and served by the Oregon Short Line, 
which is a part of the Union Pacific system, the Oregon Short Line 
having over 50 per cent of all of the railway mileage in that State. 

Idaho forms what might be termed a bridge that must be crossed 
by all transcontinental Tines serving the Xorth Pacific coast termi- 
nals, except the Canadian Pacific, which operates through Canada, 
and the Southern Pacific, which operates through California. In 
other words, all transcontinental freight destined to the North 
Pacific coast, except that which moves via Canadian and Southern 
Pacific, must cross the State of Idaho. The average distance from 
New York, Pittsburgh, Chicago, and Missouri River points to all 
points on the Oregon Short Line in southern Idaho is 1,938 miles, 
and 2,062 miles to points in north Idaho, the distance being 649 
mUes less to south Idaho and 525 miles less to north Idaho than to 
the Pacific coast terminals. 

Prior to 1910 I worked for the Oregon Short Line in various 
capacities, one of which was that of revising clerk in the largest city 
in Idaho — Boise. It was my duty to revise all freight charges on all 
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freight waj'bills covering all freight received at Boise, to see that 
the charges were fully assessed in accordance with the published 
rates. The maximum charge on all transcontinental business at that 
time was the rate through to the Pacific coast, 649 miles gi*eater 
distance, plus the full local rate from the coast to Boise, the freight 
never moving to the coast. To illustrate that: If the rate to the 
coast on a commodity was $2 per hundred pounds and the class rate 
from the coast to Boise was $1.50, the total rate to Boise became 
$3.50, and was so charged; that is, at points 649 miles less distant 
than the coast, the rate was $1.50 higher than at the coast. Later 
the rate from the coast to Boise was reduced to a $1.29 scale, and the 
through rate became $3.29, while the $2 rate was charged at the coast. 

This had for one of its effects the equalizing of the markets at 
Boise for the Pacific coast. That is, Portland, Oreg., for example, 
could buy in exactly the same market as the man in Boise, ship his 
goods to Portland for $2 and back to Boise for $1.50, which was 
exactly the same figure that the man in Boise had to pay, the carriers 
performing over 1,000 miles greater service for the coast tlian for the 
mterior cities. When Boise attempted to distribute to the west 
she was in a very much worse position. She had to pay the local 
rate from Boise to the point west, plus $3.50 inbound charge, while 
the coast paid $2 inbound, plus a less than $1.50 outbound charge, 
depending upon the scale of rates from Portland, which, of course, 
diminished as the distance from Portland lessened. Even when com- 
modities were distributed from Boise to points east from Boise she 
was at a disadvantage, the distributing rates from Boise being 
higher than the additional haul rates from Portland. Illustrating : 
The inbound rate to Boise, $3.50 plus, say, 43 cents to Mountain 
Home, a point 75 miles east of Boise, or $3.93, against $2 to the coast 
plus, say, $1.60 Portland to Mountain Home, or $3.60, or 33 cents in 
favor of Portland; again the carriers performing over 1,000 miles 
greater service. 

The same system applied to North Idaho. 

After the amendment of the fourth section of the act to regulate 
commerce in 1910, the carriers in 1911 filed an application for relief 
from the fourth section as to the rates on commodities from eastern 
defined territory to the Pacific coast terminals and intermediate 
points, seeking authority to continue the practice of making com- 
modity rates to the Pacific coast lower than to the intermediate 
points. 

On June 2, 1911, the commission denied the carriers authority to 
continue lower commodity rates from points in zone 1 — that is, the 
Missouri Kiver and west' to the Pacific coast — than to the interme- 
diate points, but authorized the maintenance of higher rates to the 
intermediate points than to the coast on traffic originating in Chicago. 
Pittsburgh, and New York territories by 7 per cent, 15 per cent, and 
25 per cent, respectively; that is, the rate from the Missouri River 
to the interior should not exceed the rat<» to the coast, but the rates 
from Chicago, Pittsburgh, and New York territories might be 7 per 
cent, 15 per cent, and 25 per cent, respectively, higher to the interior 
than to the coast. 

On November 9. 1911, the Commerce Court set aside the order of 
the commission and the old system of rate-making continued in 
effect. 
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On June '22, 11)14, the Supreme Court of the United States reversed 
tlio detMsion of the Commerce Court and upheld the commission's 
order fixing tlie 7 per cent, 15 per cent, and 25 per cent basis. The 
rarri^rs then filed with the commission a petition askinp: that the 
elftM'tive date of June 2, 1011, Ik* e^ctended until October 1, 1914, in 
<irder to enable the carriers to publish, file, and make effective rates 
to conform with the requirements of the order except cm conmunli- 
tu*^ contained in a list attached to the application, known as <<*hedule 
i\ and that as to rates on those commodities the effective date of the 
ordfr Ih» exten<led to January 1. IDl."*. The commission granted 
till- |M*titi(m and extende*! to (ictobor 1. 1JU4, the effective date of its 
• •rib»r exrept as to rates <m commodities in schedule C, and extende*! 
th«' effective date of the order as to such rates until January 1, 11H*>, 
3iid «»ff<M'tive Xovember IT), 1914. nearly four yeai^s later, the c*arriers 
tiltsl fariff*^ complying with the commission's order of June i>, 1911, 
f\r**pt on certain commodities known as schedule (\ couun<Klifie*i 
wlii<li we iH'lieve constitute alxnit SO por cent of the transcontinental 
tonfuip\ 

On tlanuiirv 'JIK MMr», the coinini^sion handed down its derision 
|N*rniiMiri^ the carriers to estal»lish coniUHMJity rates from the Mis- 
souri Kivcr ti'rritory to the Pacific vo:\s{ lower than to the iiiter- 
tiiiMiiitte iKiints, provided the rates conteniporuneouHly a))plicable on 
Mke traffic to int<*nnediate p(»ints do not exceed 7r» cents per KM) 
f H»iind<^. Thus, for example, the rate on iron and steel was unide r»5 
••••nf^ to the l*acific coast an<l T'* cenis to the interior from Missouri 
Hi^er p<»ints. 

From points eas1 of Chicago the carriers were authori%e<l to es- 
f alili-h certain commodity rates from Chicago, Pittsburgh, and New 
Y«»rk territories to the Pacific coast lower tlian to the intenne<liate 
|N>itits, pn>vide<l the rates from the Missouri River territory to the 
infiTUHHliate points were not excee<led i)y more than l.^, 2'k an<l H.*! 
<fni^ l>er 1<H) |H)imds fn>m points in Chicago. Pittsburgh, and New 
Yotk territories, respectively. That is, the carriers might establish 
:i nite of $1 to the Pacific coast from Missouri Kiver, Chicago. Pitts- 
iMirgb, and New York, and a rate to the interior iM)ints of $1 from 
tlif Mi^MMiri River. .SI. l.^J from Chi<*ago. s^l.'i.") from Pittsl)urgii, and 
SI.:*.*! from New York. 

The les^-than-carhmd rates being nuule in a similar way. 

I'nder this tariff we find rates from New York to the coast on 
• •aiifiiHl gvKNis, s.^i cents: to the interior, $1.10. Coffee, to coast, \H) 
•-^Mifs: t<i interior. Sl.l.'i. Rags and bagging, to ccmst, 9,") cents: to 
iiitfrior. s^l.'JO. Rathtul)s, to <*oast. *1.'J5: to intericu*, i^\.'*i\. Prac- 
fif-ally all other si'lie<lule C rates i)eing made in the same nuintier, 
Itjwer rates t*» the coast than to tiie interi<ir always prevailing. 

On April *W). 1915. the Interstate Commerce Commission entered 
its «»rder authorising carriers to ccinstriict rates to the iuti'iinr l»y 
ntbiing to the terminal rates not more than 7."» per rent of ihe I<mmiI 
rate fniin the nearest terminal to destination, or by n«lding arbi- 
tmrie^ to the terminal rates, varying with tli^taiice fnmi surh ports; 
>n*-li arbitniries not to be Uiore than 7.*» |)er cent f»f llie {oral rate, 
fhr aggregate not to exceed the nniximum pre-cribiMl for tlie inter- 
fiM'^iiate |>oints, which was 15. 25, or ii."* cent'- liiidier to the interior 
rhaii to the <'oast from (Miicago. Pittsburgh, and New ^'ork t-Mri- 
furies. This had for its effe<*t the fjirtber inhind you gi> or the 
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shorter the haul, the higher the rate. Illustrating: A commodity 
carrying $1.35 rate to the coast, the backhaul to La Grande, Ore^., 
68 cents, total $2.03, while the maximum to points east of La Grande, 
Oreg., intermediate in Idaho, is $2.27, or 24 cents higher. Taking a 
commodity carrying a $1.50 rate to the coast, with a backhaul to 
Spokane of 63 cents, total $2.13, while the rate at Wallace, Idaho, east 
of Spokane, is $2.27, or 14 cents higher than Spokane, creating a 
peak in Idaho giving preference to La Grande, Greg., and Spokane, 
Wash., as well as to coast cities, the amount of this difference in 
each case being used by those cities in coming back over half way 
with shipments in competition with same goods distributed from 
Idaho points. 

Mr. Hamilton. Suppose you wanted a rate from Boise to Spokane 
on some commodity ; what would that rate be ? 

Mr. Way. From Boise to Spokane? 

Mr. Hamilton. From Boise to Spokane direct, 

Mr. Way. The rate would be right around $1.29 per 100 pounds ; 
that is, first class. 

Mr. Hamilton. Portland is your coast town? 

Mr. Way. Portland is our coast town; yes, sir. 

Mr. Hamilton. What would it be to Portland? 

Mr. Way. The same rate between the two towns. 

Mr. ScANDRETT. For instance, from Portland to Spokane and 
Boise to Spokane; that is, you would not go to Spokane to get to 
Portland by that roiUe? 

Mr. Hamilton. Take some towns on the route between Portland 
and Boise. 

Mr. Way. Illustrating: You might say La Grande, Greg.,. which 
is approximately about half way. 

Mr. Hamilton. What is the rate from Boise direct to La Grande? 

Mr. Way. The rate from Boise direct to La Grande? I do not 
recall the exact figures, but, to illustrate, will say 65 cents. 

Mr. Hamilton. What would be the rate to Portland ? 

Mr. Way. From Portland back to that point would be less than 
that figure, speaking of the halfway point. 

Mr. Hamilton, Suppose you wanted to ship from Boise direct to 
Portland. What would that rate be? 

Mr. Way. That the record may be clear, and for the benefit of 
those not familiar with the geographical location of Boise with re- 
gard to Spokane and Portland, would like to say tliat Boise is inter- 
mediate to Portland but not intermediate to Spokane, in the seni^^e 
of transcontinental traffic. Boise is located on the Union Pacific 
lines in South Idaho, while Spokane is located practically on the 
Washington-Xorth Idaho State line, and transcontinental business 
neves crosses both north and south Idaho on its way to the coast- 
It either routes northern lines, crossing north Idaho, or via the 
Union Pacific, crossing south Idaho. 

The rate from Boise to Portland direct, first class, would be on the 
$1.29 scale. In other words, if a shipment originating in the eastern 
defined territory carried $2 to the coast the rate would be $2 to the 
coast plus the local rate from the coast back to that inland town, 
which might be one-half of $1,29 for a point one-half the di.stance 
between Portland and Boise, which would make the rate via Port- 
land $2.6ii, assuming G^i cents to be the rate to the inland town. 
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^ow, the rate via Boise would be made $2 to the coast plus $1.29 
^i'oni the coast to Boise, under the old system, making $3.29 plus 
^•-^J cents to the halfway point, making the through rate via Boise 
S3.93J, or $1.29 more than the rate via Portland, the carriers per- 
forming nearly 1,000 miles less service on shipments via Boise or 
interior towns, for which they charged $1.29 more. 

Mr. ScANDRETT. That is not the adjustment now ? 

Mr. Way. That is not the adjustment now, but that is the adjust- 
nient that was used under the old conditions, and which may be re- 
established in water competition under the provisions of the present 
fourth section. 

Mr. ScAXDRETT. That was not the condition immediately prior to 
the new rates that went into effect on the loth of March ? 

3Ir. Way. Not inmiediately prior to that time. 

Mr. ScAN'DRETT. That had not been the condition since 1914, had it? 

Mr. Way. The last part of 19U or the first part of 1915 that ad- 
justment was changed when the decision of the Supreme Court was 
rendered on the order of June 24 issued by the Interstate Commerce 
Commission. 

Mr. IIa^^iilton. In short, what did that decide? 

Mr. Way. In short, that decided that the rate to the inland towns 
might be 7, 15, or 25 per cent higher than the rates to the coast when 
shij>mehts originated at Chicago, Pittsburgh, or New York. 

Mr. Ha^hilton. What facts did they take into consideration in 
arriving at that conclusion? 

Mr. Wat. I think, perhaps, there are others who might be able to 
explain that to your satisfaction and will explain it better than I 
AvilJ l)e able to do. I think that will be gone into fully. 

Mr. Hamilton. You seem to me to state a proposition very 
clearly. 

Mr. Wat. My understanding is that water competition has always 
lieen taken into consideration in making the decisions in the differ- 
ent cases. 

Mr. Ha3iilton. Did I understand you to say that the old rate 
prior to 1914 on the direct shipment Boise to La Grande was as 
high as the cost of transportation would be from Boise to Portland 
«"l^^^hen ba(.k to La Grande? 

31r. u"^Y. Xo. I was referring, Mr. Hamilton, to be rates on 
coniniodities which originated in the East and moved to Boise or 
to "ortland and were redistributed to La (Jrande; La Grande, 

^^^ k^^ between Boise and Portland. I assmned about half way, 
and about the same rate from Boise to La (irande as applies from 
Portland to La Grande. 

-Mr. II^Yj^ijLTOx. How fare east did that rule applv? To points 
^«;\of.<Clncago.say? 

V ^"^^^ Yes: that applied through to the Atlantic coast. 

\f ?^MiLTON. Where did the line of demarkation start? 

\l ^^^' ^^^^ extended back to the 

\r * SL'^^njTON (interposing). The Mississippi Biver? 

31r. Wat, Back, I was going to say, to the Idaho- Wyoming State 

XI P^*^aps east of that. 

^^' Hamilton. So that all freight originating east, you would 
^\,^%J^i Idaho? 

-Mr. Wat. East of Missouri River. 
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Mr. Hamilton. East of Missouri Eiver would take a rate as low 
to an intermediate point as the sum of the rate from the point of 
shipment to the coast and return? 

Mr. Way. Yes, sir. Of course if the local rate from the Missouri 
River to that inland point was less than the rate from the Missouri 
River to the coast plus the coast back to that point, then the local 
rate would apply, and that line was some place around the Wyom- 
inff-Idaho State line. 

Mr. Sanders. Suppose you start at Chicago: then you can con- 
sider the matter very clearly. 

Mr. Way. Taking a rate of $2 on shipment from Chicago to the 
Pacific coast, under the old condition the rate was $1.29 back to 
Boise, and was about $1.38 to Pocatello. Perhaps a little more to 
Pocatello; I can not recall those figures. That would make a rate 
of $3.38 at Pocatello if the $1.38 was correct. That rate would 
apply at Pocatello if the local Chicago to Pocatello rate was not 
less than that amount. If the local rate was more, the coast com- 
bination would be used. 

Mr. Hamilton. Suppose a shipment was destined to your own 
city from Chicago? 

Mr. Way. I do not remember what was the old first-class rate 
from Chicago, but think it was about $3.50 from Chicago. 

Mr. Hamilton. And from Chicago to Portland it was how much? 
$2 you just said. 

Mr. ScANDRETT. $3 ou the class rate? 

Mr. Way. That was the adjusted rate. 

Mr. ScANDRETT. No : that was the old rate. Pacific coast terminal 
first class, at the time the rate was $3.50 to Boise on first class. 

Mr. Sanders. Then it was 50 cents more to Boise than it was to 
Portland? 

Mr. Scandrett. That has been changed and it is now less to Boise 
than to Portland, and that has been true for five years. 

Mr. Way. That has been true since about 19i2. The back haul 
was not applied to as great an extent on shipments originating at 
Chicago as it was on shipments originating east of Chicago. It was 
almost invariably true on shipments origmating in New York and 
Atlantic seaboard States. Mr. Scandrett stated that the first-class 
rate to Pacific Coast was $3. while the first class to Boise was $3.50, 
but to the coast there were a great many first-class commodities 
carried at rates considerably under .$3, say $2 for example. The 
difference between the rate at the coast and the interior, $1.50, 
would carry the shipment back to the interior, and the line of de- 
markation was at that point where the coast combination met the 
local combination. 

Mr. Sandeks. Can you ship goods out of Chicago to Boise cheaper 
than you c^in take them through to l^ortland '( 

Mr. Way. Under the present arrangement you can. I^J^nder the 
decision that went into enect March 15, rates to the interior are no 
higher than to the coast, but that is the first time in the history of 
transcontinental rates. 

Mr. Sanders. No higher? 

Mr. Way. No higher. 

Mr. Sanders. Are thev lower? 
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Mr. W.w. Oil some conuiioditios they are lower. On (»ther com- 
ni«Hlitu*s they are flattened out aiul exactly the same. 

Mr. S\xi>KRH. That is sinee the onler of March 15^ 

Mr. Way. That is sim*e the order of Marcli l."); yes, sir. 

Mr. Sam>krs. Before that it was higher^ 

Mr. W.w. Ves, sir. Before that tlie rates to the interior wero 
hiffher. 

Mr.^ IIamiltiin. Yoii have not read it, anil I want to know what 
'•iMvifirallv the order states. It takes into consideration canal 
traffic Y 

Mr. Sam>kus. It d<H»s: and as Mwin as the nuitter is cleareil out 
tin* railniads art> pven a right t4> go Imck and ask for a lower rate. 

Mr. Hamilton, They have to jrct it hy rc(|uest to the Intei-state 
1 *oninierce Conunission ? 

Mr. Wav. Yes, sir: they have to make application to the commis- 
^i«»n. The last order in tlies<» cas<»s extends such an invitation. 

Mr. Hamilton. S<) that the order stands until changed cm the 
<»|H*ninff of the Panama Canal traffic ^ 

Mr. VV \v. There is no applicati(»n to make until water competition 
n'tMrn.s. 

Mr. W<HH). An<l lH»fore this last order went into etfect, March l."*, 
«»a all <*lass(*s and on a gocnl many connnodities the nites had l)een 
lower to BoiM» since 1914 than to the coa^t i 

Mr. Wav. That is true as to class rates and on s<mu* few commo<li- 
tH-^, but not on carloa<l conmiodities uioving in large volume. Heavy 
«oiiiiii(Hlities coming from ea^^tern defined points were generally 
h>\\ or to the coast than to the interior. 

Mr. W\v (continuing statement). On June .">, 11)10, the conmiis- 
-^Hm, \i\ \\^ order effective September is, llUt», n»scMn<le<l its former 
•►nltT in so far as it afforded to tlie carriers any greater relief from 
'1*^' proxiMon^ of the fourth MM'tion on schedule C articles than is 
"niinliMl |>y fourth section nrder V24 of April 29, llUO, respecting 
^^ Uai auMlcsi^nated as schedule B connno<lities. 

Ij^*''- HvMn.mN. Now, some, of the memlHM*s of the ccunmittee know 
•^"1 iilKiiit this. I do not: and when you refer to schedule V and 
'^ 'I'^^luh' H^ will vou interpret it into Knglish 1 can imderstand i 

\f^}'''- I will try to do that. 
} . • *^"-^UJiiNfr>sr. I would like to state that the re<*ord which we 
^^*i\t* n»intnMhiced and which was made befoiv the Senate conunittee, 

'iy^ ''uu in grcMit detail and particularity. 
^^* '*• '^-^ Milton. I did n(»t know but as he went along he rouhl, in a 
*\f^ \*^*.^'- tell what these M-hedulev comprehended. 

• r. ''^iiAnjnxKssv. I just gave you that as a nuitter of information, 
} ''*^>K^'-^N- Could vou not sav what schedules A. B. and C 

^ r I I ^^- ^^<*hedule A rates are the ral«*s on couuuodities upon 
ii«lithe conuuission found there was no comi)etiti(m, and the rates 
** ^*r ^V^**'*'***' "'*^ ^*" higher thau to the Pacific coast. 
^^. ■^***"tU» B contained those commodities which (*arried 7, 1.'), and 
•'* J^**" I'J'Ht higher rates to the interior than to the Pacific coast, 
^■■"^ **;^3«n.ToN. On ac<H>uut of water couipetition ^ 
^'■"•^yM*. Yes: on acct>unt of uater ctMupetition. And s<hedule V 
«"«»iiiiii(Mlitios are those comuuHlities on which the (Huumissi<m found 
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there was more competition and gave the carriers greater relief, that 
relief being 15, 25, and 35 cents per hundred pounds less to the coast 
than to the interior. 

Mr. Hamilton. That is the last rate? 

Mr. Way. That is the one just prior to March 15. 

Mr. Hamilton. That is the one the order of March 15 obliterates? 

Mr. Way. Flattens them all out. 

Mr. Hamilton. Obliterates these distinctions? 

Mr. Way. Under the last order there are no rates from the east- 
ern defined points to interior that are higher than those to the coast, 
but understand there are some lower rates to the coast than to the 
interior from the southeastern territory. 

Mr. Sanders. That last order is owing to the interruption of water 
competition through the canal? 

Mr. Way. Yes, sir. 

Mr. Sanders. And when that competition is restored then the open 
invitation, as I understand it, is for the railroads to come back and 
get the rates readjusted so as to drive the water carriers out again? 

Mr. Hamilton. My friend the governor refers to it as " open invi- 
tation." As a matter of fact it becomes necessary, in order to get 
rates restored, to make application to the Interstate Commerce Com- 
mission. That is about what it means; it is not really an invitation. 

Mr. Shaughnessy. We read into the record an excerpt from the 
decision of the Interstate Commerce Commission, specifically invit- 
ing the carriers to come back and make application for this relief 
when competition is reestablished. 

Mr. Way (continuing statement). The carriers, pursuant to these 
orders, filed new tariffs effective September 1, 1916, containing rates 

Surporting to be in accordance with the requirements of the order, 
ew tariffs contained many advanced rates to Pacific coast on sched- 
ule C items. Protests were filed by coast cities and new tariffs were 
suspended until December 30, 1916. 

June 30, 1917, the commission found water competition negligible 
and that rates from eastern defined territory to intermediate points 
higher than coast now justified. Present rates on certain commodi- 
ties unreasonably low and have not been induced by water compe- 
tition. Present rates on schedules B and C commodities unreasonably 
low from territories east of Missouri River to Pacific coast terminals. 

By an amendment to section 15 of the act to regulate commerce, 
approved August, 1917, it is provided that until January 1, 1920, it 
shall be unlawful to file increased interstat^e rates without first hav- 
ing secured from the commission approval thereof. Under this re- 
quirement carriers filed, September 21, 1917, application to increase 
rates to Pacific coast and some rates to intermediate points. 

January 21, 1918, the conmaission permitted such filing, and tariffs 
filed March 15, 1918, conforming to the fourth section, and for the 
first time in 28 years have the commission's orders rejecting the 
transcontinental rates been fully complied with. (See J. B. Camp- 
bell's testimony before the Senate committee.) 

These transcontinental rates apply from thousands of points of 
origin to thousands of points of destination, upon thousands of com- 
modities, and it would be impossible to treat the matters in detail. 
I have attempted to give, in a general waj', a detailed history* of the 
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transcontinental rates from their inception down to date, showing 
the vaiyinff adjustments, the dates of change and causes, the in- 
stability 01 rat^ under the present law, and from that statement it 
will be seen that the rates to the interior cities, namely, the rail rates, 
have always, up to March 15 of this year, been higher than to the 
coast, and upon the return of water competition, that the commission 
}^ill grant lower rates to the coast than to the interior is sounded 
in Commissioner Harlan's dissenting opinion, in which he said : 

Tnless the wonomic advantajre of beinir terminals for an all-water route from 
«H»ast [ft coast be taken away from the Pacific coast cities by some upheaval of 
nature or by legislative action, they apparently will have in the future what 
they have always had in the past, namely, lower all-rail rates on commerce that 
t-an aud dr)es freely move by water than the less-distant intermediate cities, in 
ttie iijiture of things, may expect to have. 

Mr. Hamilton. Would this legislation take away from the com- 
mission all power to make any discrimination on account of water 
haul? 

Mr. Way. Yes, sir. 

Mr. Hamilton. It takes away any discretion that may be lodged 
in the Interstate Commerce Commission? 

Mr. Way. That is my undei*standing. 

The CiiAiKMAN. The fourth section of the proviso is stricken out. 

Mr. Way. The discretionary power has been with the conmiission 
and the exception has been made the rule. 

Mr. Hamilton. If this question is an improper one, strike it out 
of the record. The public has had a good deal of confidence, I think 
I may say, in the fairness and sense of justice of the Interstate Com- 
merce Commission. I judge that you think it would be unsafe to 
leave discretion with the Interstate Commerce Commission, so far 
as this particular phase of transportation is concerned. 

Mr. Way. Do not understand me to say, Mr. Hamilton, that we 
are criticizing the Interstate Commerce Commission in any respect 
whatsoever. 

Mr. Hamilton. Oh, no; I understand. 

Mr. Way. But this, we believe, is a question of policy, to be de- 
cided by Congress. Definite rules should be made for the commis- 
sion to follow. 

Mr. Hamilton. I remember, for illustration, reading in an article 
sent out from Spokane, I think it was, that they were in process of 
constructing a steel building there, and the freight cost of the steel 
used in that construction was much greater than it ought to have 
been by reason of this additional freight back from the coast terminal 
to Spokane. 

Mr. Way. That is undoubtedly true. Same conditions existed in 
ail of the interior territory prior to March 15, applying to a more 
or less degree upon practically all commodities. 

Mr. HAKnjTON. Ajid it figured up into the thousands, and I sup- 
pose that condition has been very prevalent. Of course it has been 
prevalent. Now that has been done away with by the order of the 
commission. I assume, then, the question is whether the commission 
will permit a recurrence of a condition which to the lay mind is 
ntterly unfair. 

Mr.* Way. That is exactly what we fear. The invitation held out 
by the commission to the railroads to make application for lower 
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rates when \Yater competition returns and Mr. Harlan's dissenting 
opinion substantiate that fear. 

Mr. Hamilton. If it is necessary to have discriminations in favor 
of a coast city, then the' question is whether tlie discriniination should' 
be large or small. Apparently it has been too large, or was under 
the old conditions. But having in mind the fairness and honesty of 
purpose of the Interstate Commerce Commission, the question is 
raised as to whether we may not trust them ; and, in the last analysis, 
I suppose that is where this bill stands. 

Mr. Shaughnessy. The part we make, Mr. Hamilton, is that there 
is no rule in the i>resent fourth section of the act of Congress that 
puts any limitation upon the discretion which the Interstate Com- 
merce Commission may exercise ; and viewed hy our experience in the 
past, that has been a very fluctuating experience. The rates have 
fluctuated upward and downward. As I said this morning, the 
differential is against us and has been against us from time to time: 
and that, again, following the reestablishment of water competition 
through the Panama Canal, following the close of the war, we will 
have to meet, and at that time we will again be confronted with these 
.fluctuating differentials or arbitraries against us. With the fluctu- 
ating system of transportation charges Avnich enter into our very life, 
into everything we do, into every enterprise that we undertake to 
establish and all of the business we try to do in the way of develo])- 
ing our great resources, we can not do anything unless we do have 
some stability in rates, and the only way we can get this stability is 
by the methods we are now pursuing here l)efore Congress in the 
passage of an absolute long-and-short-hanl bill. 

Mr. WiNSLOw. Wliy do you not go to the director general? 

Mr. Shaughnessy. That, again, is an indefinite matter. 

Mr. WiNSLOW. I wish we could state it was definite, but we can 
not, unfortunately. It is only a period of 20 months after the close 
of the war. 

Mr. Shaughnessy. Then, again, the propeity goes back into the 
hands of the private owners. Then, what is the next step? The 
next s;t^p is tor the Interstate Commerce Commission again to 
meet this competition on the Pacific coast, and we are confronted 
again then with a new touch of fluctuating rates. We can not get 
any security by appearing before the President. 

Mr. Hamh^ton. I am not suggesting it. 

Mr. Shaughnessy. It might appeal to him or the director gen- 
eral. The director has already said he will not stand for it, and 
that he has instructed the Interstate Commerce Commission to level 
up all these short-haul rates. 

Mr. WiNSLOw. Then why come to us? 

Mr. Shaughnessy. That is absolutely indefinite, as I said before. 
I, perhaps, gentlemen, do not make myself clear, oecause, as T view 
it, it is a very important matter, for the reason that we are not in 
the hands of the director general or the Government in pennanent 
operation. It is only a temporary operation during the period of 
the war and for a stated period thereafter. Following that period 
the railroads go back into the hands of their private owners, and 
then again we are confronted with the administration of the pres- 
ent fourth section, and possibly we will have to go through the same 
routine we have been through for a number of years heretofore. 
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Mr. WiNSuow. If we pass this bill, could not the President and 
the Interstate Commerce Commission make any rates they want to, 
just the same? 

Mr. Shaughnessy. Yes; they can. But we want the security of a 
positive declaration by Congi^ess on this question. We do not want 
to be held up here with action by the director general, if you please, 
for the next two or three years or whatever tne period of the war 
may be. That influence is not good. But we can not go out and 
solicit capital on that proposition. That is absohitely insecure. 
We want a j)ermanent, definite declaration by Congress that the law 
or the public policy of this country for the future is going to be 
thus and so. 
Mr. WiNSLOw. For new enterprises? 

Mr. Shai'ohnessy. Not for new enterprises, but as enabling each 
coiiummity to go out and make its investment in capital and to de- 
velop its resources and industries in proportion as its resources and 
energy will justify. We can not do anything of that kind unless 
we have an equal opportunity in so far as rail charges are con- 
cerned, and that is why we are appearing before Congress at this 
time. 

Mr. Hamilton. I want to say, Mr. Chairnum, so far as I am con- 

rerned I get more information by some such little exchanges as 

these than I do from the uninterrupted statement of the witness. 

The Chair.max. You are tindoubtedly correct. 

Mr. Way. In all of these ca.ses we have been toUrby the carriers 

llml it was better for the interior to have rail lines handle freight 

to the coast which paid something over an *" out-of-pocket cost''; 

that something to be applied on the fixed charges, which would help 

rodiire the burden of the intei'ior. In regard to this '•out-of-pocket 

<ost" 1 would like to refer to Mr. McCarthy's statement before this 

eomniittee to-day and at San Franci.sco, shown on pages 1G24 to 

l^y^Ci. joint resolution No. i^5, showing rates ranging from 1.77 mills 

P^v ton-mile at the coast to 10.84 mills per ton-mile at the interior, 

«n<l inquire what is the "out-of-pocket cost.'' If 1.77 mills pays 

"\o ** out-of-pocket cost'' and .something more at the coast, 10.84 

luills at the interior is certainly all out of proportion. To show 

that the roads operating in Idaho are prosperous the reports of the 

i-arriers, ended December 30, 1916, with all of the increased cost 

«f operation, show the average earnings for the Chicago, Milwaukee 

A^/^t. Paul: (treat Xorthern: Northern Pacific; and Oregon Short 

Lme for raiil operations were 0.26 per cent net, the Oregon Short 

Line earnings being 10.H6 per cent net. 

These same roads had $610,201,215 invested in out.side operations, 
"l^n which they received a return of 2.S8 per cent, which shows 
i^ailway operations paid verv much higher returns than outside 
^l^nuions. 

Tliese roads, upon their total investment, both operating and non- 
y»J*i*ating, earned a return of 5.37 per cent, and upon their funded 
^^"f.paid 4.19 per cent. Deducting the funded debt from the total 
^arnuigs^ we have a return of 8.98 jDer cent for the capital stock. 

Ihe Oregon Short Line paid 11,42 per cent and the Xorthein Pacific 
10.S7 ppr ^,,,„| 

I iielieye that is all that I have to say. Other witnesses following 
^''11 detail the effects of the present arrangement u]>on the interior. 
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Mr. EscH. It is a fact that the Interstate Commerce Commission 
since 1892, in the matter of rate structure, has given away to water 
competition? I understood you to say your purpose in making the 
long haul absolute is to eliminate water competition as a factor in 
the rate structure. 

Mr. Way. That is so far as rates may be higher to the intermoun- 
tain territory than to the Pacific coast. 

Mr. EscH. Then you would give a local application to your own 
region, and you would decide that this competition is not to be 
considered as an element in rate making? 

Mr. Way. I do not know as I get your question. 

Mr. Escii. You say that the commissioners always considered the 
water competition as an element in determining the rates? 

Mr. Way. Yes. 

Mr. Escii. And especially with respect to the Pacific coast termi- 
nals, and you desire to have the long and short haul made absolute 
in order tliat water competition may no longer be reflected in the 
rate structure? 

Mr. Way. Yes. 

Mr. Escii. If that be true, the application of that principle must 
be made as wide as the country, and can not be confined to tne inter- 
mountain region. The deduction, therefore, of this bill is that there 
would be, upon that basis, water competition should hereafter be 
eliminated throughout the United States in the making of rates? 

Mr, Way. I *do not agree that water competition should be the 
basis for freight rates. 

We have not objected to having the same rate at the interior as 
applies at the coast if necessary to meet water competition, but the 
rates at the interior should never be higher than at the terminal. 

I believe that low rail rates tend to drive the boats out of business 
rather than put them in. 

I do not think that cither water or rail competition should be made 
the excuse for low rates at terminals and higher rates at inter- 
mediate points, compelling the interior to pay more than their pro- 
portion of transportation costs in order that the competitive rail or 
water line at terminal may be driven out of business while the ter- 
minal point grows prosperous, benefiting by the struggle between the 
lines for business by reducing rates. 

The Chairman. I suppose you mean that each transportation 
facility should have a full opportunitv to do all the business that its 
natural advantages enable it to do? 

Mr. Way. Yes, sir. 

The Chairman. In other words, that the water trans|X)rtation is 
essentially cheaper, and therefore, it being essentially cheaper, it is 
better for the country that it do all it can do, because it does its 
business at a profit, even at much lower rates than rail trans- 
portation ? 

Mr. Way. That is my idea exactly. 

The Chairman. And rail transportation should not do part of its 
business profitably and fail to make a profit on the balance simply 
to take a portion of the business away from the water carriers? 

Mr. Way. Yes, sir; that is my idea. 

The Chairman. I am much obliged to you. 
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Stotetnetit shoicing railicay operations for lines engaged in transcontinental 
trade iti State of Idaho. 



Rate of 
return. 



Narthera Pacific ' 1489,450,934 

GiMt Northern. I 394,217,921 

ChklKO, Milwaukee & St. Paul I 592,924,679 

Owpm Short I4ne i 114,404,847 , 

Orgon-Washlngton R. R. & Navigation Co t 158, 221, 913 i 

•VIdabo roads .' ' 1,749,220,294 

VnionPaciflc 296,420,911 i 

Union Pacific system , 587,466,150 | 




109,539,335 
28,289,050 
45,482,587 



6.26 
9.64 
7.74 



Northem Pacific. 

Great Northern 

Chicago, Milwaukee & St. Paul 

Oregon Short Line 

Oregon- Washington R. R. & Navigation Co. 

ptti* 

* Idaho roads. 

rnkm Pacific. 

Union Pacific system 



Investment in i 
other than 

operating > 

property. | 



$182,168,672 

229,483,994 

38,345,151 

166,262,813 

2,940,585 



Income from 
otlier than 
operating 
property. 



I 



619,201,215 
326,252,445 



$5,292,243 ' 
5,823,783 I 
2,076,867 I 
4,839,895 
1 113,742 



17,919,046 
18,971,213 
23,700,190 



Rate of 
return. 



Percent. 
2.91 
2.54 
5.42 
2.91 
13.87 



2.88 
5.81 
4.78 



N'ortbcm Pacific , 

Great Northem 

Chicago, Milwaukee & St. Paul 

Oregon Short Line 

Oregon- Washington R. R. & Navigation Co. 

Idaho roads 

Union Pacific 

Union Pacific system. 



I Interest 
Total I P^d ^^ 

investment. |^5?°*.*5^ 
ux^vovumuh. I unfunded 

I debt. 



$671,619,606 
623,701,915 
631,269,830 , 
280,667,660 , 
161,162,498 I 



Income 
from all 
property. 



Rate of 
return. 



$32,012 , 
19,081 I 
31,510 I 
3,312 
84,164 



$39,236,906 
35,036,238 
31,805,153 
16,604,423 
4,515,582 



Peret. 
5.84 
5.61 
5.03 
5.04 
2.8 



2,368,421,609 ; 170,079 

622,673,356 ' 34,234 , 
1,082,966,000 I 137,934 



127,288,302 , 6.37 
47,226,029 7.58 

60,044,843 6.37 



Northern Pacific 

' -real Northem 

'hicago. Uilwaukcc* &. St. Paul 

'^r^cm Short Line 

"^•con- Washington R. R. & Navigation Co. 



Idaho roads 

^ Mion Pacific 

'nionPai'iflcsvstem. 



Total long term ! Interest on long- 
of funded debt, i term debt. 



Rate of 
return. 







Percent. 


$313, .564, 500 ■ 


$12,288,896 


3.92 


2.50,840,015 


10,746,193 


4.28 


356,070,255 ' 


15,595,311 


4.38 


120,851,000 ; 


5, 276, .547 


4.37 


104,895,922 j 


4,218,410 


4.02 


1,146,221,692 , 


48,125,357 


4.19 


IQ.-i, 29.3, 317 ' 


7,822,436 


4.01 


42,5, (MO, 239 


17,477,393 


4.11 



Capita] stock. 



- - I ; 

.V'»rthiern Patifio ' $248,000,000 \ 

•'.reat .\orthem i 249,475,810 

naciZo, Milwaukee A: St. I*a;il ' 233,2.51, 80(» ' 

•^rpgoh Short Line j 100,000.000 , 

' 'nifun.Wa<«hington R. R. A: Navigat ion Co I 50, 000, 000 

Idaho rtMd-« S80, 727, HlO 

Jrikm Pacific .121,83.5,100 i 

' nkm Pacific- svstem 485, 434, 500 I 



Net income 

earned for 

capital stock. 



$28,948,010 

24,290,(M5 

16,209,842 

11,417,876 

297, 172 



79,102,945 
39,403,593 
51,-567,450 



Rate of 
return. 



Percent. 
10.87 
9.74 
6.95 
11.42 
.59 



8.98 
12.24 
10.62 



> Indicates deficit. 
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STATEMENT OF ME. J. B. CAMPBELL, SFOXANE, WASH. 

Mr. Campbell. My name is J. B. Campbell, and my address is 1124 
Old National Bank Building, Spokane, \yash. I am now and for 
14 years last past have been attorney for the Spokane Merchants' 
Association of Spokane, Wash., and am appearing here as the repre- 
sentative of tbe said Spokane Merchants' Association and the chann- 
ber of commerce of the city of Spokane. 

I think Spokane can rightfully claim to be the pioneer in fighting 
against the charging of a gi*eater rate for a shorter than for a 
longer distance over the same line in the same direction, the shorter 
being included in the longer haul. I think that the early history 
of Spokane's fight would not l)e of interest, but I believe it will be of 
interest to recount her experiences under the fouith section of the act 
to regulate commerce as amended June 18, 1910. 

I was a member of the committee from Spokane that appeared 
l)efore the various committees of Congress having charge of the 
amendment, and I believe that I have a pretty clear idea of what Con- 
gress meant by the amendment. I firmly believe that it was intended 
that the amendment should be an absolute prohibition excejit in 
special cases; in other wordj^, that the proviso, which reads as follows : 

Provided, however. Th«t uimhi npplication to the Iiitorstatt* (Nuninerce Ooni- 
mission such coiinnon carrier niny in spe<-ial cases, after invest it;nt ion, Ik* nu- 
Thorized l)y tlie eoniuiission to charpe less for the lonjrer tlmn for the shorter 
<ll8tances for tlie trnnsiMwtation of passengers or pro|M»rt.v : aiul tlie commission 
may from time to time prescrll>e tlie extent to whidi such ilesij:haU»<l connnon 
carrier may he relievefl from the operation of this section. 

meant exactly what it says — that in special cases, and special cases 
only, could such a privilege be granted. I do not l)elieve that it con- 
templated that such wholesiile grants should be given as were given. 
It has been said, I understand, by witnesses who appeared before the 
joint committee in San Francisco last November that theie had been 
granted under this proviso some 10,000 departures from the riprid 
prohibition of the fourth section. 

Since the enactment of this amendment Spokane has obtained f mm 
the commission several favorable decisions, but not until March lo, 
1918, were any of the many decisions ])ut into effect in its entirety. 
On February 9, 1909, and later, on June 7, 1910, the Intoi^state Com- 
merce Coimnission found reasonable rates to Spokane. These nites 
are known as the " t<mtative rates.'' Before these rates could be put 
into effect the fourth section of the act to regidate connnerce was 
amended as it now reads, and the Interstate Commerce Commission 
on June 22, 1911, in the case of the city of Spokane v. Northern Pacific 
Railway et al.. granted the carriers relief under the proviso upon a 
percentage basis; that is to say, they created certain zones. Zone 1 
comprised that territory known as the Missouri Ri\er territory, and 
from that zone the carriers were not allowed to charge more to Si^o- 
kane than to Pacific coast terminals. Zone 2 comprised what is known 
as the Chicago common point territory, and from that zone the car- 
riers were allowed to charge Spokane 7 per cent more than to the 
Pacific coast terminals. Zone 3 compri^^ed that territory known as 
Buffalo-Pittsburgh territory, and from that zone the cnrriers wore 
permitted to charge Spokane 15 per cent more than to Pacific coast 



Digitized by VjOOQIC 



LONG-AND-SHORT HAUL OX RAILROADS. 105 

teriniimls. Zone 4 comprised what is known as the New York ter- 
ritoiv, and from tliat zone the carriers were permitted to charge Spo- 
bine *2't per cent more than to Pacific coast terminals. 

That ilecision of June 22, 1911, while not entirely sjitisfactory to 
Spokane, was si> much better than we had ever had we joined with 
the Interstate C\)mmerce Commission and the Government in their 
efforts to sustain it before the United States Supi^me Court. After 
liaving two arguments beifore the Supreme Court it was, on June 22, 
I'.'U, atlirmed. Before this decision could l)e put into effect .the 
Panama Canal was opened for business, and the carriers, under that 
portion of the proviso in which it says that the commission may from 
time to time measure the extent, applied for further relief. It was 
tlie claim of the carriers that the competition of water carriers operat- 
injr tlirough the Panama Canal was so intensified that on a large 
minilHT of comm«)dities they must be permitted to reduce their rates 
»i|)on thtJse certain commodities still lower to the Pacific coast ter- 
minals than was permitted by the Interstate Commerce Commission's 
l>en*entage order. They selected a large number of articles which 
they claimed were most susceptible to the carriage by water and 
tlesipiated them as schedule C. A hearing on this application was 
lifid at Chicago on November G, 1914. We protested vigorously 
atrainst this adjustment for the reason that while the scheme in many 
•nstanoes lowered our rates it increased in a great many important 
ittMns the dis<'nmination existing l)etween us and the Pacific coast 
tHuiinals. 

In January, IDIT), the Interstate Conunerce Conunission permitted 
the carriers to further reduce their rates to the Pacific ciuist terminals 
ainl to caiTv rates to the interior, including Spokans, as follows: 
from Missouri River points they should be the same as to the Pacific 
'*J^»>t terminals: from the Chicago territory they could exceed the 
jVific coast tenninal rate by 15 cents i>er hundredweight; from 
Ihiffalo-Pittsburgh territory they couhl extreed the Pacific coast ter- 
'ninal rate by 25 cents per hundredweight : and from New York terri- 
tory they could exceed the Pacific coast terminal rate by 85 cents per 
hundrefhveight. This adjustment, while not covering all the items 
in the tariff, did cover approximately 75 per cent of the west-found 
tnuiscontinental tonnage to Spokane, and while, as above stated, it 
'"<! in many instances lower our rates, it increased our dicriminati<m 
<'ver the penentage order in manv of the important items. These 
t^l^ ')ecanie effective Jtdy 15. 1915. 

^hi or al)out the 1st of February. lOlG, the water carriers operating 
'jetween the Atlantic and the Pacific coast gave notice to the shippers 
throu|rhont the Pacific Northwest that, owing to the demand for 
jnippiug <lue to the European war, they were taking off their ships 
^"^ni the coastwise routes. Spokane, believing, as di<l the railroads, 
y^at the proviso of the amendment providing that the commission 
•rom time to time might measure the extent of the relief granted 
J^>^ant that when conditions changed and the force of competition 
"«*^i changeil the rates should l)e changed with the conditions, sent me 
J^* Washington for the purpose of trying to convince the Interstate 
ronunerce Commission that it was their duty to take note of the 
^'hanged cf>nditions and relieve the interior from the discrimination, 
^ou may imagine my ccmsternation when I was told by members of 
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the commission that they would not open up the question. I was 
finally instructed to file a formal complaint, which I did in March, 
191G. I was told by members of the commission that their order 124, 
which was the percentage order, had gone to the Supreme Court, 
was affirmed by that body, and they were not going to open it up 
again. In other words, relief having once been granted to the car- 
riers, under no circumstances would they change the rates. 

I was in Washington several weeks before I could get a hearing on 
my formal complaint. When the hearing was finally set I was con- 
fined to the special and extraordinary relief granted under the so-called 
schedule C, although in my petition I asked that all schedules cann- 
ing higher rates to the interior than to the Pacific coast terminals be 
examined into. The hearing was had in Washington in April, 1916, 
and on June 6, 1916, the commission found: 

The war and unparaUeleil rise in prices for ocean truniiportatlon has so 
changed the situation as to transform the relation of rates wliich was justified 
when established to one that is now unjustly discrfnilnatory aprninst intermedi- 
ate points. 

And— 

To continue rates to the coast points that are lower tlian are necessitated by 
the actual water competition and higher rates to the inermediate points and to 
other points over similar distances under like circumstances is to perpetunte 
a discrimination that is unjust. 

And— 

That portion of the fourth section which provided tlie commission may from 
time to time prescribe the extent to which the carrier may be relieved from the 
requirements of this section seems to contemplate a certain flexibility in rates 
at the competitive points, varying with the degree of competition there found 
in connection with which rates relief may be afforded according to the degree 
and extent of the competition. 

I feel very confident that the commisvsion correctly stated the law, 
as it now stands, as it was intended to be applied, except that I con- 
tended then and still contend that when conditions changed it was the 
duty of the Interstate Commerce Commission, of its own motion, to 
inquire into the changed conditions and make its orders accordingly. 
In this decision the Interstate Commerce Commission ordered the 
discrimination, or rather ordered the exti-aordinary relief granted 
by schedule C to be canceled. 

The carriers saw fit, as they had a right to do, to remove the dis- 
crimination by raising tlie rates to the Pacific coast terminals to the 
level of the interior rates. Our Pacific coast friends had jenjoyed 
preferential rates so long that you can imagine the wail of distresi^ 
that went up from that section of the country. In August, 1916, in 
Washington a hearing on the proposed rates was held and after lis- 
tening to hundreds of protests against the proposed increases the 
rates were suspended. On December »S1 so-called compromise rates 
were allowed to go into effect, which removed the discrimination in 
part only. The carriers were allowed to increase the Pacific coast 
rates 10 cents per hundred. This helped some, but did not carry 
out the order of the Interstate Commerce Commission, and there 
has always been a mystery connected with this compromise. We 
have never been able to make out who were the parties to the com- 
promise. The coast shippers have always claimed they did not put 
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it over, and I understand the commission has never acknowledged 
anj' part of it. At any rate, the order was never put into effect, and 
the compromirjo rates became effective without ever consulting any 
of the interior cities, who were the complainants. 

In September, 1916, the Spokane Merchants' Association filed 
another complaint in which it asked that all schedules naming higher 
rates to the interior than to the Pacific coaSt terminals be inquired 
into and discrimination removed. You will remember we had asked 
that relief in our first complant, filed in March, but inasmuch as we 
had been successful in relation to schedule C we could see no further 
reason for the continuation of any discrimination. The commission 
t-alled hearings on this last complaint in November, starting at Chi- 
cago, from thence to Salt Ijake City, San Francisco, Portland, and 
Spokane. 

In our last complaint we put in issue the reasonableness of rates 
to Spokane and to the Pacinc coast terminals. The hearings were 
held before Examiner Thurtell, and some time in the spring or early 
Slimmer of 1917 the examiner made his report, in which he recom- 
mended that the rates from Missouri River to the Pacific coast termi- 
nals be found as reasonable in and of themselves; that the rates at 
the interior points be fixed upon a certain percentage of the Pacific 
coast terminal rates. Under this adjustment we will suppose the 
rate from Missouri River to the Pacific coast terminal was $1 on a 
pven commodity. The rate from Missouri River to Spokane would 
Bare been approximately 90 cents. He then suggested that the rates 
from the East be built up by adding 15 cents per hundred from Chi- 
ca/jo common points, 25 cents per hundred from Buffalo-Pittsburgh 
common points, and 25 cents per hundred from New York and other 
Atlantic seaboard points, which would have made the Pacific coast 
ferrainal rate as follows: $1 per hundred from Missouri River, $1.15 
per hundred from Chicago, $1.25 per hundred from Pittsburgh, $1.35 
per hundi*ed from New York. 

The rates to Spokane would have been as follows: Ninety cents 
per hundred from Missouri River, $1.05 per hundred from Chicago, 
?1.1.> per hundred from Pittsburgh, $1.25 per hundred from New 
York. 

I believed and still believe that this report should have been 
adopteil. but the report was not adopted, and on Jime 20, 1917, the 
''omniission handed down its decision, in which it says : 

The present situation, however, is beyond dispute. Tliere Is no existing com- 
petitive ne<.*e88lty hy renson of water service between tlie two coasts which 
warrants the rail carriers In maintaining; under present circumstances lower 
THies to the Pacific coast terminals than are normal and reasonable or lower 
than to Intermeillate points. 

The couunission in this order required that all discrimination 
Wtween the interior and the Pacific coast terminals should be elimi- 
uatetl and that rates should be adjusted so as to meet all the require- 
ments of sections 1, 3, and 4 of the act to regulate commerce. Be- 
fore this order could go into effect Congress had amended the fif- 
teenth section of the act to regulate commerce, in which it required 
the Interstate Commerce Conunission to have hearings before pant- 
ing any increase of rates. Under this requirement the commission 
'^t dates for hearings as follows : New York, November 4 ; Chicago, 
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Xoveiuber 11; and Portland, Oreg., Xoveniber 21, 1917. The car- 
riers in compliance with this order of June 30, 1917, presented a 
tariif which did comply with the fourth section of the act, although 
they did it by raising the rates to the Pacific coast terminals in- 
stead of lowering them to the interior, as we had hoped they might, 
but did not adjust the rates in conformity with sections 1 and B 
of the act as suggested by the Interstate Commerce Commission and 
which proposed rates have now been authorized by the Interstate 
Ccmnnerce Commission and became effective March 15, 1918. 

I noticed in Mr. Seth Mann s testimony, given before the joint com- 
mittee at San Francisco in 1917, he claims that Spokane and the 
other intermountain cities had received from the Interstate Com- 
merce Commission many favorable decisions within the last '2o years. 
You can see from the foregoing statement that while favorable de- 
cisions were rendered they did not become effective and not imtil 
March 15, 191S, did any order that the Interstate Conmierce Com- 
mission made in the Si)okane cases become effective in its entirety. 
I desire to call the attenti<m of the committee to the fact that when 
the carriers made aj>plication for further relief under the amended 
provision of the fourth secticm on account of increased water com- 
l)etition caused by the opening of the Panama Canal, they obtained 
complete relief within a period of not exceeding nine months, while 
the city of Spokane, though filing its complaint in March, 1910, did 
not get complete relief until March, 1918. Some of our coast friends 
have been very solicitious of what they term criticism of the Inter- 
state Commerce Commission by the intermountain section. I do not 
want to be put in an attitude of criticizing the Interstate Conmierce 
Commission. Each and every member of that honorable body knows 
that I have the greatest resi)ect for them and I have never criticized 
them in any manner whatever. The foregoing statement, however, 
in regard to their decisions are borne out by the records. It is not 
alluded to in a critical mood, but for the express purpose of show- 
ing that the hnv as it has stood since the amendment oi 1910 did not 
satisfy, does not protect the intermountain section, and does not give 
the relief it was intended to give. That being the case, it is our 
contention that the United States Government should adopt a dif- 
ferent policy. This question which is being presented is purely a 
question of i)ublic policy and it is just as appropriate to say that 
every person who advocates the ])assage of the absolute fourth section 
is criticizing the Interstate Commerce Commission as to say that 
the intermountain section, by stating the facts as they are borne out 
by the records, is criticizing it. Right here, may I suggest that 
during all this litigaticm for just treatment to that ^eat intermoun- 
tain section we find our coast friends lined up with the railroads 
fighting against the granting of relief to the interior and insisting 
upon i)referential rail rates and virtually claiming that water trans- 
portation gives them a claim to have those ])referential rail rates per- 
petuated even after water competition has ceased. 

It would seem to us that a city so favorably located as the cities 
upon the Pacific coast, and having a means of transixjrtation which 
the interior can not have, and wliich they claim gives tliem a perma- 
nent advantage over the interior, would be satisfied with that extra 
mode of trans])()rtation and that supei'lative advantage, and not join 
with the railroads in trying to defeat the gaining ot just rates for 
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their less fortunate brethren who are hu-atod in the interinountain 
station. It is also claimed by the coast cities, which, it seems to us, 
makes their contentions ridiculous, that thev are here protecting the 
intei'ests of the interior: that if this bill is passed it must of neces- 
siiv mean an increase of rail rates to the interior points; and it is, 
indeed, ludicrous to note the crocodile tears shed by our coast advo- 
cates because of the harm we are doin^ ourselves by advocating this 
measure. 

Water competition from the Atlantic to the Pacific and from the 
Pacific to the Atlantic ceased entirely in September, 1915, by the 
temporary closing of the Panama Canal by slides. On or about the 
l.^t of February, 1S)1(), the American Hawaiian Steamship Co. and 
the Luekenbach Steamship Co. notified shippers that, on account of 
the Eurojjean war, they were going out of the coastwise business. 
During 1910 and 1917 the Interstate Commerce Commission found 
in two different decisions that there was no controlling water com- 
petition between the two coasts, and yet for a period of two years 
S|)okane and the other interuuumtain communities suffered a. dis- 
nimination which was unjust and condemned l)y the law and by 
fonner decisions of the Interstate Commerce Commission, wiiich 
liold in effect that rei)arati(m will not be given for mere discrimina- 
tion: they have suffered a wrong for which there is no remedy. 

1 think it can U* said, as a general principle, with certain limita- 
tions, of course, that the shipper is not ctmcerned so much in the 
amount of the freight, i)roviding his commodity moves freely, as he is 
in having a rate which is not discriminatory, and this is particularly 
true of communities. The census of 1910 shows that the inland em- 
pire, of which Spokane is the center, produced in natural wealth 
approximately $147,()(K),000, and during that time the Puget Sound 
country produced ajjproximately $97,000,(K)0, and yet the density 
of |X)pulation is much greater in the Puget Sound country than in 
the inland eanpire. The inland empire has a population oif between 
fi and 7 per square mile, while the Puget Sound country has some- 
thing like 28 per square mile. A large part of this unnatural growth 
i> due to the favoritism given the coast in freight rates. I have 
lx»fore me a shipping bill where a carload of tallow was shipped 
hv E;. H. Stanton & Co. to Chicago, 111. Instead of this car being 
s^hipped direct from Spokane to Chicago, 111., as you wcmld naturally 
e'xpect it to V)e, it was billed Spokane to Seattle and from Seattle 
to Clncagc» right back through the city of Spokane, from whence it 
started. You naturally are curious to know why this car was 
hauled over 700 miles more than it was necessary to haul it to get 
it to Cliicago. The reason was this: The lard weighed 0*2,100 
pounds, and the rate on that car of lard if shipped direct from Spo- 
Kane to Chicago was $1.25 per hundred, or the sum of $770.25 for the 
oar if shipped direct from Spokane to Chicago. It moved to Seattle 
at n rate of 50 cents per hundred and from Seattle to Chicago, 
directly through Spokane, at a rate of GO cents per hundred, or a 
total of $1.10 per hundred and a total for the car of $088.10. In 
other words, the car was hauled 700 miles for nothing and the North- 
cm Pacific Railroad Co. paid $93.15 for the privilege of hauling it 
that 700 extra nuks. 

(Stanton bills received and hereto attached.) 
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Exhibit A. 

Spokane, Wash., Nov. 27, 1911. Shipper's No. : 23t5()0. Hy Xortheru Pacific 
Railroad Co. 

Consigned to: E. H. Stanton Co. Destination: % H. I. Norton Co., Seattle, 
Wn. Car initial : C. & N. W. Car No. : 1039(5. 

No. packages: 189. Description of articles and special marks: Bbls. tallow. 
Weight subject to correction : 62,100. Prepaid. 

E. H. Stanton Co., Inc., shippers. Per Beckwith. 

Indorsed on face: Grig, sent to Norton C<»., Seattle, 11-29-11 to deliver 
Ry. Co. 



Seattle, Wash., 1911. Shlppei-'s No. : 23610. Ry Northern Pacific Railroad Co. 

Consigned to: John Miller & Co., Chicago, 111. Car initial: C. & N. W. Car 
No.: 10396. 

No. packages: 139. Description of articles and si>ecial marks: Bbls. tallow. 
Weight subject to correction: 62,100, 

Via N. P. C. & N. W. 

E. H. Stanton Co., Inc., shipoers 

Take the wool situation for instance. It is a known fact that there 
is little wool produced on the Pacific coast. Wliile the interior, like 
Pendleton, Oreg., Cheyenne, Wyo., Salt Lake City, Utah, and 
Nevada, eastern Washington, and western Montana, are the large 
wool producers of the West, and yet the rate on wool from Spokane 
to Boston was, prior to the recent adjustment, something like $1.75 
per hundred, while the rate from Seattle to Boston was $1 per hun- 
dre. This rate was made upon the theory that wool moved by water 
from Seattle to Boston, but in order to do that the wool first had to 
be moved from the interior to Seattle, and it does not seem to us that 
if water competition on wool was the real reason for making a low 
rate on wool to Boston that it would have been made from the inte- 
rior where wool is produced and where the ships can not come to 
get it, rather than to move the wool to the coast where the ships 
could get it. We think it is a part of the general scheme of the rail- 
roads of the country, backed by the Pacific coast cities, to favor the 
Pacific coast at the expense of the interior. It is impossible for a 
community subject to such a discrimination as the interior has been 
subjected to to grow in its just and proper proportion. The dis- 
crimination enters into ever}'^ activity of the community. For in- 
stance, a bridge was built last year at Priest River, Idaho. In build- 
ing that bridge there was 85^ tons of steel used. The steel was 
shipped from Jacksonville, 111., and the freight was $1,547.41, while, 
if that same steel had been shipped right through Priest River on to 
Tacoma or Seattle, the freight would have been $966.38, or approxi- 
mately $600 less. In 1912 the Old National Bank Building, a 15- 
story building, was built in Spokane, and the freight upon the steel 
used in that building amounted to just exactly $22,360. More 
than the same steel would have cost had the building been erected 
on the Pacific coast. 

The Union Iron Works, of the city of Spokane is a large manufac- 
turing establishment engaged in manufacturing mining machinery 
and milling machinery. A similar plant in Portland, Oreg., could, 
prior to March, 1918, ship its raw material to Portland, Oreg., and 
ship the manufactui^ed product to Wallace, Idaho, 140 miles east of 
Spokane for 29 cents a hundred less than the Union Iron Works 
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could get its raw material from Pittsburg and ship the manufac- 
tured product to Wallace, Idaho. A haul of approximately 940 
miles farther for 29 cents per hundredweight less. 

The whole scheme of rates has been made in the past with the view 
of favoring the Pacific coast against the interior. We discovered 
last fall, when we succeeded in getting a large packing plant to locate 
in Spokane, that the live-stock rates from Montana, Idaho, and 
Wyoming points were practically the same to both Spokane and the 
Pacific coast, though Spokane is nearer the source of supply by an 
average of 400 miles. These live-stock rates were simply other 
examples of the favoritism for which our coast friends fight so hard 
to maintain. 

I have here an exhibit which gives a large number of the rates 
from eastern defined territory to Spokane and the coast, and also an 
exhibit which was introduced by Mr. Blakely, general freight agent 
of the Northern Pacific Kailroad Co. in Spokane in December, 1916, 
in which he testified that if the coast rate was applied to Spokane it 
would cut the Northern Pacific rates back to Fridley, Minn., a dis- 
tance of approximately 1,286 miles, and I wish that this exhibit could 
be given careful consideration, as it contains a tabulation of the rates 
from eastern defined territory to the coast and the corresponding 
rate to the most distant point. It illustrates that on account of so- 
called water competition the railroads have built up a tariff system 
whereby they charge more to points inland than they do to the 
Pacific coast points over 1,200 miles longer haul. As an illustration 
of this system I have prepared a map which I desire to introduce 
at this point, also an exhibit of the rates to which I have just referred. 
(Map marked "Exhibit B.''^) Also Exhibit C, being Blakely 
exhibit. 



1 Exhibit B not printed. 
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You will note the narrow fringe along the Pacific coast from Can- 
ada to Mexico, which is called the favored area, being but a few miles 
in width and containing a population of 2,000,600 people. While the 
territory between that eastern shaded line and the western shaded 
Hue is the territory discriminated against and extends from Canada 
to Mexico and is approximately 1,300 miles from east to west and 
contains a population of 13,000,000 people. I desire to call your at- 
tention further to that map and ask you to follow the black line in 
the north, which starts at Albany, N. Y., thence to Bluffton, Minn., 
west to Billings, Billings to Butte, Butte to Spokane, Spokane to 
Seattle. Now, the rate on a carload of binder twine from Albany, 
N. Y., to Bluffton. Minn., is 76 cents per hundred pounds, while that 
same car will be carried through Bluffton, through Billings. Butte, 
and Spokane to Seattle for 75 cents per hundred pounds, wnile the 
rate to Spokane is $1 per hundred pounds and to Butte $1.10 per him- 
dred poimds. Now, move your ej^es down on that map and follow 
the black line from Pittsburgh to Denver, Denver to Salt Lake, Salt 
Lake to Eeno, Reno to San Francisco. The rate of structural steel 
from Pittsburgh to San Francisco right through Denver, Salt Lake, 
and Reno is 05 cents per hundred pounds, while the rate on that same 
tarload of structural steel if stopped at Reno, some 200 miles shorter 
distance, is $1 per hundred. Now, that is not the worst of it. There 
are large steel plants at Pueblo, Colo., and Pueblo takes the Denver 
rate. Now, the rate from Pueblo on structural steel to San Francisco 
IS 40 cents a hundred, while if that same carload of steel was stopped 
at Reno from Pueblo, the rate is 75 cents per hundred ; in other words, 
they charge Reno 10 cents a hundred more, for steel shipped from 
Pueblo than they charge San Francisco for steel shipped from Pitts- 
burgh, while the distance from Pueblo to San Francisco is 2,768 
miles and the distance from Pueblo to Reno is but 1,888. Now. if 
tiiere is any man on the face of the green earth who can justify that 
sort of a rate on the ground of water competition or any other com- 
petition, I would like to have a photograph of him. 

The Interstate Commerce Commission has attempted to do it, but 
in their attempt they have the anomaly of allowing a rate from 
Pittsburgh to San Francisco of 65 cents per hundred on the ground 
of water competition from New York to San Francisco, while at the 
same time the rate from New York to San Francisco on structural 
steel was 75 cents a hundred, although the boats could take the struc- 
tural steel fi-om the piers of New York, but in order for it to move 
from Pittsburgh by water it had to move from Pittsburgh to New 
York by rail at 161} cents per hundred pounds, which had to be added 
to the water rate from New York. 

I am exceedingly sorry that I was unable to appear before this 
oonimittee in person and< hear the testimony given by the representa- 
tives of the interior cities, such as Chicago. I understand there were 
a number of representatives who appeared in opposition to the bill, 
and I venture to say that not one of them but came from a citv which 
for years has been favored by some sort of discrimination. Oommis- 
rfoner Clark, of the Interstate Commerce Commission, when he ap- 
peared before the Senate committee stated that an absolute long-and- 
short-haul clause would upset a very desirable condition in the North- 
fast, but when questioned by Senator Poindexter he stated that this 
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territory had less violation of the fourth section than almost any 
other territory in the country. When Commissioner Clark was 
asked by Senator Poindexter the condition along the Gi-eat Lakes he 
stated that there was practically no violation of the fourth section 
at the present time, because the railroads had acquired the boats on 
the (ireat Lakes, so that on the Great Lakes they had done exactly 
what they had done in other sections of the country where they had 
been permitted to do so by acquiring and controlling the water car- 
riers or else putting them out of business. Mr. Mann stated in his 
testimony before the Senate committee that the canal company at 
one time got an injuction against the Baltimore & Ohio Railway Co. 
restraining it from operating its railroad along the canal because the 
engines scared the mules on the towpath, but he did not carry the 
ilhistration to the end and show that the railroad bought the canal 
and turned tho mules out to pasture, where they have been over since. 

I was born on a tributary on the Mississippi River and can very 
well remember when boats made their regular trips up and down the 
Mississippi and its tributaries. You may ride now from St. Paul to 
New Orleans on the railroad skirting the banks of the river and you 
can see hundreds of boats tied up at the banks and rotting at the 
piers. This has been brought about by the system of rail rates 
against which we are protesting. It has been said by some of the 
opponents of this bill that it would have a bad effect upon the Gov- 
ernment control of railroads during the war, but I can not conceive 
of how this bill could in any manner whatever interfere with the 
Director General of Railroads in his operation of the lines. On 
the other hand, I believe it is one of the most important pieces of 
legislation Congress has before it. There never had been a time in 
the history of the United States when traffic has been so congested 
and it has been so important to our future welfare to have frei^jht 
move, and it may mean the winning or the losing of the war. What 
would not any of us give to-day to have the boats plying upon the 
canals and rivers? And a very great effort is now being made to 
reestablish water traffic both upon the interior waterways and upon 
the oceans. Do you consider it possible to set one to invest in boats 
and barges for use during the war only ? If they look forward to the 
use of their boats and barges after the war, they must be protected 
by legislation such as we are asking for so that the railroads will not 
be permitted to drive them out of business in the future as they have 
done in the past. The Interstate Commerce Commission has at vari- 
ous times stated that if railroad rates were increased at certain 
terminal points it would have the tendency to bring back water trans- 
portation, and the carriers have been allowed to continue discrimina- 
tory rates upon that ground and permission panted the carriers to 
maintain less than reasonable rates at the terminal points and higher 
rates at the shorter-distance points. 

Ever since the beginning of this fight by the interior, which was 
commenced by Spokane some 29 years ago, the carriers have main- 
tained that any I'eduction in rates to the interior would mean that 
they would have to go out of business at the terminal points. When 
this Spokane case was first started they were charging in many in- 
stances twice as much to Spokane as to the coast. I have in mind 
canned corn from Iowa. The rate from Iowa to the coast was $1 a 
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hundred; that same com, if stopped at Spokane, was charged $2; 
and yet in 25 years the rates have been radically reduced at the in- 
terior points and the differential has been narrowed, and yet we find 
the rail carriers just as keen for the coast business to-day as ever 
they were, and the whole ar^ment against this bill, as presented by 
the railroads and the coast interests, is that if they are not allowed 
to charge more for the shorter haul than for the longer haul they will 
have to discontinue the business of the longer haul. Upon that asser- 
tion they base their whole argument. I was present at a banquet 
given to the late J. J. Hill in Spokane a short time prior to the open- 
ing of the Panama Canal, and I heard Mr. Hill say that he would 
make the Panama Canal grow up with lily pads, and that he would 
do it without discriminating against the ulterior points. His pro- 
posal was that he would put on through trains from the East to the 
West, which would be made up of large cars very heavily loaded 
and move with the speed of express passenger trains. Last Decem- 
ber, 1917, the star witness of the carriers, in supporting the proposed 
rates, which went into effect March 16, 1918, stated to me that he had 
made up his mind that if water competition returned, even to the 
great intensity of just after the opening of the canal, that the rail 
carriers could meet that intense water competition without discrimi- 
nating at any less distant point. That it could be done by building 
large cars and by increasing the loading requirements. When sched- 
ule C was put into effect in 1915 the rates to both the interior and the 
terminal points were very greatly reduced, and upon these reduced 
rates the railroads made more net money than they ever had made 
before. This was accomplished by increasing the minima and re- 
quiring the cars to be loaded to capacity. By this method of making 
rates the general average increase per car, taking schedule C as a 
whole, was as follows: Average increase earning per car under 
schedule C, — . 



Spoirukp. 



A. 



57.92 



B. C. I D. E. • F. 



$57.05 $74.70 . $46.00 ■ $59. H3 , $30. .t6 
44.75 44.75 I 37.89 37.89 38.20 

I ' ' 



Some of the items were increased in enormous amounts. Take, for 
instance, canned goods. By increasing the minimum from forty to 
sixty thousand pounds, tlie earnings per car were increased from — 



A. I B. I (\ , D. ; E. 



'^f'okane | $186 

<''»w ■ 70 



F. 



$144 ' $160 $128 $144 ■ $08 
70 70 90 , 90 110 



Take bar iron. The minimum was increased from forty to eighty 
thousand pounds and the revenue per car was just doubled, or to 
Spokane it was increased. 



A. 



«>P0I»|» $408 $3»i $344 ! $292 I $308 

C«UI 280 200 200 120 I 120 



F. 



S26h 
IX 
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This testimony bears out the prophecy of Mr. Hill and shows that 
while they reduced the rate in schedule C they increased their net 
earnings on the same business, the same movement of commodities, 
so that the argument made by the opponents of this bill that the rail- 
roads would nave to go out of the coast business if this bill was 
passed is proven by their own witnesses to be a fallacy. It is inter- 
esting also to know that the opposition to this bill comes from the 
blanketed territory and the coast temtories entirely. Now, if 
Pittsburgh, for instance, or Chicago had to pay more for lumber 
shipped from the Pax^ific coast than New York, you would hear a 
wail that would be heard in every department of our Government, 
but when lumber is shipped from the Pacific coast Chicago gets a 
lower rate than Pittsburgh and Pittsburgh gets a lower rate than 
New York. The same is true of magnesite, which is produced very 
largely in Spokane territory. When magnesite is shipped to Chicajro 
it gets a lower rate than Pittsburgh, and when it is shipped to 
Pittsburgh, Pittsburgh gets a lower rate than New York and on no 
eastbound commodity is the fourth section violated east of the 
Missouri Eiver. 

I am firmly convinced that our coast friends care nothing for water 
transportation except as a means of compelling preferential rail 
rates. Mr. Jacobs, an extensive shipper of cannetl goods from 
San Francisco to eastern markets, testified in San Francisco in 1916 
that a number of years ago the merchants of San Francisco or- 
ganized a boat line for the purpose of compelling the railroads to 
lower their rates. That they ran the line for a few yeai-s and lost, if 
I recollect correctly, $350,000; that they pocketed their loss, but in 
the reduction of rail rates they made some $5,000,000, and threatened 
the railroads and the commission in 1916 with that same treatment 
if the carriers raised the rates to the coast and if the commission did 
not permit the carriers to continue to charge more to the interior 
than to the coast. Tliis witness was put on before the commission 
by the San Francisco Chamber of Commerce, and for the express 
purpose of blackmailing the railroads and the Interstate Commerce 
Commission into continuing preferential rates, and Mr. Jacobs fur- 
ther testified that he was in the East in 1916 and saw Mr. McAdoo 
and other prominent people with the view of interesting them in 
putting on just such a blackmailing line of boats. 

It is a favorite argument of those that are opposed to this kind 
of legislation to say that if this bill is passed it will do great injus- 
tice to the long line of railroads which is competing witli the short 
line. I think that this is just as fallacious as the argument they used 
in favor of water competition. Why should not the traffic move over 
the short line? Why should the long line have the right to com- 
pete with the shoit line unless it could do so witliout discriminating? 
The fact that that system has been permitte<l has led to a regular 
railroad monopoly. Take, for instance, the Northern Pacific from 
Spokane to Tacoma ; it is some 90 miles longer than the Milwaukee, 
yet to meet the situation the Northern Pacific at one time started to 
build a cut-off between Lind and Ellensburg, which, if it had been 
built, would haA'e made the Northern Pacific the short line between 
Spokane and Tacoma. They actually did build some 18 or 20 
miles, but as railroads, in the exercise of their Cirod-given right to 
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monopolize, as they always do, they got together with the Mil- 
waukee, and some sort of an agreement was made, tentative or other- 
wise, wliereby the Milwaukee passenger trains would make no better 
time between those points than the Northern Pacific and the freight 
moved between those two points should move at the same time over the 
Milwaukee as the Northern Pacific, and the Northern Pacific was 
allowed to compete at Seattle and Tacoma and violate the fourth 
section all along its long line, so why should it build its short line? 
That sort of a combination or agreement illustrates wliat the railroads 
always do in these matters. Take, for instance, the fight which 
has been carried on before the Interstate Commerce Commission for 
the past two years. The Northern lines, and I also believe the 
Union Pacific, Avere in favor of removing the discrimination existing 
when the boats went out of the coa.stwise business, and they actually 
<ent representatives to the Interstate Commerce Commission for the 
I)Ui7)ose of saying to the commission that they thought the rates 
should be readjusted on account of changed conditions, but the 
Southern Pacific Raih'oad used the influence of its Sunset route 
through Galveston and held a club over the other roads and com- 
pelled them to fight the case; and it is very significant that during 
that whole two years of litigation the Southern Pacific, with their 
attorneys and traffic representatives, were the ones who carried the 
laboring oar and carried on the bitter fight; and it is also significant 
that tlie opposition to this bill is being presented by the Southern 
Pacific traffic managers and their attorneys ; and Mr. Spence, who was 
the star witness in the last, two years' fight, is found again before this 
•xmimittee and the committee of the Senate as the star witness in 
opposition to the bill. 

Before the Senate committee I asked the railroad attorneys whether 
they were representing the United States Govermnent or the director 
ireneral or the interests of the railroads, and they replied that they 
were representing the reversionary interest of the railroads, but when 
asked whether or not the reversionary interests of the railroads were 
paying them or whether they were drawing their pay from the reve- 
nue of the Government derived from freight rates they said they did 
uot know. I was interested in hearing Commissioner Anderson say 
to the Senate Committee on Friday, January 11, that the collection of 
freight charges was a species of taxation. If that is so the unjust tax- 
ation collected from the interior in the past two years since water 
•ompetition ceased, as found by the Interstate Commerce Commis- 
;^ion, in comparison makes the Bost(m Tea Party seem like the sulk- 
ing of a wilful bunch of unruly boys. 

In order that you might get an idea of what it means I have at-' 
tempted to make an estimate of the increased revenue to the carriers 
^vhich will result by the increase of the Pacific Coast terminal rates to 
the level of that of the interior and the increases upon which export 
traffic through the Pacific coast ports and I am convinced that it will 
amount to at least six millions per year and I am also convinced 
that that estimate is too low by at least five million. In other words 
^ince the cessation of water competition in February, 1916, to Feb- 
niary 1, 191R, the business interests of the Pacific coast terminal cities 
will have received subsidies to the extent of from 12 to 20 millions 
•>f dollars, receiA-ed in the shape of less than reasonable rates. 
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The tianscontinental carriers in the hist Spokane case submitted 
a statement of tonnage compiled from their records, giving the 
transcontinental tonnage to the Pacific coast terminals and the in- 
termediate territory for the months of January, April, July, and 
October, 11)10, which shows the following: 

Tons. 
Total of transcontinental tonnage, domestic and export for above 

period 1, 745, 925 

Deduct export tonnage 240, 191 

Coast and intermountaiu tonnage 1,505,734 

Deduct coast domestic tonnage 506, 730 

Intermountain or excess-rate tonnage 999,004 

The above figures represent four months; for one year we have the 
following : 

Tons. 
Coast domestic tonnage 1,520,190 

Intermountain or excess rate tonnage 2,994,312 

The average excess in transcontinental rates to intermountain ter- 
ritory is r»pproximately 20 cents per hundred w'eight, or $4 per ton. 

In other words, the intermountain territory has been paying ap- 
proximately $4 per ton as an average, more than Pacific coast ter- 
minals u[)on similar traffic, as a whole. 

From the foregoing figures the following is demonstrated : 

Average excess transportation tax paid l».v interniounlain r»'rri- 
tory : 

Per year _ _• __ _. _ .fll. m)7, 24.S. 00 

Per numth 998, 104. (H) 

Per day 38.270.00 

Average excess war transportation tax tlnit will liave tn be paid 
by intermountain territory upon similar amount (»f trattic : 

Per year 3ii9, 917. 44 

Per montb 29,993. 12 

Per day Jm9. 77 

Approximate average loss of war-tax revenue on transconti- 
nental traffic for Pacific coast terminals: 

Per year 182,422.80 

Per montb ir>. 201. 90 

Per day .icKi. 7:^ 

Approximate average loss on revenue transcontinental traffic to 
Pacitic coast terminals : 

Per year li. OSO. 700. OO 

I'cr montb . 506. 78t>. 00 

Per day ., (5.S91.«mi 

Approximate loss above shown represents only the loss if the 
terminal rates were (mly as high as the intermediate rates, and if 
rates were to be constructed up<m a basis to comi)ly with sections 1, 
2, and 3 of the present act to regulate conunerce the loss would he 
C(msiderably greater than the estimates shown. 

I desire for a moment to call your attenti(m to the great ectmoniie 
waste caused by this manner of making rates. Couunissicmer Proiity. 
in the original percentage case, said: "It is n manifest eccmomir 
waste to haul traffic over the Cascade Mountains and back agniiK 
The interests of the carriers and of the public as nnich retjuire that 
this business should stop at Spokane instead of going on to Seattle 
as that it should originate in the Middle West instead of upon the 
Atlantic seaboard." For the purpose of illustration of this great 
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iHMmoniic waste of transportation as a result of the present rate 
.system under the existing fourth section of the act, I want to refer 
you back to the figures above shown tliat the approximate annual 
(Itmiestic tonnage to the Pacific coast teruiinals for the year 1916 
was 1.52().11H) tons. The average car is usually loaded about '20 tons 
to the car. Divide this into the total coast domestic tonnage and it 
will l>e found that it would require 70,000 cars to handle this 
1.520.1HO tons of domestic coast tonnage. It has been estimated by 
variou.s parries at various times that approximately '25 per cent of the 
(oast domestic tonnage is distributed back to the interior, and the 
haul hack to tlie interior the cars would load about 10 tons to the 
«ar. which would be 39,000 out of the 76,000 cars. Assume, then, that 
it requires approximately from four to six days more time to bring 
this traffic to the terminals, thence back over the same rails to the 
interior points, than it would reijuire if distributed from the logical 
interior intermediate distributive point, you would, under this pres- 
ent rate system be using the railway eijuipment upon this proportion 
of the tniffic that is ultimately used in the interior 152,000 car days 
wasted every year, to say nothing about the waste of man power, 
wear and tear of equipment, and increased oi)erating expenses to 
the carriers themselves. 

The very purpose of making a lesser rate to the more distant point 
is to encourage the movement of traffic the lon^ way. Mr. Graflf, 
>ecretary of the Boise, Idaho, Commercial Club, in Spokane in 1916 
testified' that a car of canned goods would move from Boston, Mass., 
to Seattle or Portland at a rate of 75 cents per hundred pounds and 
from Seattle back to Boston at a rate of 62i cents per hundred 
l)oiinds. or a through rate of $1.37^ per hundred pounds for the coast- 
to-coast movement both ways. The rate one way upon the same 
goods to Boise, Idaho, was $1.10 per himdred. In other words, car- 
riers would handle a car of canned goods clear across the Ignited 
States and back again for only 27J cents per hundredweight more than 
it would charge for handling the same goods one way from Boston to 
Boise, Idaho. The approximate distance from Boston to Seattle or 
Portland and thence from Seattle or Portland back to Boston is 5,500 
miles, while the distance one way from Boston to Boise is approxi- 
mately 3.000 mile^. 

For 28 years Spokane has been protesting and fighting against the 
<ii.«criniinati<wi which is unjust, and during that entire time the nu)st 
satisfactory relief obtained was obtained by boycott and compromise 
at times wlien it seemed hopeless to expect relief by the enforcement of 
the laws. In the verj^ last decision of the Interstate Commerce Com- 
mission they find, after naming some 115 items. " some of the rates 
are not Tmreasonably low, and no relief should be granted as to the 
rates on such commoditias even under conditions similar to those 
which eixisted the year following the opening of the Panama Canal," 
and vet these very rates were in violation of the fourth section of the 
act for all these years, and the interior was con.stantly protesting 
against the continuation of the discrimination. 

Tlie rates that wei-e proposed by the carriers in the tariff offered in 
compliance with the last order of the Interstate Commerce Commis- 
saoD are still less than reasonable to the Pacific coast terminals 
according to the railroads, thus causing an extra burden upon the 
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interior and requiring higher rates to those points than would be 
necessary if the Pacific coast terminal rates were established on a 
reasonable basis. Had the first report of the examiner been adopted 
the rates to the Pacific coast terminals would have been practically 
upon a reasonable basis, and the city of Spokane would have had a 
lower rate from eastern defined territory than the coast terminals^ 
which every reasonable man would agree she is entitled to under 
present conditions. 

Mr. Toll, the witness for the rail carriers at Portland, Oreg., in 
November, 1917, testified as follows: 

Mr. Campbell. Mr. Toll, as I understand it, when these rates were proposed 
to the coast, you did not attempt to fix reasonable rates to the coast — tlie pro- 
posed rates to the coast? 

Mr. Toll. No. 

Mr. C\\MPBKLL. And if tlie projHisjil. as sujrjrested I).v Mr. Lothrop this luoru- 
Ing was carrie<l into effect you would be obliged to put perhaps a much higher 
rate to tlie coast than you have proposed in this adjustment? 

Mr. Toll. In many cases. 

Mr. Campbell. In other words, because the commission connnented on the 
possible return of water competition you felt justified in still carrying a les.< 
than reasonable rate to the coast? 

Mr. Toll. That Is true. 

Mr. Campbell. In a great many of the items — prol)a])ly not all? 

Mr. Toll. In many of the items. 

Mr. Campbell. Possibly all excepting those 115 items? 

Mr. Toll. Well, I think even in that case those rates are less than rea.sonable. 

Mr. CAMPBEI.L. So that in this adjustment the coast is getting a nuich more 
favorable adjustment than if you carried out the proposal made by Mr. lA)throp? 

Mr. Toll. Yes, sir. 

And when Mr. Lothrop was jDressed as to his suggestion that the 
rate should have been offered to both interior and to the coast upon 
the basis of reasonableness admitted that tlie fixed rates upon such 
a basis would take from one to five years and that what they really 
wanted was as much delay as possible. 

Mr. Wettrick, manager of the traffic biueau of the Seattle Chamber 
of Commerce, also testified in December, 1917, in Portland, that the 
rates which were then in force were subnormal, and yet he and the 
other coast cities were fighting to hold those subnormal rates at a 
time when they were compelled to admit there was no controlling 
water competition, but potential competition only. Those same 
forces are here before this committee backing up the railroads in 
their opi:)osition to this bill and fighting for a less than reasonable 
rate. It can not be denied that when one .section of the country'' is 
given a less than reasonable rate some other section of the country 
must be charged a more than reasonable rate in order to make up the 
deficit caused by such a rate structure. 

In closing I wish to go on record as in favor of an absolute long 
and short haul clause as provided for in the bill now under consider- 
ation before this committee. 

The Chairman. We will now hear Mr. Freehafer. 

STATEMENT OF MR. A. L. FREEHAFER, MEMBER OF PUBLIC 
UTILITIES COMMISSION OF IDAHO, BOISE, IDAHO. 

Mr. Freehafer. I am a member of the Public Utilities Commission 
of the State of Idaho, and in my official capacity represent the 
people of that particular portion of the intermountain country, and 
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we wish briefly to state to j'ou our complaints of the conditions as 
they have existed in the past and the conditions which we face for 
the future after this temporary arrangment ceases. 

Mr. Ha3iilton. Ai*e you satisfied with the present conditions? 

Mr. Freehafer. We have assumed all along that we would be satis- 
fied with conditions when we were placed on an equality with the 
coast, as we now are. 

Mr. Hamilton. I say, you fear after this war condition and after 
the canal navigation is restored that you may, under some order of 
the Interstate Commerce Commission, be brought back to a condi- 
tion approximating the condition that existed heretofore? 

Mr. Freehafer. AVe know we shall be brought back to face those 
same conditions, from the policy that has been adopted by the Inter- 
state Commerce Commission under the amended fourth section, as 
amended in 1010. In answer to the objections that have been made 
here to giving us relief at this time, we will say again that we must 
have a definite statement of policy before we can undertake the de- 
velopment of our country, because it is well known that the condi- 
tion existing at present is only temporary, and that we are bound to 
go back to the old conditions, and knowing these things, unless this 
fourth section is made absolute, we can not go back with confidence 
or with any basis of reasonable stability on which to establish any 
business in' that interior country. 

And we want to say that these coniplaints are not intended as a 
criticism of the Interstate Commerce Commission, but to suggest to 
you, as Members of Congress, that you should adopt a policy on this 
question. The question is, shall we permit the railroads, on the 
plea of necessity of meeting water competition to make rates so low 
as to destroy water competition or prevent water carriers from 
entering the iield. We believe that in the light of past experience we 
can say that the attitude that has been assumed by the railroads 
and that they have been permitted to carry out by the Interstate Com- 
merce Commission has, to a large extent, resulted in destroying 
water competition. They have been permitted to have control of 
water carriers and permitted to get possession of canals, the result of 
which has he<»n to junk most of our water carrying facilities, and the 
railroads have l^een doing the bulk of the transportation business 
over the rail lines entii:ely. 

We believe the time has come to announce a policy that will en- 
courage water carriers to take a more active part in all transporta- 
tion ptxiblems than they have in the past. We believe, in short, we 
should encourage the merchant marine for domestic traffic as well as 
Foi'eign traffic. This we hold to be the question of policv to be settled 
hy this bill. 

Mr. Hamilton, May I interrupt you to ask one question right 
there? And that is, whether you have made any investigation as to 
the extent to which properties engaged in water transportation coast- 
wise have entered into combinations to control freight rates? 

Mr. P'reeii.aker. The experience after the of- -ning of the Panama 
Cixnik] would not sustain any supposition of iliat kind, because a 
number of water carriers went into the business at that time and 
J^tarted to compete for the l)usiness, and that is the time when the 
ruiln)ads made the application for fourth section relief and got it 
from the Interstate Commerce Commission. 
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Mr. Hamilton. You will remember that the Committee on Mer- 
chant Marine and Fisheries, of which Mr. Alexander, of Missouri. 
is chairman, made an exhaustive investigation as to the extent to 
which combinations had been entered into by carriers coastwise; 
there was, as I remember it, a startling revelation of combination, 
fixing rates arbitrarilv. Have vou had any occasion to investigate 
that? 

Mr. Freehafer. No; we have not. But, as I said before, the 
policy adopted by the water carriers, coast to coast, after the opening 
of the Panama Canal would indicate there was no danger of unduly 
high rates on that account between coasts; the ships established rates 
much lower than the existing all-rail rates, and the railroads went 
before the Interstate Commerce Commission to get their relief at 
that time, so that the entering of the water carriers into competition 
reduced the existing rates at the coasts very materially. 

Mr. Hamilton. One of the reasons why some of the members of 
this committee voted to charge coastwise traffic toll for passing 
through the canal was that they were involved in combination, and 
the conclusion was reached that no consumer would get a commodity 
a fraction of a cent cheaper by retison of charging them no toll for 
the use of the canal. I simply wanted to interrupt you long enough 
to make that suggestion. 

Mr. S11AITGUXES8Y. I would suggest for your information that 
we will have a witness on water competition, Mr. Frank Lyon, of 
the Luokenback Steamship Co. 

Mr. Hamilton. Would it be well to turn over to combinations by 
water the whole control of the situation ? 

Mr. Escii. The Shipping Board can control coast rates. 

Mr. Freeil\fer. Just a word as to the conditions in Idaho. Xorth 
Idaho is something like 525 miles from the Pacific coast, average 
distance, and southern Idaho is an average of 670 miles from the 
Pacific coast points; and we in Idaho have suffered a greater dis- 
crimination than Spokane and other intermediate points which are 
nearer the coast. I will give just two or three illustrations to show 
how this has affected us in the interior even to a greater degree than 
to those points located nearer the coast than we are bv comparison 
with La Grande, the halfway point between Boise, Idaho, and Port- 
land, on the coast. On cotton piece goods from the eastern territory 
to the coast the rate is $1.35. The back haul to La Grande is i\S 
cents, making the rate there $2.08, while to all points in southern 
Idaho the rate is $2.27, or 24 cents higher than to the intermediate 
point halfway between Boise and Portland; that is, we are under 
a greater handicap on account of these back-haul rates than those 
halfway points between us and the coast. 

Another illustration, for north Idaho: Hardwai-e, fi*om group A, 
or the eastern points, to the Pacific coast is $1.50, the back haul to 
Spokane is 68 cents, or the rate to Spokane is $2.13, while the rate 
to Wallace, Idaho, about 100 miles farther east than Spokane, is 
$2.27, or 14 cents higher for a 100-mile shorter haul than to Spokane. 

These two illustrations are given to show that conditions in Idaho 
are aggi'avated over those of the points west of us and between us 
and the coast. 

On eastbound traffic wool is a good illustration. Portland is the 
principal wool market for the intermountain country. The rate 
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from the Pacific coast, or Portland to Boston, is $1 ; from Boise, 500 
miles farther east, $1.71. That is for baled wool; and in sacks the 
rate from Boise to Boston is $1.98. So that if it were shipped in 
sacks they could ship it 500 miles west to Portland and back again 
through Boise to Boston for less money than we can ship from Boise 
straight through to Boston, and if we are attempting to ship that 
wool to Portland to be baled we pay a rate of 77 cents for that 500 
miles, while from Portland, clear across the country, 2,400 miles 
or more, it is only $1. 

The wool center for this intermountain territory is Portland, out- 
side of the wool-producing territory entirely. That business has 
been built Up clear out of our territory. It has taken away from 
us a natural resource which we think should belong to us, because 
we produce the great bulk of the millions of pounds of wool that 
is produced in the West in that interior country, and yet under 
the rate structure that the carriers have imposed upon us of $1 
from Portland to Boston and $1.71 Boise to Boston, we have to give 
up all that business and simply sit down as producers alone and can 
not deal in the conmiodity we produce. 

Mr. iH A MILTON. You spoke about shipping wool in bales from 
Portland and shipping in sacks from Boise. Can you not bale the 
wool at Boise i 

Mr. Freehafer. It could be baled at Boise, although they do not 
do any baling there. And as I suggested, the former discriminatory 
rate allowed them to send wool to Portland and then back across 
the country to Boston, the result being that the wool-trade center 
was built up at Portland and the business was taken away from us 
entirely ; and you know how those centers of trade operate. 

They impose upon us, we think, because we are far from the seat 
of power and iimuence, and we should like to simply put up to 
you people in the intermediate East how it would appear to you 
if the freight on a carload of lumber, say, from Idaho should cost 
you ^00 at Detroit or Pittsburgh, while the rail carrier would 
«iiTy it right on through your town and over to Xew York City 
and charge them only $129 for the car. We believe there would be 
fwcJi a howl go up that they could not maintain that kind of a rate 
^ .vour territory or impose such a discrimination on you people 
nerp. They do not attempt to discriminate against the eastern m- 
^^^iediates, as they have been discriminating against our inter- 
J^'u^tain territory during all these years, because you would not 

^xtl^ HAMILTON. Is it not true that they do discriminate to some 

jj'^t along the eastern coast? 

*J^' Freehaper. There are some discriminations, but not to any 
(^ .^^tent. I understand we have some discrimination in our 
jL^'*/*'^ sugar to Chicago — we can ship our sugar cheaper to Chicago 

\f ^^'^*^^^^- l^^s not the center of population affect that any? 
\ ^^* Fheehafer. They talk about that, and I will come to that in 
\U^ a moment, in regard to production in Idaho, to show vou 
^liat we do. 

Another illustration that I want to give you of how this has oper- 
ated m the past, which will explain probably some of the appear- 
ances here before this committee, is the rate that was maintained for 
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many years until just two or three years ago on books. For many 
years tlie maximum rate to interior points was the rate from eastern 
defined territory to the Pacific coast plus the rate from the coast 
back to the interior. That was the old basis of back haul under 
which the country has been operating for many years. To illustrate 
this, the charge on 100 pounds of books from l5'ew York, Pittsburgh, 
or Detroit to the Pacific coast was $2, and the rate on this same ship- 
ment from the Pacific coast to Boise was $1.29, making the rate from 
these eastern points to Boise $3.29. 

Mr. Hamilton. Now, what would the rate have be^n if those books 
had been shipped direct to Boise from the eastern point ? 

Mr. Freehafer. $3.29. That was the rate that was maintained for 
years. Now, how was this amount divided ? What I want to get at 
here is the division of those rates and what roads got the benefit of 
this high rate on the western side. How was this amount divided 
among the roads participating in the hauls? If the shipment was 
from New York, the line from New York to Chicago got 25 per cent, 
or 50 cents, for its 1,000-mile haul, leaving $1.50. From this was 
taken 5 cents for Mississippi River toll, leaving $1.45. The line from 
Chicago to the Missouri Eiver got 15 per cent of this remainder for 
its 500-mile haul, or 21J cents, leaving $1,231. From this was de- 
ducted 5 cents for Missouri River toll, leaving for the line from the 
Missouri River to Boise $1.18J for its 1,300-mile haul. And by the 
way, that is Union Pacific lines from Omaha on through, to the 
coast. This last carrier added the back haul of $1.29, thus getting 
for its portion $2,471. 

Mr. Hamilton. Was there any division among the carriers? 

Mr. Freehafer. Of course, the through rate of that $3.29 they 
divided up among the eastern roads, the Michigan Central and the 
roads to the Mississippi country, and from the Missouri River on 
west. 

Mr. Hamilton. A back haul? 

Mr. Freehafer. We will show you where this back haul came in. 
The whole back haul went to the western I'oads. 

Mr. Hamilton. That is what I refer to. Was there a division of 
the back haul through ? 

Mr. FREEHAi-TiR. The terminal carrier got all of that. There is no 
division. They got $2,471, or 12^ cents more than their local first- 
class rate of $2.35 from Missouri River to Boise, by hauling: in car- 
loads clear across the country and back than if they had hauled 
simply from Omaha to Boise. And they started out, you remember, 
with a $2 rate clear across the countrv, and they ended up by getting 
$2.47J of it. 

If the shipment originated at Pittsburgh, the lino east of Chicago 
got only 15 per cent, and the lines we.st of the Missouri River ^ot 
largfer returns; and if originated at Detroit, still larger returns. 

This probably will throw some light on the ability of the Oregon 
Short Line Railroad, which runs right through that intermountain 
territory and serves practically the entire intermountain territoi'v, 
going from Omaha to Huntington, Oreg., just over the Idaho line, 
enabling the Oregon Shoit Line Co. to pay 10.3G per cent on its 
operating property and at the same tiuie to have accunuilated enoiigrii 
to invest $166,000,000 in stocks and bonHs of other roads which it 
owns at the present time. 
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The Chairman. Is that the one which bought out the Xew York 
Central? 

iir. Freehafer. I believe it bought 200,000 shares. It has these 
investments of $166,000,000. 

Mr. Hamilton. Take the transportation eastward. Suppose you . 
are shipping books or some other freight from Chicago through to 
Boston, or, say, to Albany ; would there be a considerable back haul 
to an eastern coast point f 

Mr. Freehafer. That is what we are complaining about. They 
impose the back haul on us in the West and do not impose it on you 
people in the East. 

Mr. Hamilton. They do not do it in the East ? 

Mr. Freehafer. Not at all. 

Mr. Hamilton. What is the argument, then, in favor of making 
no back-haul charge along the eastern seaboard and a back-haul 
charge along the western seaboard ? 

Mr. Freehafer. That is what we can not understand, and that is 
whv we are objecting. We will have to ask the carriers to explain 
that. 

Mr. Hamilton. That condition has gone now. But I was wonder- 
ing about the logic of it. 

Mr. Freehafer, That is what we have been wondering all these 
years. 

Just to illustrate with one commodity the effect on Idaho dealers : 
Iron bars from Pittsburgh to Portland, on the coast, 65 cents; to 
Boise, 500 miles nearer to Pittsburgh, $1, or a differential in their 
favor of 35 cents per hundred pounds. 

Then, in distributing from Boise and Portland under these rates : 
Diuican, Oreg., just halfway between Portland and Boise, has a rate 
out of Portland of 49 cents per hundred, and to the same point out of 
Boise we have a rate of 63 cents a hundred. These bars can be car- 
ried through all the way to Portland and back, 250 miles, halfway 
to Boise, for $1.14 per hundred, while if they were sent to Boise and 
reloaded out of there and shipped to Duncan, Oreg., it would cost 
§1.63, or a difference of 49 cents against Boise. 

Mr. Hamh-ton. Have they ever taken advantage of those local 
rates to ship to some point in your local territory and then rebill 
them to a point nearer? 

Mr. Freehafer. We could not on account of the local rate: it 
would be too high. 

Another point that was brought out the other day before the 
Senate committee was this: It was stated by the roads that these rates 
should never be made lower than absolutely necessary to meet water 
competition: that they would figure out some rate, which they called 
an equivalent rate, to permit them to meet water carriers on equal 
terms at coast points. We want to see whether they have always 
done that. The statement was made the other day that these rates 
by rail probably would be a little higher to be an equivalent rate 
than the all-water rates would be, because of the loading and unload- 
ing and the transfer at the terminals: and tiiat the railroads could 
meet this water competition and charge a higher rate than the water 
carriers would charge because of the extra conditions imposed ; and 
then, of course, the railroads have the added feature in their favor 
eoeos— 18 — ^9 
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that they would furnish quicker transportation, and people would 
give some consideration to that, so that even with a higher rate on 
the railroads they might still hold the business to the coast. 

Mr. Hamilton. That is true ; there is an advantage of time. 

Mr. Freehafer. There is an advantage of time, an advantage of 
unloading at the docks and transferring, and so on. Usually with 
the car you can run right up to your warehouse and unload from the 
cars, while from the boats there is usually a transfer, and loading at 
the water front in the East would be the same way. So that they do 
not need to make rates absolutely as low as water rates to compete 
with the water carriers. , 

The examiner of the Interstate Commerce Commission in his report 
in one of our fourth section cases shows a published rate on canned 
goods by boat from New York to the Pacific coast of 52^ cents. The 
rate on canned goods from Chicago to New York is 31^ cents. Sup- 
pose it should go from Chicago by rail to the Atlantic coast and then 
around by way of water to the Pacific coast, the rate would be 
84 cents; but they have established an all-rail rate of 75 cents, not 
only meeting water competition but putting the rate so low as to 
discourage any water carrier from going into the business of carry- 
ing canned goods around that way from Chicago. 

Mr. ScANDRETT. Supposc they took it from New York by rail, what 
would be the rate ? 

Mr. Freehafer. Then your question is, the rate from New York ? 

Mr. ScANDRETT. Thcu it would be 52^ cents water as against 75 
cents rail? 

Mr. Freehafer. Yes; but here you come to Chicago with your 
75-cent rate — haul goods from Chicago to the Pacific coast for 75 cents : 
and if you haul it cheaper than you need to, somebodj'^ else has got to 
make up that difference — to make up that loss of revenue — because 
a rate of 84 cents from Chicago would enable you to meet water com- 
petition at San Francisco. But instead of that you give them a rate 
of 75 cents. Somebody has got to make up that loss of 9 cents which 
you might otherwise get. 

Mr. ScANDRETT. Would the rate of 81 cents permit the man at 
Chicago to compete with the man at New York? 

Mr. Freehafer. That is competition between those two cities. 
That is a question as to where the commodity is furnished. 

Mr. Wood. If he could not, then the carriers from Chicago could 
not handle it. 

Mr. Freeh^er. But you give that advantage to the Chicago busi- 
ness in order to permit him to compete. 

Mr. Way. Mr. Freehafer, do you admit the right of the railroad 
to say which manufacturer shall do business and which shall not ? 

Mr. Freehafer. We are here protesting against that system of 
making^ rates. 

Mr. Hamilton. That is what the Interstate Commerce Commis- 
sion stopped. 

Mr. Freehafer. They have not stopped it there. 

Mr. Hamilton. The })ower to build up a business in one territory 
against the business in another territory by the arbitrary power 
to make rates. I assume unjust discrimination now no longer exists? 

Mr. Freehafer. It does. 
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Mr. Hamilton. Owing to the function of the Interstate Com- 
merce Commission. 

Mr. Freehafer. The very reason for that 9 cents lower rate to 

Chicago — lower than the rate from Chicago to New York and New 

York water rate to San Francisco — is made for the purpose of 

building up the Chicago canning industry ; that is to give them a 

chance to come into the San Francisco market on the same basis as 

the New York man. They are simply building up the Chicago man 

on the eijuality with the New York man. We want some of that 

equalitv m competition, generally known as market competition. 

Mr. Hamilton. Do vou not have to recognize certain necessities? 

Mr. Freehafer. If it is the policy of the Government to permit 

railroads to build up a city here and built up a city there according 

to their own desires or interests and to prevent the building of cities 

and the establishing of industries at other points, we have nothing 

to say. except that we believe it is a wrong policy. 

Mr. Hamilton. Have we not to consider the interests of the con- 
J^uming public? 

Mr. Freehafer. Sure. We are consumers out there. We want an 

even break. That illustration was simply to show the handicap 

under which Idaho is operating. We want to show how the rates 

that have been maintained operate against the development of our 

interior country. Suppose, for instance, we are installing a water 

^vstem in the city of Boise, where we have 25.000 or 30,000 people. 

Tlie iron pipe for that water system would cost more by many 

thousands of dollars than it would cost to lay the same pipe down on 

the coast 500 miles further w^est, and that added cost is a perpetual 

tax upon the inhabitants of our city because they have to pay returns 

<»n the investment; and in the building of the Arrow Rock Dam, 

^hich belong*^ to the whole country, out there near Boise — there 

^^OvS used in that dam about 16.000 tons of cement from Kansas, and 

^"«t 10.000 tons of cement took a rate from Kansas to Boise of 55 

^Ws per hundred, while the rate from Kansas to the Pacific coast 

^ss 44) cents, or a handicap against us of 15 cents per hundred 

PoiiTKh^ or on 10,000 tons of cement it amounted to $48,000 paid for 

'l^'^iin^ that cement from Kansas to Boise more than would have 

^^ pai<l for hauling it from Kansas to Portland or some Pacific 

w^ point for a haul 500 miles longer. 

?*''- Hamilton. Who built that dam? 

.*4^ari ^^*^*^HAFER. The United States Government, and they paid 

:. '^^ niore than they would have had to pav for same shipment to 

Th ^^^^ coast: 

I he Chairman. Was that in competition with the rate from 
VJ^^^^ down around by water? 

Mr, pREEHAFER. That is the only excuse thev have had for it — 
Neater e<)n^p^^;t ion. 

A httle iron bridge built up in north Idaho across the Priest 

R'wer Was calculated on a few days ago, and it was found that the 

\Ton ^hich came from Pittsburgh or some other eastern point cost 

%\500 more laid down there than the same iron would have cost 

if taken on 500 miles farther to the Pacific coast. 

T^Pse discriminatory rates apply equally on the farmer '3 wagon 
and his wife's range and all these heavy articles, and I may say 
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right here, in passing, that this schedule of class C commodities 
which we were talking about covers the great bulk of all the ship- 
ments to the interior. I believe the figures were something like 
1,900,000 tons out of some 2,200,000 and odd ton^s carried, the greater 
part of them being in this schedule, which is subject to these dis- 
criminatory railroad rates. 

It was stated the other day before the Senate committee that l>e- 
cause this system had withstood the assaults of the intermediate West 
for the last 8 or 10 yeare it must be all right: and again I want to 
ref^r to the conditions in the East. If those discriminatory rates 
had been imposed upon the eastern intermediates, do you suppose 
they could have withstood the assaults of your eastern intermediate 
cities for 8 or 10 years? I think they would have fallen long ago. 

There has been some suggestion here of our complaint at delay, and 
we have a right, I believe, to complain, because just on the 15th of 
this mcnth we got our relief from discriminatory rates, compelled, 
as we were told,T)y water competition, when it is shown that there has 
been absolutely no water competition for the last two years. It took 
us two years to get away from the paying of rates higher than the 
coast, because of water competition, and there has been no competi- 
tion there for two years. 

The railroads attempted to convince the Interstate Commerce Com- 
mission in these hearings that they should not level out these rates 
because of potential water competition. They said: "We must con- 
tinue these discriminatory rates to the interior, because these boats 
are going to come back after awhile, and it it i>ot worth while to take 
away these discriminatory rates, because you will have to put them 
back again after the water competition returns." 

It has been sug^gested here to-day, I think, that the question of 
population and the density of traffic has entered into this question, 
and we have been taunted'in the past by the statement we are small 
and our commerce insignificant, and we want to say in reply that we 
believe justice is not measured by the size of the recipient. To an 
honest nation a treaty with little Belgium is just as sacred as if made 
with the most powerful nation on the globe, and we feel that we are 
entitled to the same treatment as the eastern intermediate territory, 
even though we have not as much traffic as some of the eastern manu- 
facturing centers; but, after all, we l:)elieve we can make a creditable 
showing in traffic furnished to the railroads. Here is our showing: 
for the year 1916, taken from the annual repoi^s of our carriei*s: 

Agricultural products, 1,200,000 tons, 80,000 cai-s: products of 
animals, 280,000 tons, 20.000 cars; products of mines, 1,000,000 tons, 
25,000 cars; products of the forest, 2,200,000 tons, 110,000 cars; prod- 
ucts of manufacturers, 395,000 tons, 10,000 cars, and miscellaneous 
products, 103,000 tons, 4,000 cars; making our total production 
which we furnish to the railroads for movement per annum 5,238,000 
tons, or 255.000 cars. 

A liberal estimate of the tonnage carried across our Stftte to the 
Pacific coast ports is less than one-half of the amount furnished to 
the carriers in Idaho. 

They make the statement that these low rates to the coast fiii*nish 
only a little more than out-of-pocket cost, but if they furnish only a 
little more than out-of-pocket cost somebody nnist make up that 
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deficiency. If the traffic carried across Idaho to the Pacific coast, 
which is about one-third as much as the traffic furnished to the car- 
riA-s in Idaho, pays 1 per cent interest the other two-thirds will 
have to pay 20 per cent in order to make the carriers' income of 
over 10 pel* cent. 

We should like to put this question to you gentlemen : If there 
were no intermediates — suppose that entire and country had not 
been settled, how would the carriers meet competition at the coast? 
Who would pay the shortage in revenues if we were not there to 
make up that loss? 

These transcontinental roads were built to reach the Pacific 
coast — to take care of the transcontinental traffic. There was little 
or no intermountain traffic when they were built, but now they eay 
they can not exist without our help — without charging us rates hijrh 
enough to pay liberal returns on the value of their roads and equip- 
ment so that they may compete for the coast traffic which pays them 
little or no profit. 

Under their theory and in the light of their arguments they could 
not meet water competition at all if we of the intermountain terri- 
tory were not there to bridge them over. 

The railroads have sometimes expressed a doubt as to the wisdom 
of their policy of discriminating against the interior West. Many 
years ago Paul Morton, vice president of the Santa Fe, when asked 
why he did not try to build up the Pacific coast intermediates as he 
was building up the Atlantic coast intermediates said : '' I am not 
sure that we will not have to do that some day." We believe that day 
has crome. and the railroads should now develop the interior West. 
\Ve \ jelieve that it is not only justice to us but sound wisdom on the 
part of the railroads, and we ask you, gentlemen of Congress, to aid 
in bringing about this change in policy on the part of the railroads 
\>y giving us this absolute long-and-short-haul law. The Interstate 
Commerce Commission has expressed itself with some doubt as to 
the wisdom of its policy of granting discriminatory rates against the 
interior West. In 19il. in City of Spokane r. Northern Pacific 
Railroad Co. (21 I. C. C, 4*24) the commission said: "To a disinter- 
ested oliserver it would seem to be in the true interest of these trans- 
^^'mtinental lines, which l)egin at the Missouri River, to make rates 
which would build up interior points as against the coast. The haul 
to these points is shorter and less expensive. The distribution from 
these points is easier, but. above all. the traffic which is created at such 
a point belongs to the rail line which creates it, while the traffic which 
is fc stei'ed upon the coast is the prey of every vessel which sails the 
'^ea. Carriers in the futiu-e will doubtless adopt this method and 
will vohmtarily make rates to interior points like Spokane which 
will enable these localities to compete with coast cities.'' 

The rail carries have not done it, and that is why we are here 
asking you to help us to compel them to put us on an equality with 
tlie coast. 

The Interstate Commerce Commission seems to have finally adopted 
the theory that since the railroads have so far succeeded in holding 
the commerce of our country they must be allowed to use the weapon 
of discriminatory rates to hold it. We do not believe the right to 
transport oui> commerce belongs exclusively to the railroads. We 
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do ;not believe that our Congress has expended a billion dollars on 
rivers and harbors only for the purpose of beating down railroad 
rates at terminal points to the disadvantage of interior points. 

We believe, Mr. Chairman, that blanket rates to this western coun- 
try as maintained in eastern territory is a sufficient handicap to enable 
them to meet this water competition. We believe if we agree that 
they shall have the same rate to the coast as we pay to the interior 
for from 400 to 800 miles shorter haul, that should be enough to 
enable them to meet water competition — ^that is. if they charge a 
reasonable rate from the east to our intermediate country, jind then 
carry the commodity free: that is, with no additional charge to the 
coast they will be able to get a fair share of the tonnage on the coast 
in competition with water carriers, and we believe that is enough 
to enable them to compete for what will be a fair share of that 
tonnage. 

We are at a great disadvantage in this fight, because we must 
finance our operations by voluntary contributions or by state taxa- 
tion, while the railroads compel us to finance their fight by imposing 
upon us higher rates; and this fight will never end if this policy of 
the granting of fourth section relief by the Interstate Commerce 
C( mmission is not reversed by Congress. As soon as the water 
curriers make a reduction in a rate that will enable them to get a 
))ortion of the traffic between the coasts, the railro'ads will imme- 
diately appeal to the Interstate Commerce Commission to grant them 
relief and permit them to go into competition with the water car- 
riers. The railroads will never be satisfied with anything less than 
all of that traffic, and they will be fighting before the Intei-state 
Commerce Commission continually to take all the traffic from the 
water carriers, and we believe it is wrong to permit them to continue 
that policy. 

It seems to me that the Interstate Commerce Commission policy 
of permitting these low rail rates to the coast cities is in the interest 
of building up large cities at the expense of the building up of the 
whole interior country. New York and San Francisco and other 
big cities have not been a great success in our " melting-pot '^ theory 
of government, and we believe the policy of the (lovernment should 
he changed so as to develop the whole country. It seems to me that 
it is time for Congress to take hold of the development of our country 
to the end that we may be made a great, well-balanced Nation. 

We have millions of acres in Idaho susceptible of cultivation, but 
we must not be continually handicapped by discriminatory rates if 
we are expected to develop that country. We can not induce people 
to come in there to build cities and develop industries unless we have 
assurance that we shall he treated on an equality with the rest of the 
country. That is the thing that we w ant now above all, and that is 
the argument we bring against those who say we should not disturb 
the rates at this time because the railroads are in the hands of the 
(Tovernment. We want right now to have people who are lookinpr 
toward the West with the idea of development to know that they are 
going to he treated fairly by the railroads of the country; that they 
are not going to be discriminated against in the matter of rates in 
the future. 

We do not wish, however, to have it understood that we are dis- 
couraged, that we are poverty stricken in the West. 



Digitized by VjOOQIC 



LONG-ANEKSHORT HAUL ON RAILROADS. 135 

We have been fairly prosperous in spite of these handicaps, but we 
are entitled, we believe, to the benefits of our good climate and our 
fertility of soil and our unharnessed rivers — ^to all our God-given 
prinleges. Give us a chance and we will use them. 

The negro slave was usually happy under his master, but this was 
not, in truth, a land of freedom while he was held in slavery, and 
^vhile we of the interior West are compelled to pay tribute to the 
Pacific coast, it is not a land of equal opportunity. We appeal to 
you gentlemen that you enact this bill into law in the light of that 
sacred principle of American democracy, " Equal rights to all, and 
special privileges to none." 

Mr. Frank Lyon : I want to make a statement before the com- 
mittee on this fourth section bill in the interest of the water lines, 
^hich I represent. I can not say that I am for or against the bill. 
Congress has to decide this question of policy, but it is important 
that the committee should have the views of the water lines as to 
the effect upon the merchant marine. 

The Chairman. There will be no rush to consider the bill. There 
'^re a lot of other more important matters ahead of the committee, 
jjnd this hearing was only given for the reason that these gentlemen 
here are from the Pacific coast to attend the Senate hearing on th?s 
Proposition, and these, two days were given to them that they might 
^^t have to return again after going home. 
;J|fr. Lyon. I can be heard at any time? 

The Chairman. You can be heard at any time and you are not 
^^S to be foreclosed. 
•*he committee will now stand adjourned until to-morrow. 



OoM3irrTEE on Interstate and Foreign Commerce, 

House of Representatives, 

Tuesday , March 26, 1918. 
The committee met at 10.30 o'clock a. m., Hon. Thetus \V. Sims 
'^rrr^^'^^^an) prcsidiug. 
i he Chairman. The committee will come to order. 
Aow^ Mr. Spence, you may proceed in your own way and make 
yo«r i>xeliminary statement, and then when you are through the 
menxl-^^^^ of the committee will interrogate you; but during the time 
mv \Zi\ Spence is making his opening statement I think it would 
\^^ell that nobody interrupt him until he finishes. Proceed, Mr. 
^^'W^^; give your name and your position. 

STATEMENT OF LEWIS J. SPENCE, DIBECTOE OF TEAFFIC, 
SOTTTHEEN PACIFIC LINES, NEW YOEK CITY. 

Mr. Spence. My name is Lewis J. Spence, and I am director of 
traffic for the Southern Pacific lines ; residence, New York City. 

The CiiAiR3£AN. Now, you say Southern Pacific lines, — ^that means 
the Southern Pacific svstem ? 

Mr. Spence. Yes. 't'he views which I will express, however, are 
wpressed on behalf of all the transcontinental lines. 
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THE STATUTE. 

The first section of the act to regulate commerce requires that all 
rates shall be just and reasonable, and other sections of the act 
authorize the establishment of just and reasonable rates by the Inter- 
state Commerce Commission. The law creates no standard for the 
ascertainment of what is a reasonable rate, and no standard has been 
established by the courts. Under the later decisions of the Supreme 
Court the judgment of the commission is final unless it can be 
shown that the rate prescribed is confiscatory. All other questions 
are left to the opinion of the commission. As a practical matter it 
could hardly be otherwise, since wl>at is a reasonable rate involves 
a consideration of so many variable factors that it must in the last 
analysis be a matter of expert opinion, and the processes by which 
that opinion is reached can not be reduced to rigid rules. This 
refers to an individual rate, as distinguished from the whole body 
of rates, which may, of course, be tested by their relation to the 
return upon the value of the property. What, therefore, is a reason- 
able rate has been wisely intrusted to the determination of the com- 
mission, unhampered by anything more than the general standard 
of reasonableness which the term itself signifies. Since the commis- 
sion was invested with this power in 1906 it' has been freely exer- 
cised to such an extent that it may be fairly said that the rates now 
in effect throughout the country are, in large measure, either commis- 
sion-made or commission-approved rates. 

The third section of the act forbids any undue or unreasonable 
preference or advantage to any locality. 

A rate which is just and reasonable may, nevertheless, be discrim- 
inatory. Therefore an individual rate or a scheme of rates to a given 
point may be either unreasonable or discriminatory or may be neither. 
The determination of both questions has been entrusted to the ad- 
ministrative discretion of the commission. Both as to the issue of 
reasonableness and the question of discrimination, the decisions of 
the Supreme Court have made the findings of the conunission prac- 
tically conclusive. 

The fourth section of the act, as amended in 1910, prohibits the 
charge of any higher rates at intermediate points than at more dis- 
tant points, except when expi-essly authorized by the Interstate Com- 
merce Commission. 

The commission has administered the fourth section in accordance 
with the standards created by the first and and third sections, and 
has permitted departures from the rule prescribed by the fourth 
section only in those cases in which, in its opinion, the rate adjustment 
permitted thereby would not result either in unreasonable rates at 
the intermediate points or unjust discrimination against them in 
favor of the more distant points. Therefore the decision of the 
questions at issue in these cases has simply involved the application 
of the commission's expert opinion to the questions of reasonable 
and nondiscriminatory rates, upon which its opinion is practically 
final in all other cases. It would seem as a matter of principle that 
if the commission is to be vested with administrative discretion in the 
determination of what are reasonable and nondiscriminatory rates, 
that administrative discretion should also extend to those cases in 
which the same questions are presented under the guise of the long- 
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.iiHlshurt-lmiil rule, as in other raM»s where the question of reason- 
:il>le ami nondisiTinnnatory rates is before the coiiinus.Mon. As a 
♦puMion of lefHshitive policy, it would seem that the issue Wfore this 
nmimittee is not whetlier the Interstate Commerce Commission has 
.hUhI in an tn<1ivi<l\uil rase in the nuinner in which the memherB 
of this committee wouhl have acted, hut whether or not it should 
have the di^Tetion to decide the case at all. 

In other words, it is not assumed that this committee exi>ects to 
Mt a.s an api>ellate tribunal and review the acts of the commission 
in N|H»cific cases. To the extent that the action of the commission 
slmuld Ik» examined with a view to determining whether it should 
in future Ik» intrusted with the powers which it has hitherto exer- 
I iMMl or whether those powers shcmld be enlarged or contracted, it 
Would >eem that, as a matter of legislative policy, the committee's 
•^>nsi<lenition should be confined to the principles which the commis- 
^'u^u has prescrilnnl for its own guidance in the exercise of the dis- 
rr^'iion intrusted to it, and that the committee should not c<mcern 
iiM»|f with the cjuestion as to whether the c<mmiission had or had 
not cornH»tIy applied principles which it has pres<Til>ed to a par- 
thulnr case* arising in a particular locality. 

I shall, therefore, deal with the principles which the commission 
luis prcM-riled for its own guidance in the general administration of 
the fourth section of the law. and the propriety of continuinu the 
didn't ion which is now vested in the commission: and it is l>elieved 
that the mere statement of the principles which the commission has 
ftiunriated will demonstrate their own propriety and the wis<lom of 
ihi* dis<Teticmary power which is now delegated. 

THE FOl RTII SK(TlON AND ITS ADMINISTRATION. 

I'mler the fourth section as enacted in lss7 and construed by the 
Snpr«»me Court, the carriers freely exercisinl the privileffe of making 
loutT rates l>etween more distant points than applicable at interme- 
iliuti* iHiints whenever they were prepared to justify such rates by 
*iilMantially dissimilar circumstances and conditions. The action of 
thv carriers was then subject to review by the commission on formal 
«<»inplaint, in c<mnection with which, however, the impiiry was 
ms-t*v»,arily limited to a determination of the sole question wliether the 
(^'iiditions were or were not dissimilar: and in its pnictical operation 
Mif provisicm was of substantially no effect in governing the measure 
«'f the rates at intermediate points. 

It wa-j in the belief that this privilege had been too freely exer- 
n-ei\ by the carriei-s that the law was amended in 1010 by elhninat- 
JHjr the words '• under sii!)stantially similar circumstances and con- 
'liiiimO ufion which the Siipreme Court's construction of the law 
h,ni| lKH»n predicated. The result of this change was to prohibit the 
«litrpe of any higher rates at interme<liate points than at more dis- 
tmii |>oints except when expressly auth(U'ized by the commission. 

Recognizing that there were numy instances in which the continua- 
tion of <lepartures from an absolute long-ami-short -haul rule ^houhl 
^^ |)ermitte<l, the amendment of 1010 provideil : 

T!mt no nten or <-lmr>;«'s lawfuUy existing at the time of the |»:i«uire of xh\< 
<ini«-iMtutiir>' nv{ shtiU Ik» re<|uln*<l t«» !»e <'hanirt»il hv reaMHi of the provUloiw nf 
tM* RHtion prior to the explnithm of six months after tlie passaiire of this art. 
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nor In any case where application sliall liave been filed before the commission. 
In accordance with the provisions of this section, until a determination of 
such application by the commission. 

So that the continuance of lower rates previously established be- 
tw^een more distant points than between intermediate points was 
protected by formal applications filed with the commission \nider 
this provision of the amendment. 

It was predicted by some that the effect of this provision would so 
swamp the commission with such applications as to indefinitely per- 
petuate the existing conditions. These predictions have not been 
fulfilled. Prior to the amendment of 1910, the rate structure of the 
country was filled wuth lower rates at more distant important com- 
mercial centers than at intermediate points, due to the dissimilarity 
of circumstances and conditions. Although the applications were 
numerous and complicated, they were set down by the commission 
for hearing from time to time, and it may be fairly said that every 
important application has been disposed of by the commission. The 
remainder have either been adjusted to the orders of the commission 
or are in process of adjustment thereto. 

Under the new order of things it will be observed that, as to each 
exception to the long-and-short-haul rule existing at the time of the 
passage of the act, the commission was called upon to decide, first, 
w^hether any relief at all was justified, and, second, w^iether the 
extent to w^hich the carriers had departed from the prohibition of 
the statute was justified, and, if not. to what extent a departure 
should be permitted. The connnission has, in many instances, found 
that the conditions did not justify the continuation of lower rates 
at the more distant points. In many other instances it found that 
the conditions did justify the continuation of lower rates at more 
distant points than at intermediate points, hut required as a condi- 
tion thereof a reduction of rates at intermediate points, which re- 
duced the difference which the carriers had previously maintained 
between the rates at intermediate points and at the more distant 
points. In a few instances the commission held that the adjustment 
theretofore existing might properly continue in all respects. While 
time has not permitted a compilation of the commission's orders and 
the changes of adjustment made thereby, it is certain that such a com- 
pilation, if made, would support the foregoing statements, which, 
indeed, it is believed will not be denied by anyone who is famiUar 
with what has been done by the commission. 

In passing upon these applications the commission has considered 
the following questions: 

First, whether the measure of the rate at the more distant point 
was created by conditions beyond the control of the applicant car- 
rier. Of such conditions the chief, but not by any means the only 
illustration, was, of course, competition of carriers by water. 

Second, whether the rate thus created by conditions beyond the 
control of the applicant carrier was a subnormal rate ; that is to say, 
a rate lower than a reasonable rate for the service performed, as 
judged by ordinary standards. Those standards, it must be remem- 
bered, are the standards of the commission — not the standards of 
the earner. 

Third. Whether the rate created by conditions beyond the control 
of the applicant carrier and less than normal, as measured by the 
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usual standards of the commission, was nevertheless one that paid 
something more than the out-of-pocket cost — that is to say, the Dare 
cost of handling such freight as additional traffic — and therefore 
contributed something toward those expenses of the carrier which 
are constant and are not increased by taking such freight as addi- 
tional traffic, and may contribute something to the return on the in- 
vestment, thereby reducing instead of increasing the burden upon 
other traffic. 

Fourth. Whether the rates at intermediate points were reasonable, 
and, in relation to rates at more distant points, were not unduly 
discriminatory. 

Only where these four questions have all been answered in the 
affirmative has the commission gi'anted the application of the car- 
riers. When all but the fourth question have been answered in the 
affirmative relief granted has been conditioned upon the maintenance 
of such rates at intermediate points as prescribed by the commission. 
Thei-efore, under the requirements exacted by the Interstate Com- 
merce Commission in its administration of the 1910 amendment of 
the fourth section of the law, a new order of things has been created, 
a new adjustment of rates has resulted, and marked progress has 
been made. Under the conditions imposed by the commission it will 
Ik? observed that the carriers are not permitted to make lower rates 
at the more distant points than at intermediate points, unless the 
commission is convinced, first, that the higher rate at the intermedi- 
ate point is, in itself, just and reasonable, and, second, that upder all 
of the circumstances of the case no undue discrimination results and 
no undue burden or hardshm is imposed upon the intermediate com- 
munity or upon other traffic. These questions, under the general 
scheme of regulation embodied in the interstate-commerce act, are 
primarily within the administrative jurisdiction of the commission 
and practically beyond the review of the courts. 

To achieve these results in all rates is the prime purpose of the 
interstate-commerce act. Anyone who seeks for himself or for his 
community any better basis of rates than one so made is asking for 
himself or for his community a special privilege denied to the coun- 
try at large in the adjustment of rates. It would also seem that if 
the commission can be intrusted to administer the law in consonance 
with these principles in connection with the rate structure of the 
countrj' generally, it can be intrusted to administer this section of 
the law in consonance with these, principles. If it is not capable of 
<toing the latter, it is not capable of doing the former. Those who 
contend that the commission should be deprived of its administrative 
discretion in connection with this class of rates, and that there should 
be substituted thei^efor an inflexible long-and-short-lxr,vil rule must 
base their argument either upon the groimd that the commission can 
not be intrusted to administer the law fairly and in such a way as 
to subserve the best interest of the country at large, or upon the 
ground that the making of a lower charge for. the service at the more 
distant point, in any case, is so manifestlV unjust that it should 
lievcr Ije pjermitted. Either contention is .nii indictment of the com- 
mission's judgment and fairness, inasnuich as the commission has 
recognized that there are many cases in which it is to the interest of 
the country at large as well as to the interest of the carrieis, that 
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relief from an inflexible rule should be accorded under the law as 
administered by the commission. Those who advocate a rigid long- 
and-short-haul rule are in the position of saying that no lower rate 
should be charged at a more distant than at an intermediate point un- 
der any circumstances, even though the rate at the intermediate point 
may. in itself, be just and reasonable, and even though no unduo 
hardship or burden may be imposed upon other traffic or upon the 
intermediate point by the recognition that conditions justify a lower 
rate at the more distant point. To assert this proposition is to 
answer it. 

The whole argument that it is conclusively unjust to permit a 
lower charge at the more distant point is based upon the assumption 
that any rate which the carrier can afford to make at the more distant 
point for a greater service must be reasonable for a lesser service at 
the intermediate point. Such an argument fails to distinguish be- 
tween reasonable rates and rates which, although much lower than 
reasonable, pay something in excess of what has been termed by the 
commission ''the out-of-pocket cost." that is to say, the bare cost of 
handling such freight as additional traffic. All students of rates 
are familiar with the fact that rates are not and can not be so ad- 
justed that each rate will pay the haulage cost and contribute ratably 
its proportion of all overhead and constant expenses and return on 
investment. As frequently pointed out, the results of such a rule 
would be that many commodities could not be moved at all, or, if 
moved,' could be carried but short distances, because they could not 
bear the exaction of such a rate, Avith the result that competition in 
markets between producers as well as between transportation agencies 
would be curtailed and the conunerce of the country would he seri- 
ously circumscribed. The Avhole classification of ifreights is built 
up upon the basis that, while no traffic should be carried at a loss, 
some traffic must be carried at a rate which will contribute less pro- 
portionately to the constant expenses and obligations of the carriers 
than other traffic contributes. That this is not only just and reason- 
able but necessary to the stimulation of industry, as well as of traffic, 
is recognized by every one familiar with the transportation problem. 
There are, therefore, many rates which, although much lower tlian 
reasonable, nevertheless, pay something more than the out-of-pocket 
cost. Every such rate, whether made to meet water competition or to 
meet market competition, or whether made independently of competi- 
tion for the purpose of extending the market of any article over the 
wideM possible area and of putting it within the reach of the greatest 
number of people, not only involves no loss to the carrier ond -asts 
no burden upon other traffic but, if made for the purpose «»f abstract- 
ing to the carrier in (piestion business which wouid not otherwise 
move, relieves other traffic of a portion of the biu'den it nuist oUier- 
wise l)ear. 

A case in which permission is sought to charge less for the longer 
haul than for an intermediate sliorter haul is merely a species of 
the general class of cases above described. Where there is no element 
of long and short haul involved, no one would contend that any' 
rate of the class above described would shed any light whatsoever 
upon the question as to what would be a fullv rennmen\tive rate for 
anv distance. Neither can it be contended that a rate niade for the 
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longer service to the more distant point, which, although less than 
reasonable, pays something more than the out-of-pocket cost, is, in 
itself, any measure of a reasonable rate for any lesser intermediate 
<listance. 

The error of those demanding a change in the law, therefore, lies, 
fii-st, in assuming that any rate which is in excess of the out-of-pocket 
cost for the longer haul must be fully renninerative for the shorter 
haul, and, second, in the assumption that to the extent that the long- 
haul rat« is less than reasonable, a higher rate is imposed at inter- 
mediate points than would otherwise be charged. The reverse of 
both propositions is true. Considered solely with regard to the 
interests of the carrier, on the one hand, and the intermediate point, 
on the other, it is obvious that the railroad should not only have the 
right to take this additional business if it can make something more 
than the out-of-pocket cost out of it but that it is to the interest 
of the intermediate point that it shoidd be permitted to do f o and 
thereby lessen the burden which would otherwise be imposed upon 
other traffic. In this connection attention is called to the following 
quotations from " Xoyes on American Railroad Rates." On page 94 
he states : 

The statement thut low rntes at competitive points impo.^e lieavier l^iinlens 
upon local traffic is fallacious. The railroad could not jjet the throujjh traftic 
at ail unless it made low rates. Unless carried at an actual loss — impossible 
from an economic standpoint — it does the local traffic no harm. If it pay any 
profit— although iu.sufficient to contribute to fixe<l charjres — it reduces the 
Hmonnt necessary to be raise<l from local shipments. Low rates at competitive 
[mints by producinf? paying; business not otherwise obtainable, in the end bene- 
fits tlie local traffic by enabling; tlie railroad to reduce tlie rates thereon. More- 
<>v»»r. a reduction of through rates to a competitive point generally benefits the 
surrounding territory. Tlie low through rate to the distributing center plus 
the local rate to the near-by station is often less than the regular rate to that 
station even though it be nearer the shipping point than the distributing center. 

On page 112 he continues : 

A statute absolutely denying to a railroid the right to charge less for the 
longer haul, while seeming just at first glance, would contravene those ele- 
mentary principles which we have considered. Charges could no longer be 
I'liseil upon the value of the service. A railroad must take business from com- 
Hetitive points at competitive rates, au<l if it can not charge intermediate traffic 
proportionately more It must often go into bankruptcy. And if it must subsist 
ui>m the local traffic alone, the same result is likely to follow. Instead of the 
railroad losing money on long hauls and making it up on the short, whatever 
is reoeiveil from through traffic above the additional exiiense of earning it is 
♦*xtra and gi^es that far toward maintaining the railroad. Inequalities in 
'harges in favor of the long haul manifestly constitute dis<*riminations between 
^•^illties. but they are not unjust unless the differences in charges fail to cor- 
respond to the differences in conditions. 

The views to which we have given expression are not simply the 
views of the carriers and of economists but are also entertained by 
the Interstate Commerce Commission, as indicated by its opinions. 

It is obvious that the present law is product i^e of competition 
among carriers, while the withdrawal of the commission's discretion 
to permit such competition would tend toward monopoly in trans- 
portation. That it is the expert judgment of the commission that 
«^irti competition should be permitted whenever, in the opinion of 
the conunission, it can be permitted without casting any undue bur- 
den upon other traffic, is shown by its decisions hereafter fererred to. 
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While clearly manifesting the intention to deprive the carriers of 
any discreti<:)n, Congress evidently recognized in the delegation of 
authority to the commission the importance of a sufficiently'^ flexible 
long-and-short-haul provision to not only enable the carriers to par- 
ticipate in all business from which they might derive revenue in 
excess of the cost of transportation, but to promote a healthy com- 
petition between the rail carriers, between the rail and water carriers, 
and between the producing markets of the country, and the law has 
been so administered by the Interstate Commerce Commission. These 
results find their accomplishment in various forms. 

First. By permitting rail lines to meet the competition of water 
lines as subsequently illustrated. 

Second. By permitting a longer line to make rates between impor- 
tant terminals to meet the rates of a shorter line without disturbing 
its rates at intermediate points, provided that the rates at inter- 
mediate points on the longer line are found to be not more than rea- 
sonable in and of themselves; that is to say, a rate between two points 
which is reasonable by a short line may be less than reasonable by the 
longer line in view of the service performed, and if the commission is 
not empoAvered to authorize the longer line to meet the rates of the 
shorter line without reducing its intermediate rates, the longer line 
is compelled to retire from the business l>etween the more distant 
points. This would be subversive of public policy in that it would 
restrict competition of carriers instead of promoting it. The inter- 
mediate communities on the longer line would not be benefited by the 
inability of that line to compete for the business between the more 
distant points, nor would the interests of those communities be 
prejudiced, on the other hand, by permitting the longer line to com- 
pete with the shorter line fcr the business between the more distant 
j)oints. 

Third. By permitting a carrier serving one producing point to 
make rates to a common consuming market in competition with an- 
other carrier serving anc^ther producing point where the line of the 
first-named carrier is under some disability as compared w^th its 
competitor, as, for instance, where the first -named carrier serving the 
one print of production is a rail line and the second-nanved carrier 
serving the other point of production is a water carrier, or where, 
although the carriage from both points of production is by rail, the 
distance from the first-named point of prmluction by the first car- 
rier is so much longer than the distance from the Fecond-named point 
of production by the second carrier that the first carrier would be 
unable to make a rate which would permit the i)roducer on its line 
to meet the competition of the producer on the second line if it were 
required to maintain that rate at all intermediate points. Under an 
inflexible long-and-short-haul provision the public would be deprived 
of the incalculable benefit of this competition of producing markets. 
For example, the discretion now delegated to the Interstate Commerce 
Commission has been exercised upon application of the interested 
carriers by authorizing such rates, as follows: 

From 15 producing points in I^tah and Idaho to Chicago a rate on 
sugar, carloads, minimum weight 80,000 pounds, of 43 cents per 100 
pounds, compared with the lowest rates in effect to Missouri Eiver 
points, being intermediate points of destination, of 50 cents per 100 
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pounds, carloads, minimum weight 60,000 pounds, and 55 cents per 
100 pounds, carloads, minimum weight 36,000 pounds. The rate to 
Chicago is published under authority of Interstate Commerce Com- 
mission's fourth section order 4604 of February 13, 1915. 

[For reference.] 

KATES MADE TO MEET MARKET .COMPETITION UNDER WAIVER OF FOURTH SECTION. 

Sii^ar: California, Utah, and Idaho factories to Chicago, St. Louis, and other 
IHilnts named below to enable we.stern sugar to be sold in competition with sugar 
l>ro(luce<l in New York and New Orleans. Rate situation as foUows: 



To- 



Oinahft.Nebr.... 
Kansas Citr. Mo. 
Ottumwa. Iowa . 
rUntOD.Iowft.,.. 
Rock bland, 111. 

Chiwfo.m 

St. Louis, if 0..., 



From 
California. 



From Utah 
and Idaho. 



Carload, mini- 
mum weight. 



Pounds. 

60,000 

60,000 

80,000 

80,000 

80,000 

80,000- 

80,000 



fUWs named from California contained in Transcontinental Freight Bureau eastbound tariff 3-M, R. H 
Coantiss'I.C.C.No. 1038. 

Rates named from Utah and Idaho to Omaha and Kansas City contained in Western Trunk Line Tariff 
m. E. B. Boyd's I. C. C. No. 697. 

Rates named from Utah and Idaho to all points except Omaha and Kansas City contained In Western 
Tmnic Line Tariff 104, E. B. Boyd's I. C. C. No. A-721. 

The effect of this authority is to enable the Utah and Idaho 
producers to market their products in Chicago in competition with 
refiners at New Orleans and the Atlantic Seaboard. Of what benefit 
would it be to the people on the Missouri River, or to anyone else, 
to have an inflexible prohibition which would deprive the Utah and 
Idaho refiners of participation in the Chicago market, and deprive 
Chicago of the benefit of all of the producing markets which are 
enjoyed by Missouri River points? The only effect would be to 
?ive the New Orleans and Atlantic Seaboard refiners a monopoly of 
the Chicago market and to circumscribe the markets of the Utah and 
Idaho producers. 

From Saltair, Utah, near Salt Lake City, to Portland, Oreg., a 
rate on salt, in carloads, of 35 cents per 100 pounds is made to enable 
Ttah salt to be marketed in Portland in competition with salt pro- 
duced on San Francisco Bay and shipped by water, while rates at 
intermediate points are as high as 45 cents per 100 pounds. It is no 
hardship upon intermediate destinations that shippers at Saltair, 
Utah, should be thus permitted to market their product in Portland 
or that Portland should enjoy the benefit of competing sources of 
supply, but this would be prohibited by withdrawal of the dis- 
cretionary authority now^ delegated to the commission to grant relief 
from the provisions of the fourth section. 

J^alt. Cl. Saltair, Utah, to Portland, Oreg., via. O-W. R. R. & N. Co. and 
|J- S. L. R. R. Co., 35 cents per 100 pounds, to enable Utah salt to be sold at 
'*^»nland in competition with salt produced on San Francisco Bay andtrans- 
HTied to Portland by water at rate of 10 cents per 100 pounds. Maximum rates 
iDierniediate points 45 cents. 

Wstanw: Saltair to Portland, 904 miles.- 

Rate is nameil in O. S. L. R. R. Co. tariflT 2118-E, I. C. C. Xo. 2003. 
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From the foregoing, it must be obvious that the effect of an in- 
flexible long and short haul provision in the statute would be 
destructive . of competition between the carriers and between the 
producers of the country. 

Although the merits of the transcontinental controversy are not 
before this committee, the representatives of the intermountain 
country have approached the discussion of the fourth section as 
though this committee were an appellate tribunal to determine the 
merits of the issues involved in the transcontinental rate adjustment, 
and in justice to the committee, the conditions which existed prior to 
1910, and the changes which have resulted from the exercise of the 
discretionary authority delegated to the commission by the amended 
statute, should be briefly but clearly stated. 

Pacific coast cities enjoy the benefit of sea transportation to and 
from the Atlantic seaboard for many years before the completion 
of the first transcontinental railroad. As early as 1848 sailing 
vessels were operated with reasonable frequency between Atlantic 
and Pacific ports via Cape Horn, and this service was supplemented 
as early as 1855, upon tne completion of the Panama Railroad, by 
through service composed of steamships between Atlantic ports and 
Colon and between the city of Panama and Pacific ports in connec- 
tion with the Panama Railroad across the Isthmus. The growth of 
Pacific coast cities began and their development continued under 
these conditions, while it was not until 1869 that, upon completion 
of the Union Pacific-Central Pacific route, rail communication was 
had between the Atlantic seaboard and the Pacific coast. Even the 
material for the construction of the Central Pacific line eastward to 
the vicinity of Ogden had been transported by sea. 

Arizona did not become an intermediate territorv until the early 
eighties, upon completion of the Southern Pacific hne eastward to \\ 
connection with the Santa Fe at Deming in 1881 and to a connection 
with the Texas & Pacific at El Paso in 1882. 

Salt Lake City did not become an intermediate point until the 
completion of the Denver & Rio Grande to a connection with the 
Central Pacific at Ogden in 1883. 

Spokane did not become an intermediate point until connection of 
the Northern Pacific with the Oregon Railroad & Navigation Co. at 
Wallula Junction, Wash., in 1883. 

From this it will be seen that the development of Pacific coast cities 
has been the logical result o f the ir geographical location and their 
accessibility to sea transportation. Their advantage was a birth- 
right which they would have continued to enjoy if transcontinental 
railroads had never been constructed. 

For 20 years prior to the completion of the first transcontinental 
railroad and for more than 45 years thereafter there was uninter- 
rupted ocean service. The sailing vessels via Cape Horn were super- 
seded on October 15, 1900, bv the inauguration of a steamship serv- 
ice between New York and Pacific ports by the American-Hawaiian 
Steamship Line through the Straits of Magellan under the owner- 
ship of experienced men who had been operating the so-called clip- 
per ships via Cape Horn. By this service the time which had been 
(onsimied by sailing vessels of 120 days between New York and San 
Francisco was reduced to about 50 or GO days. Upon completion of 
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the Tehuantepec Railroad across the Isthmus of Mexico the Ameri- 
can-Hawaiian Steamship Line, with an increased fleet, inaugurated 
what was Imown as the "Tehuantepec route," consisting of regular 
steamship service between New York and the eastern terminal of 
the Tehuantepec Railroad and between its western terminal and San 
Francisco. This service reduced the time to 35 or 30 days, and was 
in addition to the service via the Isthmus of Panama, which had 
continued without interruption since completion of the Panama 
Railroad. 

It will be observed that, in spite of the construction of several 
transcontinental lines, there was a continuous expansion in the facili- 
ties of water transportation, and an improvement in the service; so 
that for nearly half a century the transcontinental lines encountered 
jH?a competition in a progressive degree. 

It was under these conditions that, prior to the 1910 amendment 
of the fourth section, the transcontinental lines freely exercised the 
privilege of making such rates as they considered necessary to meet 
water competition without any relation to intermediate rates so long 
as they were prepared to show the existence of dissimilar circum- 
stances and conditions. All traffic was regarded as subject to sea 
competition, and both class and commodity rates, with few excep- 
tions, were higher to the intermediate territory than to the coast 
cities. The degree of sea competition, of course, varied according 
to the commodity. A great many were actually carried in large 
<|uantities by vessel, others in lesser quantities, while the competition 
for others was largely, if not entirely, potential. 

Upon the applications filed by the carriers immediately after the 
amendment of 1910, which were merged with pending complaints of 
intermountain communities, the commission''s decision was handed 
<lown on June 22, 1911, about one year after the passage of the 
amended statute; and, in view of the fact that the statute granted 
>ix months for the filing of applications, no just criticism can be 
made of the time within which the case was decided, considering the 
importance of the issues involved. 

The commission held that transcontinental traffic was in fact sub- 
ject to .sea competition to such an extent as to warrant relief, but 
that the differences between the coast and intermediate rates were 
too great, and ordered that rates from the Missouri Biver to the 
mterior .should not exceed rates from the Missouri River to the 
^^ast, and that rates from the Mississippi River, Pittsburgh territory, 
«nd Atlantic seaboard territory, to the interior, should not exceed 
the rateiJ to the coast by more than 7 per cent, 15 per cent, and -25 
per cent., respectively. 

Tlie carriers brought suit to enjoin the enforcement of the commis- 
J>ion s order, claiming — 

first, that the statute was unconstitutional in that it provided no 
sUindard to be followed by the commission and was hence a delega- 
tion of legislative authority ; and 

''^cond, that if, as asserted by the commission in its opinion, the 
jaw was to be administered in accordance with the standards created 
hv the fii^st and third sections, the commission s jurisdiction ended 
^ ith the determination of the fact whether or not there was a state 
<>' facts at the coast justifying a departure from the fourth section, 
eo65a~i8 — ^10 
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and that if the commission found such to be the fact it had no 
authority to prescribe a relationship between the rates to the coast 
and to the intermediate points. 

The case was argued before the Supreme Court in October, 1912. 
and was subsequently set down by the court for reargument, and 
finally decided by the court on June 22, 1914. The court held that 
the statute was constitutional and that under it the commission did 
have the authority to prescribe a relation between the rates to the 
coast and to the intermediate points and affirmed the orders of 
the commission, the enforcement of which had been enjoined by the 
Commerce Court. 

In the meantime, the class rates were realigned and graded so that 
they were in all cases lower to intermountain destinations than to 
the Pacific coast instead of higher as they had previously been. 
These class rates apply to all of the 13.634 items embraced in the 
western classification upon which commodity rates have not been 
provided. 

By other revisions in rates which were made while the case was in 
the Supreme Court and immediatelv following its decision, the 
carriers greatly reduced the niynber of commodity items upon which 
rates to the coast cities were lower than to intermediate points, so 
(hat by these successive revisions the number of commodity items 
upon which the rates to the coast were lower than to intermediate 
points was reduced from IJOo to 449. 

The decision of the Supreme Court was almost coincident with the 
opening of the Panama Canal, through which steamship service was 
inaugurated in August. 1914, consisting of six steamship lines with 
fleets aggregating 49 steamers, with a total capacity of 1,000,000 tons 
per annum in each direction. The time between New York and 
California ports was reduced to about 22 days, and the sea rates 
which had before prevailed were substantially reduced. Many rates 
were reduced more than one-third, and the producing territory in 
the East from which the ocean lines drew their traffic extended far 
into the interior. Before the order of the commission, affirmed by 
the Supreme Court as above noted, could become effective, it became 
evident to the carriers that they would not be able to hold any con- 
siderable portion of the traffic from Atlantic seaboard territory as 
against the ocean lines at the rates then in effect. They also con- 
tended that they could not afford to apply the percentages contained 
in the commission's order to the reduced rates which they would be 
required to make to meet the canal competition, and that if they 
were required so to reduce the interior rates as n condition precedent 
to the making of rates to the coast they would have to retire from 
the business between the seaboards upon a specified list of articles^ 
moving heavily by sea. 

They thereupon requested the conunission to postpone tlie effective 
date of the percentage order as to certain specified articles moving- 
in large volume by sea until the commission could pass upon a new 
application covering these articles, which application was based 
upon the newly created competition growing out of the Panama 
Canal. This request was granted. As to such articles, new applica- 
tion was filed which was set down promptly for hearing at Cliicago 
in October, 1914. Upon all other articles the percentage order of the 
commission became effective. 
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The commodities covered bv the new application became known as 
^o!ledllle C commodities, as the carriers had divided their rates into 
three subdivisions — schedule A, embracing those upon which the 
rates to the coast were no lower than to intermediate points; schedule 
B, those ui)on which the commission's percentage orcler was applied; 
and schedule C. those covered by the new application. 

The decision in schedule C case was made January 29, 1915. The 
facts found by the commission fully sustained the contention of the 
carriers that the opening of the canal had so increased the sea com- 
lK»tition that they were unable to compete further for coast-to-coast 
traffic without making substantial reductions in their rates. The 
remaining (|uestion was whether, as a condition precedent to meeting 
the increased competition of the sea, the carriers should be required 
to apply the percentages fixed in the commission's order to the 
reduced rates made to meet the canal competition. The final order 
of the commission was to permit the making of the rates sought 
provided that where the terminal rate was 75 cents or more it should 
apply as maximum to the intermediate country from the Missouri 
River, to which differentials of 15, 25, and 35 cents should be added 
from Chicago, Pittsburgh, and seaboard territories, respectively; and 
where terminal rate was less than 75 cents, no rate higher than 75 
cents should be made from the Missouri River to the intermediate 
territory, with the application of the differentials above stated from 
ea>tern territories. The effect of this order was to reduce the rates 
to the intermountain country below those which would have resulted 
from the application of the percentage order to the rates in effect 
at the time percentage order was made, but not to make rates as low 
a^ would have resulted from the application of the percentage order 
to the reduced rates to the Pacific coast. 

In the meantime, in another proceeding the commission passed 
upon the Pacific coast cities to which the so-called terminal rates to 
meet sea competition should be applied, and, whereas, the carriers 
had for many years applied such rates to 263 cities in California, 
Oregon, and Washington, the commission required, after a compre- 
hensive inve-stigation, that they be confined to the deep-sea ports, 
and specified the ports to which they should thereafter be applied, 
which are, principally, San Francisco, Oakland, San Diego, San 
Pedix), Portland, Tacoma, and Seattle. 

From the foregoing it will be observed that after the delegation 
of authority to the commission to prescribe from time to time the 
extent to which a carrier might be relieved from the operation of 
the fourth section, the practice of making lower transcontinental 
rat(»s to meet sea competition was very greatly circumscribed. 

On September 18, 1915, the Panama Canal was closed by land- 
slides and was not reopened until April 15, 1016. By reason of the 
resulting diminution of ocean competition, the Spokane Merchants 
Association and the Xevada Railroad Commission petitioned the 
commission for a reopening of the transcontinental fourth section 
case. These petitions were filed in the spring of 1916, and were 
decided by the commission on June 5, 1916 (40 I. C. C, 35). An 
order was entered canceling the special authority given upon sched- 
ule C commodities, the result of which was to throw the adjustment 
upon those commodities back to the percentage order originally 
nmde, and then effective upon all except schedtile C traffic. Carriers 
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filed tariffs advancing the rates to tlie terminal cities. These tariffs 
upon the protest of shippers were suspended, and about the saim* 
time the Spokane Merchants' Association filed a petition asking for 
the withdrawal of all fourth section relief including that covered by 
the percentage order, upon which petition the entire matter was 
reopened. In the meantime, for the advanced rates which had been 
suspended, the carriers substituted, on schedule C commodities, rates 
which were 10 cents per 100 pounds higher upon carloads and '20 
cents per 100 pounds higher upon less than carloads than the rate?> 
authorized b}^ the schedule C decision. These rates were suggestetl 
by the carriers, not as reasonable rates, but as an advance in rates 
due to the diminished effect of sea competition, but were asserted by 
them to be fully justified by the spasmodic actual competition still 
being encountered and the potential competition presented by the 
announced intention of the ocean carriers, which had been hitherto 
engaged in the service, to resume, at least as soon as the conclusion 
of the war. 

Decision upon the reopened case was rendered by the commission 
on June 30, 1917, under the terms of which the carriers were directeil 
to remove all violations of the fourth section on or before Octo}>er 
15. This decision, while dated June 30, was not released from the 
(loveinment Printing Office and served upon the parties until July 
24. Before tariffs could be prepared and filed making the changes 
in rates necessary to conform to the order, the amendment of the 
fifteenth section of the act requiring the approval of the commission 
in advance of the filing of increased rates had become effective. 
Therefore an application to advance the terminal rates to the level 
of the intermediate rates already in effect was promptly made by the 
carriers, and testimony in support thereof was taken at Xew York, 
Chicago, and Portland, Oreg. The result has been to establish rates 
upon all classes and commodities to the Pacific coast in no instance 
lower and in many instances higher than the rates to or from inter- 
mediate points. 

The complaint of the representatives of the intermoinitain c«)untry 
who have appeared before this committee seems to be directed against 
the manner in which the commission has administered the fourth sec- 
tion cf the law rather than against the provision of the law itself, 
but inasnmch as the records clearly show, first, that extended litiga- 
tion was encountered which delayed the effectiveness of the com- 
mission's first orders for a period of about four years, after which tlie 
iuost unusual and varying degrees of sea competition were created 
by the opening of the Panama Canal, its temporary interruption by 
slides, its reopening, and its subsequent paralysis resulting from thV 
unparalleled demand for ships in other service, and, seccnd, that the 
commission would not have been justified un<ler normal conditions 
in making the order which has now been made under such abnonnal 
conditions of sea competition as have not existed for half a century 
and are never likely to exist again after the conclusion of the war, the 
charge or insinuation that the commission has procrastinated in the 
exercise of its authority and that the order whicli was finally entered* 
to require the transcontinental lines to cancel all exceptions to the 
long-and-short-haul i)rovision, might have been properly made a 
long time ago, is an unwarranted reflection upon the integi-itv, the 
diligence, or the intelligence of the Interstate Commerce Commission. 
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REASONABLE RATES. 

I will now take up the subject of reasonable rates. 

Primarily, it is just and reasonable rates to which every com- 
munity is entitled. During the course of the transcontinental con- 
troversy the commission has taken several thousand pages of oral 
te^tilnony and has received many hundreds of carefully prepared 
exhibits bearing upon the different phases of the situation. Mani- 
fe'^tly, this committee can not undertake to develop all the facts 
upon which the commission has acted, or all the merits of the contro- 
vei-sy as they seem to appear on either side thereof, but in view of 
tlie manner in which the quer tion has been presented by the repre- 
sentatives of the intermountain country it becomes necessary to go 
into a few of the fundamental questions affecting the particular case 
which they present. It can not be assumed that the intermountain 
people consider that they are entitled to any better adjustment of 
rate^ than that prescribed for the country as a whole, namely, a 
reasonable and nondiscriminatory basis of charges, nor is it to be 
a^-unle(l, if they do consider that they are entitled to something 
more, that Congress will concur in that opinion. It therefore be- 
cinmi appropriate to first inquire what rates are in effect to the inter- 
mountain country, how they compare with rates fixed by the com- 
mission to points farther east, and whether by such comparison they 
luv ju-t and reasonable. 

The class rates from all points on and east of the Missouri River 
to the Spokane territory. Salt Lake City, and the States of Xevada 
ami Arizona have been fixed by the Interstate Commerce Commis- 
sion. Upon all traffic moving at class rates, therefore, the inter- 
nicKintain country to-day pays rates which have been established by 
?i vernniental authority as reasonable and just. In fact, the com- 
mih^i^n ha- fixed the rates now applicable for practically every im- 
|>*ulant intermediate stage of the haul across the continent on class 
traffic. In other words, it has itself fixed or approved the class 
rates from New York and other eastern points to Chicago and the 
Misvissippi River, and for all intermediate hauls within the eastern 
half of the United States. It has likewise fixed the class rates from 
Chicafro and the Mississippi River to the States of Kansas, Colo- 
iaiio» Utah. Texas, and New Mexico, and has prescribed the basis for 
the con-tnu'tion of class rates from eastern defined territories to the 
Mi>iJouri River. The rates so fixed are graduated according to dis- 
tance. The class-rate structure may fairly be regarded as the normal 
basis of rates. In these series of cai-es, therefore, as related to the 
intermountain country, the commission has done tw o things of almost 
e<jual importance. First, it has prescribed the normal reasonable 
rates from all eastern points to the intermountain country, and, 
Hvvind, it ha^ established the normal relationship between rates to 
the intermountain country and rates for successively shorter inter- 
mediate services clear back to the Atlantic seaboard. It should be 
said in passing that the class rates to Pacific coast terminals are a 
^'^ntinuation of the grade above described and are higher than the 
^'la ** mte- to Nevada, Utah, Arizona, Spokane, and all other inter- 
"ediate points. Formerly this was not so, but it has been so since 
the amendment to the fourth section in 1910. 
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The commission has not established any commodity rates to Ari- 
zona, Nevada, or Spokane as rates just and reasonable per se. Its 
numerous orders in transcontinental fourth section cases, however., 
establishing a relation between the rates to Pacific coast terminals 
and the maximum rates which might be charged at intermediate 
points as a condition precedent to relief at the terminal points, has 
had the result of establishing a long list of commodity rates to the 
intermediate points which, it is the contention of the carriers, are 
not only reasonably low but are below the level of any rates which 
would have been prescribed as reasonable per se. The commission 
has, however, approved as reasonable the commodity rates estab- 
lished by the carriers to Salt Lake City, I. & S. Docket 411 (32 
1. C. C, 551). Even the rates thus approved by the commission as 
reasonable per se to Salt Lake City have been reduced by the ap- 
plication of the maximum-rate orders made in connection with the 
fourth-section proceedings. 

The commission has already prescribed as reasonable per se, upon 
the complaint of the Railroad Commission of New Mexico, coni- 
moditv rates applving to that State. (State Corporation Commission 
of New Mexico i\ A., T. & S. F. Ry.. 34 L C. C. 292.) The com- 
mission has not only declared what are reasonable commodity rates 
to Colorado, Utah, and New Mexico but it has fixed or approved 
the commodity rates in effect clear across the continent from the 
Atlantic seaboard to the very doors of the intermountain country 
and for the intermediate hauls between. By this it is not meant 
that the commission has i)assed upon tlie reasonableness of every 
specific rate for every haul within the territory described. It has, 
however, in a series of cases, each applying to a large section of the 
country, and each tested after the most exhaustive examination, 
passed generally, and in manv instances sj^ecifically, upon the coni- 
moditv rates from eastern defined territories to the Middle and Far 
West' In the Five Per Cent Case (31 I. C. C, 351). rnd, again, the 
Fifteen Per Cent Case (45 I. C. C.), the commission passed upon 
the general level of the rates applying between New York anil 
Chicago and the Mississippi River and for intermediate hauls within 
the territory described. In other cases, too numerous to mention, 
it has passed specificaly upon the rates upon specific conunodities 
within the territory named. The rate structure within the eastern 
half of the United J^tates, therefore, has been either made or approved 
by the commission. 

Proceeding westward on the central route to the Pacific coast, the 
conunission specifically established commodity rates from Chicago 
and tlie Mississippi River to Kansas, and from Chicago, the Missis- 
sipjii and Missouri Rivers, respectively, to Colorado and Utah, in- 
cluding Salt Lake Citv, and uj) to the very border of Nevada. 
(State of Kansas r. A.! T. & S. F. Ry., 27 I.\\ C, 073; C\)lorado 
Manufacturei-s' Association, 29 I. C. C, 544: I. & S. Docket 411, 
supra.) Indeed, the reasonableness of the commodity rates to Suit 
Lake Citv has been l)efore the commission twice. In Commercial 
Club of Salt Lake City r. A., T. & S. F. Ry. (19 I. C. C, 218), de- 
cided June 7, 1910, the commission prescribed as reasonable rates 
on commodities from Chicago, the Mississippi and Miss^)uri Rivers 
to Salt Lake City. The carriers a few years later sought to obtain 
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an advance in the rates so fixed by the commission. The advances 
^ught were suspended and became the subject of a further ex- 
haustive hearing by the commission, finaly submitted to that body 
on Xovember 5, 1914, or shortly after the opening of the Panama 
Canal, and before the final submission of the applications for the 
relief from the long-and-short-haul clause in connection with trans- 
continental traffic, which were made by the transcontinental carriers 
as a result of canal competition. These two cases, the one involving: 
the reasonableness per se of the rates to Utah and the other the 
ijuestion of fourth-section relief on transcontinental traffi^c, were 
concurrently liefore the commission and decided at almost the same 
time, the Salt Lake City case being decided January 19, 1915, and 
the application of the transcontinental carriers on January 29 of 
the same year. In the case involving the proposed advances to Salt 
Lake City, which had been suspended, the commission found that 
the advances had been justified and vacated the order of suspension. 
Concurrently, therefore, with the decision of the transcontinental 
case, we have a decision passing upon the reasonableness of the 
rates to Salt Lake City. In this connection it is appropriate to say 
at this point that notwithstanding the decision of the commission in 
the Salt Lake case, holding that the proposed advances to Salt 
Lake City had been justified, the effect of the decision made a few 
days later, by which relief on Pacific coast traffic was conditioned 
ui)on the maintenance of certain rates at interior points, was to 
reduce a number of rates to Salt Lake City which had been found 
to be reasonable. 

By way of the southern route the commission has fixed or approved 
as reasonable commodity rates from eastern defined territories as far 
east as Pittsburgh and Buffalo to points in the States of Texas and 
Xcw Mexico. (Railroad Commission of Texas i\ A., T. & S. F. Ey., 
I'O I. C. C. 463 ; Corporation Conmiission of Xew Mexico i\ A., T. & 
S. F. Ry., 34 L C. C 292.) As in the case of the Salt Lake rates, 
the New Mexico case was pending before the commission at the time 
of the opening of the Panama Canal, and while the fourth section 
applications of the carriers based upon the ocean competition through 
the canal were being considered by the commission. In fact, the New 
Mexico case was submitted prior to the opening of the canal, to wit, 
on April 11, 1914, but was not decided until after the fourth section 
itpplications of the transcontinental carriers had been decided. 

It therefore appears that when fourth section applications of the 
carriers growing out of canal competition were granted by the com- 
niission it had itself fixed or approved a normal basis of class rates 
ippljing step by step for the transportation of commodities from the 
Atlantic seaooaVd to and including the intermountain country, and 
had likewise reviewed the reasonableness of the commodity rates ap- 
plying from the Atlantic seaboard and intermediate points of origin 
westward to and including the intermountain States of New Mexico 
and Utah and up to the borders of Nevada and Arizona. 

Xor is that all. Of all the commodities subject to water competition 
Wtween the Atlantic and Pacific coasts, iron and steel articles are 
the most important. Statistics submitted to the commission in the 
various transcontinental cases show the tonnage of iron and steel 
articles carried by the ocean lines to have been of large volume. These 
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articles are not only an important part of transcontinental traffic but 
constitute one of the chief subdivisions of traffic in all sections of the 
country. The importance of this traffic and the acute competition be- 
tween different jobbing; centers in the Middle and Far West in the 
distribution of such articles resulted in a large niunber of complaints 
before the Interstate Commerce Commission involving the reason- 
ableness of the rates on iron and steel from Pittsburgh, Chicago, and 
other producing points in the East and Middle West to destinations 
west of the Mississippi River, all of which were consolidated under 
the name of the Iron and Steel cases and were submitted to the com- 
mission shortly after it made its decision in the schedule C case and 
Jong before its subsequent and more recent reconsideration of the 
transcontinental situation. (36 I. C. C, 86.) The cases so consoli- 
dated included so much of the Salt Lake case as involved the sus- 
pended increases on iron and steel articles, and in addition to that 
case included so much of the Colorado case already noted as related 
to iron and ste«l articles, and included in addition 10 other cases. 
The scope of the case is thus described bv Commissioner Hflrlan 
(36 I. C. C, 87) : 

This group of cases Involves substantially all tlie rates on iron and steel 
articles from Central Freight Association. Mississijipi River, Missouri River. 
Chicago, and territory intermediate to Chicago and the Missouri River, on the 
one hand, to points in Utah, Colorado, Arkansas, Kansas, and Oklahoma on 
the other hand. 

As a result of this case, the commission has established reasonable 
rates from Pittsburgh, Chicago, and other producing points to desti- 
nations in the States named. By this decision, therefore, it has fixed 
rates on these articles via the central route to and through Kansas 
and Colorado to the complaining intermountain community of Salt 
Lake Citv and to other points in the State of Utah and up to the 
border of the State of Nevada ; while via the southern route it has 
fixed the rates from eastern producing points to destinations in the 
States of Arkansas and Oklahoma, or up to the border of the State of 
Texas, to which State, as well as to New Mexico, the commission had 
in other cases fixed or approved the rates on these articles. If any 
confidence whatever is to be reposed in the decisions of the com- 
mission, it must be admitted that, considered solely as reasonable 
rates, the existing rates to Utah and New Mexico upon iron and steel 
articles and upon all other commodities are no higher than just an*l 
reasonable. If any confidence is to be reposed in the decisions of 
the commission, it must likewise be concluded that the class rates 
to Nevada, Spokane, and Arizona are likewise just and reasonable. 
If any confidence is to be reposed in the decisions of the commission, 
it must likewise be concluded that the relation to be found between 
the class rates from eastern defined territories to Arizona, Nevada, and 
Spokane, on the one hand, and Utah, Colorado, and other points 
farther east, to which class rates have likewise been establislied by 
the commission, on the other hand, represents a just and reasonable 
relation between charges to be made upon like kinds of traffic passing 
through such points farther east to the intermountain countries far- 
ther west. So believing, the carriers, in connection with the hearings 
of last year upon the petition of the intermountain States for the 
withdrawal of all authority to charge lower rates to Pacific coast 
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tfniiinals than to intermediate points, prepared exhau>tive exhibits 
to meet the contention that the rates to the intermountain points 
Here higher than normal reasonable rates should be. These exhibits 
«t»vc»re<l approximately *J()0 commodities, contrasting the present rates 
to S|K>kane, Reno, and Phoenix with what were called projected rates 
to these {Kiints. The method of making the comparison is described 
I'V the conmiission in its decision on transcontinental rates of June 
:;o. Ua: (4(5 L L\ (\, '2:i6, 247-248) : 

Tlie <TirrUTs hiiv** cimiputed the prnJtMtiMl fomiiKMllty rates to Ueiio, Phoenix, 
»ii«| SiMiktim* In twi) ways: First, thf.v have taken tho conumKMty rates to Salt 
luike nty. appnivetl hy us in Hass ami (MimnuNllty rates to Salt I^ko City. 
«(ipni, iiiul n>inpiite<I from tlieni ronunodity rates to Reno. IMiiH^nix. ami SiMtkane. 
»linh iNiir the same pro)K»rtion Ut tlie mnnniHiity rates to Salt I^ike (Mty that 
ili»*«hiH% ratt»% to tile tlirtv riti«s named lH»ar t«> tlie Salt I^ake City class rates: 
ntwi, M^*i>n<l. <*omputation iias lH*en made usin;: tlie comuKNlity rates to I>enver 
a* a i>««*4» nml <^mipntln}: tlie (MinnniHllty rates to Ileno, riuM»nlx, and Si>okane 
!•> nitiltlplyinj; tlie lH»nver rates iiy the |iereenta>re which the class rates to 
lU'hn. I*h<N*nl\. and SjHikane lK»ar to the class rates to Denver. The rt»sults may 
U» illuMrat^Nl ns folUuvs: The «*lass rates fr^im Cldcajro to Ken6. Spokane, and 
J*fi«»'til\ are approxinmtely IKU jkm* cent of the class rates from ('hi«'a«o to 
S.ilt I«iik«* 4Mty and 1H4 |K*r <vnf of Uie class rates from Chlcajro tc* Denver. The 
M.inniiNiiry rate on structural irou or stivl fiMin ridcairo to Salt Lake City is 
*»!' •viit'.: t«» Ivnver, 37* cents. Df <s*J cvnts. IKU |H»r i-eut Is 1)5 cents, and 1.S4 
h-r <i'nt of r»T^ cents is ,<1.<H». while the niaxlnuim rate authorized liy Fourth 
s^tlnn Order No. 124 ti> the.se three clth's |s IHI cents. 

Thi.s is not the place to try cnit the reasonableness of rates to the 
internioimtain section or to any other section of the country, but it 
\^ iv>|H»ct fully su^pested that if the method of (•om]>utation adopted 
«lm»s not afford a fair measure of the reusonablene.ss of the rates to 
IMioenix. Spokane, and Reno, as com])ared witli rates fixed by the 
ci ininis.*^ion to points farther east, then no credence at all shouhl l>e 
^TMen either to the measure or rehition.ship of rates as established 
i'V the Interstate Commerce ('ommi.ssi<in. Of thest» exliibits the com- 
hiission in its decision says (4r) I. (\ C\. 2iir>. 24s) : 

Kxandnntion of the rat»»s on the ai»proxlmnlely lioo commodities shown In tiie 
•-.irrier'** exldhlt ilis<-lo»ies that in aiM»nt 1C» per i-cnt of the rat»»s shown, wliere 
••• rat»*«, on c«»nuiHHlltles to !{ein>. IMnN*ni\, »»r Spokane roust ructeii l^y mulil- 
I'Mii;: the <*omnitM!{ty rates to Salt l.nUc rity hy the pcrreninu'c widch the class 
r.if*-* ro Heiio. I*h<N'nlx. <ir S|Mikane hcjjr to tlie cla^> rat<*s to Salt Kake <*ity, 
'U*- n^ultlnt: rai»»^ to the thn^i* cltU»s uamed would U» materially hlirher than 
•'.•• nitixunum rate** now a|iplU^1 at these poiut*i a< the result of restrictions 
l>ri'^TilH«i| hi fiMirtli M«<-ilou order No. \2\. Tlii'* exliiliit U olTiTcd hy the car- 
ru-r* for thi» puriniM* of vhowiiiu' that the territory intermediate to tlie racltic 
•"'jiM iitlf*»i |h now enJo\inu a li«\\er h»\cl nf rein's oii most of ihe i-ommodlile^ 
••f ♦ii^tern oriifin than they <M»uld rca«<onstl»ly hnpf to stn-nre u|Min the hasK of 
t!»ejr i;«*ouraphl(al iM»sitlon \xltii r»**»pcei to other iHiinls to which wv have e^tah- 
i *l.»^! ratt*^ upii the l>asls of n^asmiahleness. 

Meastired, therefore, l>y the standards ])rescribed by tlie connuis>iou 
and employetl by it in the establi.slmient of rates for nrcp-essively in- 
^'reasinp hauls from the east to the west, to and includin£r a |>ortion 
of the intermountain country itself, namely. Vtah and Xe\v Nlexico- 
and up to the verv do<d*s of the remaining tier of intermountain 
Siatet*. it ap|iears that the existing rates to tliosi» States are n<»t only 
in harmony with the rates to the ptiints farther east, but are lower 
than they wouhl be if nuule with relati<»n thereto. The reason that 
they are lower than they W(»uld be if so ma«le is because tliey have 
l»een reihu^ed l)elow their normal level through the application of the 
maximuni-rate c<mditions imposed upon the carriers by the coumiis- 
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sion in panting fourth-section relief upon Pacific coast traffic. The 
commission's administration of the fourth section, so far from re- 
sulting in rates to the intermountain country higher than reasonable, 
has therefore afforded to them rates lower than reasonable. 

In discussing the rates established by the commission as reasonable 
to points east of the intermountain country it can not be inappropriate 
to comment upon the range of the rates so fixed. It is a favorite habit 
of those who complain oi railroad rates to pick out some exceedingly 
low rate and, comparing it with one considerably higher, assert that 
if the carrier can handle the first-named commodity at the low i-ate 
described at some profit to itself, it must be making an exorbitant 
return out of the higher charge. It is, therefore, interesting to note 
that the commodity rates established by the commission as reasonable 
from Chicago to Denver and other Colorado destinations in the 
Colorado case, above mentioned, ranged from a rate of 32 cents per 
100 pounds on pig iron to $1.63 per 100 pounds on carpets, both in 
carloads. In the original Salt LaKe case, decided in 1919, the carload 
rates established as reasonable from Chicago ranged from 40 cents 
on pig iron to $2.50 on bicycles, while the range in the advanced rates 
approved by the commission in the last Salt Lake case was from 45 
cents on pig iron to $2.65 on automobiles. Obviously the difference 
in these rates can not be entirely accounted for either by reason of 
n difference in the cost of service or in the risk involved. Co.^t of serv- 
ice and risk assumed are only two of the factors involved in a con- 
sideration of the reasonableness of rates. The value of the service 
and numerous commercial conditions must likewise be given considera- 
tion. Wide variations such as these are common in connection with 
all traffic. They afford little or no evidence with respect to the rea- 
sonableness of the rates thus compared. It is a commonly accepted 
fact that if rates were graduated simply according to cost of service 
and insurance risk the present wide distribution of the products of the 
country could not continue. Some articles must be carried at les« 
and others at more than rates so adjudged. A whole body of rates 
may be tested with relation to cost of service and a fair return upon 
the value of the property employed, but individual rates can not be 
made in that way, and never have been. In a special report to Ccm- 
gress in 1903, describing 40 years' rate making in the United States, 
the commission days (" Railwavs in the United States in 1902," Part 
II, p. 14) : 

It was discovered early that tlie cluirjres for traiis|Mirtntinii of tUffeivnt arti- 
cles of freight could not be aijportioned amonp siic-h articles with rejjard alone 
to the cost of carriage. This basis of deterniinatlnjr llie charges, it was found, 
would confine to narrow liniity the movement of <HlT«»rent articles whose bulk 
or weight was large in comparison to their value, while iieavier articles with 
less bulk would be made to pay disproportionately low rates. 

Under the system of apportioning the charges strictly to the cost some kinds 
of c(mnnerce which have been very useful to the country and have a tendency 
to bring different sections into more intimate business and social relations could 
never have amounted to any considerable magnitude and in some cases could 
not have existed at all, for the simple reason that the value at the place of de- 
livery would not equal the purchase pri(»e with tiie trauspru'tation added. The 
traffic would thus be precluded, because the charge for carriage would he greater 
than it could bear. On the other hand, the rates for the ciirrlage of articles 
uhich. with small bulk or weight, ctincentrated great value would on that sys- 
tem of making them be absurdly low when compared to the value f»f the articles 
and perhaps not less so when 'umparlson was with the value of the service in 
transporting them. 
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Accordingly it was found not to be unjust to distribute the entire cost of 
NTvict? among all articles carried on a basis that gave greater consideration to 
thf rHative value of the service tlian to the cost. Such a nietliod would be most 
l»eneficial to the country ; it would enlarjre commerce and extend communica- 
I'onaml would be better for the railroads because of the increased traffic which 
would be brought to them. 

In the Western Advanced Rate Case of 1910 Secretary Lane, then 
4 member of the commission, said (20 I. C. C 307, 347-348). 

The legislature may not make rates so as to confiscate the carrier's property. 
The carrier, on the other hand, may not make rates which are unjust to those 
who by economic necessity are compelled to employ its services. Here. then. 
we have the minimum of legislative power and the maximum of the carrier's 
lH>\ver. Between thepe lies a zone indefinite and variable. Without question 
the carrier will tend toward the maximum, while governmental authority will 
l)e inclined — ^in fact, has been created — to repress this upward tendency. One 
moves inevitably upward to the highest rate which the traffic will bear ; the 
<'Ther attempts to discover some relation between charge for service and cost 
of service. 

In re investigation and suspension of advances in rates for the 
transportation of coal by the Chesapeake & Ohio Railway Co. (22 
I. C. C., 604), Mr. Commissioner Lane said : 

Is a nite unreasonable because it does not pay its full share of taxes, fixed 
<hnrpe8, and dividends? At the end this is the question to which we come in 
this rase. The carriers themselves having fixed these rates under the mandate 
of the law that they shall fix jusi and reasonable rates, have they justified 
hisrher rates by showing that the existing rates, which they had fixed, faU 
wimewliat short of meeting all the related expenses which the carrier must 
t»enr. ntit only for tran asportation, but to secure an adequate return upon its 
pn^ierty? Let us see where this doctrine would lead. If a carrier may raise 
nil rates to a basis where each will bear its share of cost, including all costs, 
.• uil m lower rate is reasonable, then it must follow that all rates are un- 
rrtiM>nable which yield to the carrier a greater return than such cost. Under 
wiih theory what would be the rate on tea or silks, or high-priced horses, or 
'•Hicate machines? Is there to be no classification of freight excepting upon 
t!n» haaU of cost of transportatioi; plus insurance risk? If so, the tariffs of 
*'WTy railrrad in the rnite<l States must suffer a revolutionary change. In 
»ll •las'-iticatlon, crivsideration must be given to what may be termed " public 
fhiiicy "—the advantage to the coAnuunlty of having some kinds of freight car- 
rlwl at a less rate tlnm other kinds. And this is the true meaning of tlie 
I'hrase "what the traffic will bear." It expresses the consideration that must 
l»e shimn by the tnifiic manager to the need of the people for certain coramodi- 
tiw4. He. accordingly, imi)o.ses a higher rate upon what may be termed " luxu- 
rit»s" as rompared with that nni)ose<l upOn those articles for which there is a 
iiioiv uuiversal demand. He also gives consideration to the fact that the rate 
N> Imiwsed enters into the ultimate price to the consumer to but a small degree 
uiien the arti<-le is one of high value, and that those in the community who can 
r,ff<inl to purcha.se such articles can well afford to pay a rate greater than 
that which ctniU\ reasonably be lnii)osed upon the general public for commodi- 
t!4»s of common use. In this sense what the traflic will bear and the value of 
\\\e service are analogous. No one would claim that a carrier was violating 
•N ilnty under the law in charging three times the rate upon oriental rugs 
that it lmp<ised upon cotton. This would not l>e undue discrimination as be- 
tween commodities, even though it costs no more to transi)ort the rugs than it 
•lid the cotton, assuming both to be carried at the owner's risk, for the one 
«l«*s not compete with the other, and one may reasonably bear a higher rate 
than the other upon public gi'ounds. It nuist be. therefore, thnt this connnission, 
uuiler the amendment to section 1. passed by Congress, in 1910, giving to us 
the (Hintnil of freight classification, has i>ower to determine the reasonableness 
'»f the differences that are made between the rates made applicable to the 
vsirloos kinds of commodities transportetl. We may not say that a rate shall 
h»* ftxe<l go as to meet the requirements or needs of any body of shippers in 
tlieir efforts to reach a given market, nor may we establish rates upon any 
articles so low that they will not return out-of-pocket cost. Neither could we 
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fix an entire schedule of rates which would yield an inadetiuate return upon 
the fair value of the property used in the service j;iven. There Is, however, 
a zone within which we may properly exercise the flexible limit of judgment 
which belongs to the power to fix rates. 

These are the words of the Chief Justice of the Supreme Court (2<)6 U. S., 
26). There is ao flexible limit of judgment if all rates must be upon a level 
of cost, and out of every dollar paid to the carrier unist come a fixed amount t>f 
return for capital invested. The recognition of such a doctrine has never been 
suggested either by Congi'ess or the Supreme Court. A just and reasonable 
rate must be one which respects alike the carriers' deserts and the character of 
the trafllc. It can not be a rate that takes fnmi the carrier a profit and thus 
favors the shipper at the carrier's exi)ense, nor is it one whicli compels the ship- 
per to yield for the transiwrtation given a sum disproi)ortionate either to the 
service given by the carrier or to the service rencleretl to the shipper. The 
words *' just and reasonable " imply the application of good judgment and fair- 
ness, of common sense and a sense of justice to a given condition of facts. 
They are not fixed, unalterable, mathematical terms. Their meaning implies 
the exercise of judgment, and against the improper exercise of that judgment 
the Constitution gives protection at least as far as the carriers are concerne<l. 
Pp. 62a-624.) 

Furthermore, the conmdssion is conscious that there is a considerable zone 
within which a rate may be held to be just and reasonable, and we are not in- 
clined in this case to hold the carrier down to the mininuim which would be 
permitted by the record, and certainly the Increased rates do not exceed the 
maximum figure which might properly be fixed for this traffic. (P. 625.) 

In considering, therefore, whether a rate is reu^-onilbk^ less than 
reasonable, or more than reasonable, little or no consideration can be 
given to the cost of the service or to wide variations in the rates 
either on different commodities or on the same commodity under dif- 
ferent circumstances and conditions. This condition is not peculiar 
to transcontinental traffic or to the relation between rates to Pacific 
coast terminals and intermediate points. It is a condition which, as 
indicated by the excerpts quoted from the commission, inheres in all 
rates throughout the country. Shippers themselves do not advocate 
a departure from the present basis of classifying and making charges. 
If it is the public will that rates should be adjusted rigidly on a cost 
of service theory as applied to each commodity, it is for Congress 
so to declare, but Congress has not so declared, and so far as is known 
no person interestecl in movement of freight or in the growth of com- 
mercial enterprise has advocated it ; but whether the present system 
of measuring rates as reasonable be right or wrong, there is no rea- 
son why it should be different in one part of the country from another 
or different as applied to the intermountain country as compared 
with that applied to the entire territory east thereof. ' A mere show- 
ing that the carriers handle certain traffic at 32 cents per 100 pounds 
and other traffic at $1.03 per 100 pounds is not, under the commis- 
sion's own action, any demonstration either that one rate is less than 
cost or that the other is unreasonably high. Unless the entire rate 
structure of the country is to be revolutionized, any argument based 
upon comparisons such as these must be discarded. ' 

As long as the opinion of the Interstate Commerce Commission 
is conclusive upon the question of the reasonableness of a rate, it 
must be conclusive upon the intermountain country as well as upon 
the railroads and upon other sections of the country, and the stand- 
ards established by the commission must be applied to the inter- 
mountain rates as well as to all other rates in determining whether 
they are just and reasonable. As indicated by the facts stated and 
demonstrated by the commission's own comment upon the exhibits 
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of the carriers in the last transcontinental hearings, the rates now 
in effect in the intermountain country are not unreasonably high, 
but are, on the contrary, lower than reasonable when judged by the 
standards set by the Interstate Commerce Commission itself. 

Under these conditions and as Ions: as the rates to the coast remain 
no lower than those to the intermediate points, it is fair to assume 
that no demand will be made for a reduction of rates to the inter- 
moimtain country below thos^ now in effect ; and whether the assump- 
tion is correct or not, it is evident that if such a demand were made 
it could be effectively met by reference to the rates prescribed by 
the commission itself to a portion of the intermountain country ; in 
other words, a reduction of th? rates prescribed to the level of those 
previously applied at Pacific coast terminals in competition with 
carriers operating through the canal is not necessary to afford the 
interiAountain country reasonable rates, but, on the contrary, such 
action would reduce rates alreadv found to be reasonable by the com- 
mission in a wide extent of territory, and, carried to its logical con- 
clusion, mak? necessary a reduction in rates from ^^ew York to 
Chicago if the proper relation of rates were to be maintained. The 
only justification offered for a reduction of the rates to the interior 
has been the lower rates in effect to the coast, and with that situation 
removed no excuse for such reduction would remain. If, then, it be 
true, as it must be, that the existing rates .to the intermountain 
country are not unreasonably high, then a reduction of those rates 
to the level of those previously in effect at Pacific coast terminal 
can not be successfully advocated as a means of producing reason- 
al)le rates in the intermountain country. Granting that the present 
rates to the intermountain country are reasonable, as one must if he 
recopiizes the authority and the ability of the commission to say 
what is a reasonable rate, it necessarily follows that the advocates of 
an inflexible long-and-short-haul rule can not base their contention 
upon the ground that such a rule is necessary to provide reasonable 
nites to the intermountain country. 

ABSENCE OF DLSCRIMINATION. 

Every locality is entitled not only to just and reasonable rates, 
hit to rates which do not subject it to any " undue or unreasonable 
prejudice or disadvantage.'' No claim is made by the intermountain 
P<^>ple that their rates are discriminatory in comparison with the 
i^asonable rates which have been established by the commission to 
other sections of the country, or that they are subjected to undue or 
'inreasonable prejudice by rates to the Pacific coast, which under the 
n^cent order of the commission are no lower in any instance than 
the rates to intermediate points, so that the only remaining ques- 
tion to consider is the influence of sea competition for the Pacific 
<«ist traffic, which always has been and always will be the normal 
t'ondition of affairs. 

INFLT7ENCE OF SEA C OMPETITIOX. 

.j^^)ilethe extraordinary conditions by which sea competition for 
|»nfic coast traffic has been minimized haA'e at this time enabled the 
Interstate Commerce Commission to require a readjustment of trans- 
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continental rates to conform with the fourth section, by withdrawal 
of all Pacific coast rates which were lower than at intermediate 
points the inevitable return of active sea competition in the future is 
recognized by the commission's own statement that *'the canal and 
the ocean are still available for commerce and the time will coni*^ 
when this service will be reestablished."' 

If when the steamship service through the canal is actively re- 
sumed, as it is certain to be, the transcontinental lines should mak'* 
no effort to compete with the steamship lines for the Pacific coast 
traffic or should be prevented by an inflexible law from making the 
necessary rates to meet the sea competition, the situation would be : 

1. The Pacific coast cities would derive the full benefit of the low 
steamship rates and thereby enjoy the benefits which naturally ac- 
crue from their geogi-aphical location. 

2. The intermountain cities would have no claim upon the rail- 
roads for any lower rates than those which ha^e been found to be 
not more than just and reasonable, and the interior destinations 
nearest the Pacific ports would enjoy lower rates than more easterly 
destinations, which are intermediate in the transportation by rail, 
to the extent that the steamship rates to the Pacific ports added to 
the locals to interior destinations might be employed. 

. This is the commercial relation which existed before the comple- 
tion of a transcontinental railroad and would exist to-day if there 
were no completed transcontinental railroads. In other words, these 
communities would occupy the relative commercial position to which 
they are geographically entitled and there could be said to be noth- 
ing artificial about this situation. 

In view of the intimation that the competition of steamships for 
the coast traffic is something fictitious or intangible, it seems neces- 
sary to ascertain what is disclosed by the records. 

As earh' as 1909 Mr. Commissioner Proutv, in his opinion in Citv 
of Spokane r. Northern Pacific Railway Co. (15 I. C. C, 870. 386), 
found water competition producing a controlling effect upon Pacific 
coast rates and recognized the prospective increase thereof; and Mr. 
Commissioner Lane, in 1911, in Railroad Commission of Nevada i\ 
Southern Pacific (21 I. C. C. 329, 335), said: 

The commission itself, nltlioupli tlie opportunity liad frequently \h>oi\ pre- 
sented to it, has never indorsed a rigid long-and-sliort-hnul section. Indeed, 
the present provision is drawn along lines which received the tentative ap- 
proval of the commission. 

In passing upon the application of the carriers for authoritv to 
make certain commodity rates to meet the more acute competition 
which had been created by the opening of the canal, the commission, 
in its opinion and order of Januarv 29, 1915, in Commodity Rates to 
Pacific Coast Terminals and Intermediate Points (32 I. C. C, 611, 
621-622), said: 

It is evident from the whole record that, whatever may have been the degree 
of competition in the pa>5t between the rail carriers and the water carriers an 
to the rates on these articles c<»ncernin^ which julditional relief is now souftht, 
we are witnessing the bejrinninj: of a new era In transportation between the 
Atlantic and the Taciflc cojists. Tn secure any considerable percentage of this 
coast-to-coust traffic, rates on nuuiy commodities must be establlshecl by the rail 
lines materially lower than those now existing. * ♦ • 
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As we view it. the Panama Canal is U) be one of the agencies of transporta- 
"<>n between the East and the West, but not necessarily the sole carrier of 
^"st-to-const business. K the railroads are able to make such rates from the 
AtlHntic Sealioard to the Pacific coast as will hold to their lines some portion of 
^»i^ traffic with profit to themselves, they should be permitted so to do. The 
"^►fance of this traflic will add something to their net revenues, and to that 
^^tent decrease and not increase the burden that must be borne by other 
*wffic. • ♦ • 

. .^^ are of the opinion that these carriers should be permitted to compete for 
tn^s long^stance traffic so long as it may be secured at rates which clearly 
^^^r the out-of-pocket cost. * « * 

Aone of the rates proposed appear (therefore) to be open to the charge that 
ioey pay j^gg ^^^^ ^^ out-of-pocket cost. 

^^ Passing upon fourth-section application 9813 of the carriers for 
autnorj^j. to make certain eastbound commodity rates from Cali- 
forUi^v seaports to Atlantic coast seaports to meet the acute competi- 
tion c^reated bv the opening of the canal, the commission, in its opin- 
ion (33 I. C. C., 480, 485-486), said: 

The present rates on which the traffic is moving on these commodities from 
California pt>ints to the Atlantic coast are the rates controlled by the water 
lines. These lines must be looked upon, so far as this traffic is concerned, as the 
rnte-makinj: lines between the two seaboards. 

Protejstants from certain interior California cities appeared at the hearing, 
but offereii no testimony in opposition to the application. It has been shown 
tiiat this cjirrier can not secure any considerable share of this traffic from the 
(.'alifornia ports at a higher rate than is here proposed ; that this rate, although 
relatively low, probably yields some revenue in excess of the actual out-of-pocket 
costs; and the proposed rates from, to, and between intermediate points do not 
appear to unjustly discriminate against such points. We are unable to see how 
any Interest at any intermediate point will be adversely affected if this appli- 
cation be granted* 

In the reopening of the transcontinental fourth section applica- 
tion.s (4(5 I. C. C, 236). as a result of which all fourth section relief 
of transcontinental lines was withdrawn because of the temporai-y 
interruption of ocean service, the commission had before it the in- 
vestigation made in a series of cases covering fully the conditions 
as they existed prior to the opening of the canal. It had before 
it the conditions immediately following the opening of the canal, 
as a result of which some of the orders hereinbefore described were 
made, and likewise had before it the conditions developed through 
a full year of canal operation before the diversion of the boats en- 
gaged therein to other traffic. In connection with the more recent 
applications of the transcontinental carriers for relief from the pro- 
visions of the fourth section, the principal lines operating a coast- 
to*coast .service through the canal had intervened in opposition to the 
Application of the rail carriers, asserting through their counsel a 
vested right to the coast-to-coast tonnage which they would exercise 
" if not interfered with by the Interstate Commerce Commission.'^ 
(Record, Fourth section application 10172, pp. 346-347.) Officials 
of these lines also testified at length in the reopened case, furnish- 
ing from their own records evidence as to the tonnage which they had 
^ten and the rates at which they took it. The commission was 
therefore in full possession of information as to the operations, 
"^tes, and practices of the water carriers as well as of the rail 
carriers. 

With all this information before it, the commission in requiring 
^tes to be realigned in strict accordance with the provisions of the 
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fourth section expressed its opinion upon what may be expected to 
follow a resumption of ocean service in 46 I. C. C, 236.: 

The rail carriers can not maintain, luiiler ordinary circumstances, a level 
of rates between tlie Atlantic and Pacific coasts, between the North Atlantic 
ports and the ports on the South Atlantic or Gulf coast, or !)etween points on 
the Pacific coast that will l)e successful in securing any considerable amount 
of traffic in competition with water carriers, without fourth section relief. 
We are of the opinion that the best interests of the pul)lic. of the transconti- 
nental carriers, and of these intermountain cities in particular, will be served 
by a policy that permits the transcontinental carriers to share with the water 
lines in the traffic to and from the Pacific coast ports. The lower rates to the 
ports, however, when necessary, must not be lower than the comi)etitlou of the 
boats makes necessary, and must be hiffh enough to cover, and that by a 
safe margin, actual out-of-pocket costs of securing and handling the tralRc. 
The shippers at the coast are thereby given the benefit of comi)ering routes 
and comi>eting markets of sui>ply. The railroads are enabled to fill up their 
trains with traffic which, although not highly i)rofital»le, yields a revenue 
materially greater than the out-of-pcK'ket costs of securing an<l handling the 
traffic, thereby adding to the net revenues of the carriers and to that extent 
lightening the transiwrtation burden borne by other localities. 

These transcontinental railroads cnn fairly expe<'t such ciuisideration as 
will i)ermit them to continue to earn a reasonable return upon their pniperty 
devoted to public use. If governmental control is so exercised as to prevent 
them from securing any considerable share of the business to an<l from tlie 
terminals and the largest possible return therefrom, such return must be 
derived from the other conununities along their lines. It Is perfectly clear 
that the Pacific coast cities have always paid lower transportation rates than 
they w^ould have paid were it not for the facilities they have enjoye<l for 
bringing manufactured articles from the eastern manufacturing districts and 
for sending east the products of the coast States by water. It is also <-lear 
that the intermountain section of the country has paid and now pays rates 
for the transportation of these manufactured articles which are higher pro- 
portionately than is paid by the coast cities and i)robably higher tiian it 
would be necessary to maintain if the rates to the coast cities could be main- 
tained at a level more nearly proportionate to the service given. 

The situation, however, is one which these carriers can not control. The 
advantage enjoyed by these Pacific coast cities is, in the long run, a permanent 
advantage. ( 268-269. ) 

When the water competition again becomes sufliciently controlling in the 
Judgment of the carriers to necessitate the reduction of the rates to the <^oast 
cities to a lower level than can reasonably be applied at intermediate points, 
the carriers may bring the matter to our attention for such relief as the cir- 
cumstances may justify. Competent proof must be .submitted In connection 
with such applications of a fairly regular water service between the two coasts, 
the adaptability of the traffic to water competition, principal points of origin of 
the traffic, range of rates afforded by the water lines, prlncii>al iwlnts of (H>n- 
sumptlon, and the ports upon the two seaboards at which the woter carriers 
receive and deliver freight. 

We are not unmindful of the claims of the carriers concerning the disadvan- 
tage under which they labor in being unable to reduce their rates promptly when 
necessitated by the competition of the water carriers. One of the primary pur- 
poses of the act to regulate commerce was to preserve competition between car- 
riers. Competition Involves a striving between or among two or more pers4)ns 
or organizations for the same object. There can exist no even-haniled striving 
between two persons when one is bound and the other is free, ami the maximum 
of real and effective competition can not exist between these boat lines and rail 
lines when one side Is free promptly to make any rate it desires, while the 
other Is so restricted by statutory requirement as to be unable to take the 
necessary steps for the prompt protection of Its business. We are, however, also 
mindful that one of the primary purposes of building the Panama Canal was to 
assist in the development and maintenance of an active, efficient, and profitable 
water service between the two coasts. It is not our purpose to put uiwn these 
carriers any undue hardship In their attempt to meet such competition as the 
future holds for them. Such fourth-section appllcatiotis as they may find it nec- 
essary to make with reference to this traffic will be disi>osed uf with such celerltj- 
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as the circumstances may permit. Neither Is it our purpose to permit the 
maintenance of rates to or from Pacific coast points at a level that will render 
this service unattractive to the boat lines. (276-277.) 

Commissioner Harlan dissented in the above case upon the ground 
that as there had been no permanent withdrawal of ocean service 
existing rates at terminal points which were due to their natural ad- 
vantages should not be disturbed. There was no disagreement be- 
tween Commissioner Harlan and the majority of the commission as 
to the future, with respect to which Mr. Harlan said in 46 I. C. C. 
236, 279: 

Finally, the Panama Canal was constructed at great public cost and largely 
for the purpose of tying the two coasts together by an all-water route that will 
enUare. supposedly at least, for all time to come ; and the new merchant marine 
now under construction gives us assurance that this great national all-water 
highway must necessarily be a permanently vital factor in the coast-to-coast 
commerce. 

In the development of transportation nothing has yet appeared to suggest 
that commerce will ever move by land so cheaply as by the natural water routes. 
So far, therefore, as may now be anticipated, the all-water route through the 
canal must control and for the generations to come be the basis, in a large 
degree, of the trade and commercial relations between the Intermountain cities 
and the competing communities that are favored by being ports on the Pacific 
(Kvan. And unless the economic advantage of being terminals for an all-water 
n>me from coast to coast be taken away from the Pacific coast cities by some 
upheaval of nature or by legislation, they apparently will have in the future 
what they always have had in the past, namely, lower all-rail rates on com- 
men-e that can and does move freely by water than the less distant intermoun- 
tain cities In the nature of things may expect to have. In all countries important 
rifieR are to be found the prosperity and commanding position of which grow 
largely out of the fact that they are on the water and therefore have the benefit 
of that cheaper mode of transporting their commerce, and in many reported 
causes we have said that such communities may not lawfully be deprived of the 
U*nefiis of their location on navigable waters by compelling the rail carriers 
ihat serve them to maintain rate adjustments that ignore that natural advantage. 

The six regular steamship lines, comprising an aggregate fleet of 
40 ships, which inaugurated service upon the opening of the canal, 
with an estimated annual cargo capacity of 1,000,000 tons in each 
direction, were supplemented by less regular sailings of the ships 
of other owners. During the first 12 calendar months of canal opera- 
tion — September, 1914, to August, 1915, inclusive — ^the official publi- 
cation of the Panama Canal Zone, known as the Canal Record, shows 
the westbound tonnage carried from Atlantic to Pacific ports of the 
Tnited States through the canal to have been 1,049,990 tons. 

In the plea of the carriers to the Interstate Commerce Conmiission 
for additional relief, after the opening of the canal in 1914, upon the 
heavier seagoing commodities which nave been referred to as sched- 
ule C, the transcontinental lines showed that during the previous 
calendar year 1913 the combined tonnage of those commodities which 
had been handled bv the railroads and the steamship lines from ter- 
ritories designated A and B, embracing all points east of a line drawn 
through Buffalo, Pittsburgh, and Wheeling and north of the Potomac 
River, to Pacific coast terminals had aggregated but 961,768 tons. 
This does not mean that the railroads lost every ton of this class of 
freight from the Atlantic seaboard territory, but that the canal lines 
took a volume of freight consisting of other commodities than those 
embraced in schedule C and i"eached for their business to points west 
of the Buffalo-Pittsburgh- Wheeling line as far inland as the Missis- 
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sippi Biver, and that the westbound tonnage taken by the canal was 
more than the aggregate of the tonnage of heavy seagoing com- 
modities embraced in schedule C originating in the entire territory 
between the Buffalo-Pittsburgh-Wheeling line and the Atlantic 
Ocean. 

These figures are simply used to support the fiiidings of the com- 
mission that the competition of the steamship lines for Pacific coast 
traffic' is a real, substantial force which must be recognized. 

In passing upon the applications of the carriers in the southeast 
for authority to continue lower rates to more distant than to inter- 
mediate points, the commission made considerable analysis of the 
out-of-pocket cost (30 I. C. C, 153, 175-176-177) : 

Tliere Is little testimony In this record that Indicates the actual average cost 
of handling freight over these lines. From an examination of the reports of 
the carriers made to the commission for the fiscal year ending June 30, 1912, 
it Is found that the average load per car for that year of the Atlantic Ck>ast 
Line, the Seaboard Air Line, and the Southern Railway was 14.07 tons; the 
total car-miles of the three systems, 525,837,008; the total freight revenue, 
$79,394,400.24; and the average revenue per freight-car mile, 15.1 cents. The 
average ratio of operating exi)enses to operating revenue on these three ^s- 
tems was 67,51 per cent. Assuming that the ratio of operating expenses to 
operating revenue was the same for the freight business as for the passenger 
business, the average operating expense per car-mile must have been 10.19 cents. 
The total operating expenses of the three system were $82,517,806.15. The 
total expenses which are summarized In the reports under the head of " Trans- 
portation expenses and traffic expenses " were $44,194,695.02. These traffic and 
transportation expenses were 53.68 per cent of the total expenses. The average 
traffic and transportation expense per car-mile on these three systems would be 
5.47 cents. 

These traffic and transportation exi>enses Include the cost of superintendence, 
outside agencies, advertising, traffic associations, Industrial and Immigration 
bureaus, stationery and printing, dispatching trains, station employees, station 
supplies and other station expenses, yardmasters and their clerks, yard con- 
ductors and brakemen, yard switching and signal tenders, yard supplies and 
other yard expenses, fuel, water, lubricants and other supplies for yard and 
road locomotives, road enginemen, road trainmen, train supplies and other train 
expenses, operation of Interlockers and block and other signals, operation of 
telegraph and telephone service, loss and damage to freight and baggage, 
damage to property and stock on right of way, Injuries to persons, and many 
other Items, Including practically all of the expenses that must be Incurred in 
the actual handling of freight. 

While It Is not demonstrated what the actual out-of-pocket costs are. brought 
about by the acceptance of this long-distance low-grade freight, it is, however, 
reasonably certain that they can not exceed tlie total costs as represented in 
these traffic and transportation expenses. This long-distance low-grade traffic 
of the character of cement, brick, coal, fertilizer. Iron articles, lumber, etc., 
moves under relatively high carload mlnlmums, varying from 30.000 to 50,000 
pounds per car. 

From the tariffs examined it may fairly be concluded tliat this freight moving 
at low rates moves under an averape carload minimum of not far from 40,000 
pounds. If the actual expense be included within the traffic and transportation 
expenses and amount to 5.47 cents i>er carload per mile, the freight carried 
In an average car of 20 tons of freight could be handled with an out-of-pocket 
cost of not exceeding 2.73 mills per ton-mile. 

An examination of the tariffs and rates submitted In connection with this 
case discloses no rates that pay less than 3 mills i)er ton-mile, and the ientu 
mony of the petitioners Is to the effect that any freight paying le^s than 3 mills 
per ton-mile Is looked upon by them, as perhai)s paying less than the actual 
out-of-pockot costs. 

It may fairly be concluded from the testimony that there is none of these 
rates for long-distance traffic which pays less than the additional cost of han- 
dling, and their acceptance by the railways results in some net rev«iue, and 
does not result In an Increased burden upon traffic to and from Intermediate 
points. 
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The level of rates in effect to Pacific coast terminals before the 
opening of the Panama Canal was such that there was little or no 
contention that they were less than the out-of-pocket cost. In 
fact, the effort of the intermountain communities in those cases 
preceding the opening of the canal was to convince the commission 
that the rates then applicable to Pacific coast terminals would be 
reasonable as applied at intermediate points. The opening of the 
canal made it necessary for the transcontinental lines to make lower 
rates to meet the increased sea competition. In connection with their 
application filed for this purpose and known as the schedule C case, 
to which brief reference has already been made, transcontinental 
lines applied the basis set forth in the foregoing extract from the 
decision in the southeastern case to the operations of the Atchison, 
Topeka & Santa Fe as representative of the transcontinental haul, 
from which it appeared that none Of the rates proposed were below 
out-of-pocket cost. 

Tlie figures of all the carriers, to which the formula set out in the 
report in the southeastern case was applied, are on file with the In- 
terstate Commerce Commission, open to inspection bv anybody, and 
published each year in the commission's statistics of railways. No 
representative of the intermountain country challenged the correct- 
ness of the conclusion drawn from the application made. The com- 
mission made some further independent investigation of the matter, 
as disclosed on pages 623 and 624 of its opinion of schedule C case 
(in Commodity Bates to Pacific Coast Terminals and Intermediate 
Points, 32 I. C. C, 611), from which it reached the conclusion 
definitely stated that the rates proposed were not less than out-of- 
pocket cost. Subsequently the Southern Pacific Co. sought authority 
to establish rates on asphaltum, beans, barlev, canned goods, dried 
fruit, and wine from California ports to Atlantic ports to meet 
compietition of the canal carriers, which had resulted in depriving 
the Sunset Eoute of practically all of the business that it had pre- 
viously enjo3'ed in the carriage of these California products to the 
eastern seaboard. The rates proposed were the lowest which had 
ever been made for application between the two coasts. It was 
believed that no higher rates would attract a share of the business. 
Prior to applying for authority to make the rates, however, an ex- 
haustive investigation was made of the cost of handling this traffic 
as additional business to that already being handled and the conclu- 
sion was reached that with the high minimum carload weights pro- 
posed, the rates would yield some profit over and above the out-of- 
pocket cost, and before an application was made to the Interstate 
Commerce Commission, these figures were reviewed and approved as 
conservative approximations of cost by Mr. Kruttschnitt, the chair- 
man of the executive conmiittee of the Southern Pacific Co., an oper- 
ating official whose qualifications are fully known to this committee. 
With respect to the figures so submitted, as to which full opportunity 
was given for cross-examination at a public hearing of the applica- 
tion, the conmiission said (33 I. C. C, 480, 484) : 

Whfle the above analysis may not be altogether conclusive In showing the 
acmal additional cost of transporting this freight from San Francisco to New 
York, It is fairly convincing that such additional costs do not exceed the figure 
named. 
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It will therefore be seen that the commission has in each case, where 
the rate proposed was so low as to challenge the inquiry that it might 
be below the cost of handling the traffic, conducted an examination of 
its own, or had evidence submitted by the carrier, subject to check and 
examination by the commission, as a result of which the commission 
has reached the conclusion that the rates sought to be made were in 
excess of the out-of-pocket cost of handling the business as additional 
traffic. 

While, under the other provisions of the law, the commission is 
empowered to correct unjust or unreasonable rates and to remove 
undue discrimination which it may find to exist, and, in its adminis- 
tration of the fourth section, the commission has read into it the 
standards created by the first and third sections, the virtue of the 
present provision of the fourth section is that it enables the commis- 
sion to prohibit the creation of undue discrimination by declining to 
authorize the establishment of rates which in its judgment would 
create undue discrimination. If the Interstate Commerce Commis- 
sion can be intrusted by law with the responsibility of fixing just 
and reasonable rates and of correcting any undue or unreasonable 
preference which may be found to exist, can it not be intrusted with 
the authority to prevent the creation of undue or unreasonable pref- 
erence or advantage to any locality by refusing to authorize rates 
which would create any such undue or unreasonable preference or 
advantage; and under these circumstances how are the rights of any 
community jeopardized by the delegation of such authority to the 
commission ? 

The present rates to the intermountain country which have been 
declared by the commission to be not more than reasonable do not 
become unreasonable bj^ reason of lower rates to Pacific coast termi- 
nals which the commission may find to be necessary to meet the rates 
by sea, nor do the railroads create undue discrimination against the 
intermountain country by rates to the Pacific coast which shall have 
been found by the commission to be no lower than the equivalent of 
the cost of shipment by sea. There is no discrimination against 
the intermountain country except that which is created by the steam- 
ship rates to the Pacific coast and which would continue to exist if the 
rail carriers did not meet the steamship rates and continue to partici- 
pate in the Pacific coast traffic ; and obviously the commission would 
not permit the railroads to make rates to the Pacific coast which 
would create undue discrimination against the intermountain 
country. 

commission's authority required to meet future competition, 

A readjustment by which Pacific coast rates are no lower than rates 
at intermedite points having now been made effective by withdrawal 
of all fourth section relief, we need only consider the conditions 
under which the transcontinental lines will have to proceed when 
ocean service is actively resumed. Under the existing provision of 
the fourth section, they will apply to the Interstate Commerce Com- 
mission for authority to make rates to or from the Pacific coast which 
are found necessary to meet the rates of the ocean lines and retain a 
fair share of the Pacific coast traffic. To support such application 
they will expect to show : 
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(a) That the proposed rates to or from the more distant points 
are necessitated by conditions which have not been created by tiie 
applicant carriers, that they are less than reasonable, and that they 
are subnormal. 

(b) That the proposed rates yield revenue in excess of the actual 
cost of handling the traffic upon which they are to apply, thereby 
adding something to the net revenue and avoiding any increased 
burden upon intermediate points. 

(c) That each of the commodities upon which such rates are to 
apply is actually susceptible to sea competition, thereby reducing the 
numoer of commodities to a minimum upon which the long-and-short 
haul provision is waived. 

{d) That, taking into account the relative disabilities of the sea 
route and the advantages of the applicant carriers in the cost of in- 
Furance, switching, lighterage, loading, or unloading charge, if any, 
and the measure of intangible disabilities or advantages, if any, the 
proposed rates are not less than the equivalent of the rates by sea, 
accomplishing only such a fair equalization as will enable the appli- 
cant carriers to enjoy a fair share of the traffic; and, finally, if the 
proposed rates are not justified by such a test, the Interstate Com- 
merce Commission will be expected to determine what rates are 
justified. 

I submit a graphic map showing — 

First. By a hatched red line, a steamship line through the Panama 
Canal between New York on the one hand and Pacific coast ports on 
che other hand. 

Second. By a hatched red line between New York and Galveston, 
Tex., and a solid blue line between Galveston and Pacific coast ports, 
the " Sunset Route " of the Southern Pacific lines, extending from 
Xew York to Pacific porta 

The map referred to is here shown. 

The steamship distance between New York and Galveston is 2,160 
miles and the rail distance between Galveston and San Francisco is 
2,167 miles, so that one-half of the ^^ Sunset Route " is composed of a 
steamship line. By what process of reasoning can it be contended 
that this steamship line should not be permitted to engage, unham- 
pered, in the traffic between New York and San Francisco at rates 
which the Interstate Commerce Commission finds to be no lower 
than the equivalent of the prevailing rates by steamship lines operat- 
ing through the canal, and how is the interest of any intermediate 
community prejudiced by the "Sunset Route" taking some of the 
traffic which would otherwise move by sea? As a matter of fact, 
are not the intermediate communities benefited by enabling this 
steamship line between New York and Galveston to secure a sufficient 
volume of traffic to maintain a higher class and more frequent service 
than it would be possible to maintain if necessary to surrender the 
Pacific coast tonnage entirely to the canal lines? 

Upon what theory can it be said that when the sea competition for 
such eastbound commodities as asphalt, barley, beans, and canned 
goods, as disclosed by the record, shall return, this lino should be 
excluded from the carriage of this business; and upon what theory 
can it be asserted that if these conditions should again arise the 
commission should be deprived of jurisdiction to inquire into all 
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the facts, hear all the parties, and grant such relief as the circum- 
stances of the case may warrant? 

Certainly it will not be said that the making of a lower rate for 
the longer haul under such circumstances is so manifestly unfair and 
unjust that it should be absolutely prohibited by law. On the con- 
trary, the facts speak for themselves, and would seem to make a 
prima facie case for the granting of such authority. Certainly the 
conmiission, which is charged witti the duty generally of seeing that 
all rates are reasonable and that no undue discrimination is practiced, 
may be safely intrusted with the jurisdiction to determine whether 
in such a case lower rates should be permitted than at intermediate 
points, and, if so, what measure of rate is necessary to meet the com- 
petition of ocean carriers, and what provision, if any, should be made 
to protect the interior in the enjoyment of reasonable and nondis- 
criminatory rates. 

Third. By solid blue lines are shown representative all-rail routes 
between New York on the east, and San Pedro, Oakland, San Fran- 
cisco, Portland, Tacoma, and Seattle on the west. 

Why should these all-rail routes be prevented from making rates 
which the Interstate Commerce Commission may find to be the 
equivalent of rates by sea to or from Pacific ports because they happen 
to carry this traffic through Salt Lake City, Reno, or Spotane, and 
how are the interests of these intermountain communities prejudiced 
by permitting these all-rail routes to carry the same traffic that would 
otherwise move by sea or partly by water ahd partly by rail! 

In passing upon the applications of both the all-rail lines and the 
Sunset Gulf line for authority to make, on westbound traffic to 
Pacific coast terminals, lower rates than applied to intermediate 
points in order to be enabled to meet at those terminals the competi- 
tion of the ocean carriers following the opening of the Panama Canal, 
it appeared that the rates of the ocean carriers had been very greatly 
reduced below those in effect before the canal was opened. The fol- 
lowing extract from the opinion of the commission (32 I. C. C, 611, 
621) granting authority to make the rates desired is illustrative of 
the situation : 

It was shown that the total tonnage moving by water from the Atlantic to 
the Pacific coast and to the Hawaiian Islands for the year 1911 was 397.974 
tons; for 1912, 451,582 tons; for 1913. 434.115 tons; while for the month of 
September, the first full month after the opening of the Panama Canal, the 
tonnage from the Atlantic coast to the American Pacific coast ports was 77.915 
tons. While the movement by the Panama route for a month may not be a 
reliable index as to what may be expected as the result of a year's operation. 
it Is Indicative of a greatly increased activity on the part of the water carriers* 
The testimony shows also a reaching out by these water carriers to territory 
from w^hich heretofore they have drawn but little If any trnfRc and the move^ 
ment by water of various commodities that heretofore have moved almost cxclu- 
sivelv by rail. Prominent instances of these are the following: A shipment of 
32 cars of cast-iron pipe from Birmingham, Ala., by rail to New Orleans, thence 
by water to the Pacific coast ; a shipment of paper bags from Sandy Hill, N. Y.. 
via New York and ocean ; shipments of catsup from Rochester. N. Y.. via New 
York and ocean; 140 cars of structural iron originating In various parts of 
Pennsylvania ; 50 cars of wire fencing from various points in Pennsylvania : 
1 200 tons of rails from Lorain, Ohio ; 653 pieces of wrought-lron pipe from 
Wheeling, W. Va. ; from 10,000 to 15,000 tons of wrought-lron pipe from Toung«»- 
town, Ohio. 

It was upon facts such as these that the commission based its con- 
clusion, already quoted, that whatever might have been the degree of 
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competition in the past a new era had begun in transportation be- 
tween the Atlantic and the Pacific coast, and that to secure any con- 
siderable percentage of the coast-to-coast traffic lower rates than 
had previously prevailed must be made by the rail carriers. If these 
conditions should again arise, as the commission itself predicts they 
will, upon what theory should the rail lines be required to surrender 
this traffic to the ocean lines, and upon what theory should the com- 
mission be deprived of jurisdiction to inquire into aU the facts, hear 
all the parties, and grant such relief as the circumstances of tiie case 
may warrant? If upon such an inquiry the conmiission is to deter- 
mine what rate is actually necessary to meet the competition at the 
port, and the carrier is forbidden to make any lower rate, it would 
seem that the interior is fully protected against undue discrimina- 
tion. Certainly, with the broad powers that the commission has for 
the establishment of reasonable rates and the removal of discrimi- 
tion, there is no reason why it should not have jurisdiction to deter- 
mine whether, in such a case, authority to charge less for the longer 
than the shorter haul should be granted, and if so, upon what terms? 

INFLEXIBLE LAW INJURIOUS TO BOTH CABRIERS AND PUBLIC. 

The transcontinental lines can not be excluded from this traffic 
without seriously impairing their efficiency and usefulness. They 
can not subsist upon the traffic to and from the interior without seri- 
ous impairment of their gross and net earnings, and consequently 
without serious impairment of their service and of their ability to pro- 
vide additional facilities required. It is, of course, clear that they can 
not engage business in competition with the sea except at rates lower 
than those which they can afford to make on all traffic. In other 
words, to apply to all traffic the sea-compelled rates would impose a 
greater burden than the railroads could bear, because it would mean 
that traffic as a whole would be carried at rates which would be in- 
sufficient to cover all elements of cost, fixed charges, etc. To require 
them to reduce their rates on business to the intermountain country 
to the level of sea-compelled rates, not as a measure of establishing 
reasonable rates to the intermountain country but simply because of 
the lower rates made to the coast cities, would be to punish them for 
competing with the ocean carriers. 

The question immediately arises as to what would be the effect 
upon the rates to points farther east, to which the present rates to 
the intermountain coimtry are fairly related, if the rates to the inter- 
mountain country were reduced to the level of those which it inay be 
necessary to make in the future to meet the sea competition on the 
coast? Upon much of this traffic it is certain that such reductions to 
the intermountain country would necessarily involve reductions to a 
widespread territory to the east thereof, penalizing not simply the 
transcontinental lines but the lines operating in the Middle West if 
they continued to participate in the movement of transcontinental 
fra^ht. 

Bor example, the rate on the principal iron and steel articles, in 
carloads, from Pittsburgh territory to Pacific coast terminals, which 
was necessitated by steamship competition after the opening of the 
canal, was 65 cents per 100 pounds, while the rate which the commis- 
sion had approved to Salt Lake City was $1, and the rate which had 
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been found reasonable to Denver, Colo., was 76 cents; so that, to 
have been required to apply as maximum at intermediate points the 
rate compelled by sea competition at San Francisco would have re- 
duced 35 cents per 100 pounds the rate which the commission had 
approved to Salt Lake City, and would have reduced by 11 cents per 
100 pounds the rate which the commission had found reasonable to 
Denver. 

In its latest decision covering transcontinental rates (46 I. C. C, 
236, 264) , the commission said : 

It is evident that if it should be concluded that the present rates to the Pacific 
coast terminals on all these commodities are sufficiently- remunerative and 
should be applied as maxima at intermediate points, the result would be far- 
reaching. The rates from Chicago and points east thereof on all the articles 
in both schedules B and C would be reduced to a large part of the territory 
in the States of Washington, Oregon, Idaho, Montana, Utah, Nevada. Colorado, 
New Mexico. Arizona, and California by amounts which, on the schedule C list, 
vary from 15 to 45 cents, and on the schedule B items from 5 to 74 cents. 

But this is not all of the serious effect which an inflexible long- 
and-short-haul provision would have upon the rate fabric of the 
country. If the carriers could afford to adopt the policy of applying 
as maxima at all intermediate points the rates which are necessary 
to retain a share of the traflSc to Pacific coast terminals, the practice 
would be absolutely destructive of the normal relationship of rates 
to the intermountain country and rates to Colorado and even points 
east thereof. The rate to Salt Lake City would be as high as the 
rate to Reno, and the rate to Denver would be as high as the rate to 
Salt Lake City, on every commodity upon which compelling sea 
competition is encountered. Such a requirement would therefore 
create discrimination between interior points of destination, which 
as a permanent rate adjustment would fee unwarranted and destruc- 
tive. 

Doubtless the intermountain advocates of an inflexible fourth sec- 
tion have been inspired by the belief that the transcontinental lines 
would not retire irom competition with the sea for the traffic to 
Pacific coast terminals, and that the intermountain cities would 
therefore obtain rates far less than reasonable and enable Salt Lake 
City, for example, by enjoying the same rate as Colorado, to reach 
into the territory which legitimately belongs to Colorado, but it is 
hardly necessary to emphasize the statement that the transcontinental 
lines could not afford to adopt such a rate policy when it is realized 
what an extensive discrimination such a policy would create and 
what an intolerable rate fabric throughout the country would result 
from it. 

For the months of January, April, July, and October, 1916, during 
which period there was no substantial movement by water, the ton- 
nage moving from points on the east of the Missouri River to deep- 
water ports in the State of California was 307,284 tons of domestic 
traffic and 51,073 tons of export traffic, or a total of 358,357 tons; 
and, to deep-water ports in Oregon and Washington, 199,446 tons of 
domestic traffic and 189,118 tons of export traffic, or a total of 388,564 
tons. These figures were prepared at the request of the Interstate 
Commerce Commission in connection with its hearings of the re- 
opened fourth section transcontinental cases, and the months selected 
upon the theory that they represented approximately one-third of 
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the jears business. The present annual movement fr(»n eastern 
points to Pacific coast ports may therefore be fairly estimated as 
J, 075,071 tons to Calif omia ports and 1,165,692 tons to north coast 
ports. While some part of this tonnage consists of articles not 
hitherto carried by water the major part of it consists of commodities 
which are susceptible to transportation by sea, and it is fair to assume 
that all of this preponderance of the tonnage would eventually move 
bv water inasmuch as substantially all of such articles are produced 
along the Atlantic seaboard within easy reach of the ocean lines. 

Traffic to the deep-water ports, however, is not the only traffic 
which would be lost to the transcontinental railroads unless they are 
able to make rates which are a fair equivalent of the ocean rates, all 
circumstances and conditions considered. To substantially all the 
State of California and all that part of the States of Oregon and 
Washington west of the Cascade Mountains the rates which the car- 
riers found it necessary to make to the Pacific coast ports to meet 
the competition of the ocean lines, plus the local rates from the ports 
to the interior district named, were lower than the maximum rates 
prescribed by the commission and much lower than reasonable rates 
to tfie territory named based upon the rates prescribed by the com- 
mission to territory farther east, as already described. 

As the rail rates to Pacific coast ports were higher than the ocean 
rates, it necessarily follows that the combination of the ocean rate 
to the port plus the rail rate to the interior was still lower than a 
reasonable rail rate to the interior. Indeed, a very considerable pro- 
portion of the business moved by the ocean carriers was from or to 
points within the interior of Pacific coast States. Unless the rail- 
roads are enabled to make rates to the deep-water ports, which are 
a fair equivalent of the rates by sea, it is therefore apparent that 
they will lose not only the business to the ports themselves, but would 
also lose the through haul on the business going to interior portions 
of the States named. For the months of January, April, July, and 
October, 1916, statistics furnished to the Interstate Commerce Com- 
mission, as above described, show that the total tonnage moving to 
this district from the territory on and east of the Missouri River 
was, to interior California, 289,148 tons; to interior Oregon and 
Washington west of the Cascade Mountains, 8,979 tons, or the 
equivalent of an annual movement of 867,444 tons to the interior 
of California and 26,937 tons to interior Washington and Oregon 
west of the Cascade Mountains. The sum total of the annual ton- 
nage is therefore, to California deep-water ports and interior points, 
1,M2^15 tons; to Oregon and Washington deep-water ports and 
interior pK)int8 west of tiie Cascades, 1,192,629 tons, making an aggre- 
gate of 3,135,144 tons per annum. 

The Southern Pacific started a$ a California institution. It was 
constructed luider the Pacific railway acts, which had for their pur- 
pose not the construction of railroads whose functions would be 
limited to the carriage of commodities between Pacific coast ports 
and near-by interior communities, but railroads to provide through 
transportation between the Atlantic and Pacific seaboards. At the 
time that these acts were passed, this project was as much a govern- 
mental project as was the construction of the Panama Canal. The 
old Central Pacific Railroad, a part of the Southern Pacific system, 
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extends from Ogden through the States of Nevada and California to 
San Francisco. The souttiem route of the Southern Pacific Co. 
after passing the Rio Grande extends across the arid regions of New 
Mexico and Arizona into the State of California and thence to Los 
Angeles and San Francisco. There is substantially no local business 
on these lines east of the California State line, and indeed little local 
business in much of the eastern portion of the State of California. 
The people served by these lines live at the Pacific coast ports or 
within a relatively short radius therefrom, when the whole length 
of the line is considered. 

As we have seen, there is an annual movement of 1,942,515 tons to 
points within the State of California. Under a policy which would 
exclude this companv from participation in the through transporta- 
tion of that traffic from the east, its function with respect thereto 
would be limited to short hauls from the coast to interior cities to 
the extent that the traffic went to the interior, while to the extent 
that it went to the deep-water ports it would be entirely excluded. 

The withdrawal of this amount of through traffic iroiu the lines 
across New Mexico, Arizona, Nevada, and the eastern portion of 
the State of California, would have little appreciable effect upon the 
cost of maintaining the tracks of those companies in those States. 
It would have no appreciable effect upon the cost of administering 
the property and no effect upon the amount required to meet the pay- 
ment of interest. There would be no compensating feature in the 
revenue earned by carrying from the ports into the interior the busi- 
ness handled by the ships to the ports, for the California terminal 
Jines receive on business going to the interior not only their propor- 
tion of the rate to the Pacific coast port but the full amount of the 
excess over the port rate. 

Unless the rail lines are permitted to make rates which will hold 
this business, the terminal lines — ^the Southern Pacific, Santa Fe, 
Northern Pacific, Great Northern, Chicago, Milwaukee & St. Paul, 
Oregon- Waehington Railroad & Navigation Co., Los Angeles & 
Salt Lake, and Western Pacific — ^will lose all of the net revenue now 
derived from the port rate upon this exceedingly large volume of 
traffic. Just exactly what that loss would be in dollars is difficult 
of computation, and, in fact, it seems hardly necessary to compute it. 
As has been seen, the rates necessary to hold a portion of this busi- 
ness, while less than reasonable, are in excess of the out-of-pocket 
cost when handled as additional traffic. The amount of that excess 
varies with every shipment according to the rate charged, the distance 
hauled, and the number of tons loaded into the car, the actual cost 
of handling per ton being, of course, in direct inverse ratio to the 
load per car. Considering the distance hauled and the high minimum 
weights prescribed on sea-competitive traffic, it is apparent that the 
contribution of this business to the net revenues of the tenninal 
transcontinental lines amounts to many million dollar3 annually. 
These amounts can not be withdrawn from their net revenues with- 
out impairing their efficiency and usefulness. It is also clear that 
they can not engage in business in competition with the sea except 
at rates lower than those which they can afford to make on all traffic ; 
in other words, to apply to all traffic the sea-compelled rates would 
yield an inadequate revenue, because it would mean that the traffic 
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as a whole would be carried at rates which were not sufficient to 
cover all elements of cost, fixed charges, etc. 

Some of the lines named operate through other sections of the 
country, but others, namely, the Western Pacific and the Salt Lake 
line, are laid exclusively in the district in question, and it is per- 
fectly obvious from the figures cited that they could not subsist if 
they are excluded from participation in traffic to California, and 
must depent upon that to rfevada and Utah. 

If the transcontinental terminal lines are to be shut out from this 
business, with consequent loss of many millions of dollars of net 
revenue, and are to maintain their efficiency and usefulness, it is 
apparent that the loss wouldf have to be made up by an increase in 
rates upon the remaining traffic. In this connection, there is another 
element which must not be forgotten, and that is that the Pacific 
coast produces more than it consumes and its products must find a 
market in ths distant parts of the country in the East. Again usin^ 
the California situation as an example, if the California terminal 
lines are forced to retire from participation in the westbound move- 
ment of commodities to California, amounting to 1,942,515 tons per 
year, it is clear that cars in which the products of the Pacific Coast 
States are moved eastward must go back empty instead of under 
load. This means that the expense of moving a car westbound, which 
may now properly be charged to the westbound traffic, would then 
have to be charged against the ea;stbound traffic, and would re- 
quire substantial advances in the eastbound rates. 

This is true not only of the eastbound tonnage from the Pacific 
coast itself but from the intermountain States as well. In so far 
as the States of Arizona, Nevada, and New Mexico contribute any- 
thing substantial to the revenues of the traniscontinental lines, that 
contribution is derived from their outbound tonnage and the fuel 
and supplies incident to the production thereof. That is to say, the 
traffic oi these arid regions consists chiefly of the products of the 
mines and there is but a limited amount of agriculture and other 

Spoducts. The prosperity of a community depends on what it pro- 
uces and not on what it consumes. It would seem that the true in- 
terest of the intermountain country was in the maintenance of a 
basis of rates upon its products outbound which would extend their 
markets and stimulate production. 

The transcontinental lines have sought to establish and maintain 
such a basis of rates upon the outbound products of the intermoun- 
tain country. It is perfectly obvious that if the net revenues now 
flowing from the traffic to the coast States are to be withdrawn, that 
loss must be made up by an increase in rates, and if the empty-car 
haul westboimd is to be increased the loss of net earnings incident to 
the one and the increase of operating costs incident to the other must 
both be made up by an increase in rates upon the traffic remaining, 
including the rates on the outbound products of the intennountain 
country. If, therefore, commercial conditions would permit the ad- 
vancing of rates upon the remaining traffic to an extent necessary to 
make up the loss of net earnings from the traffic removed and the 
increase in the cost of conducting the traffic remaining — ^that is to 
say, if such an advance would not result in rates so high, relatively, 
as contrasted with the rates from points of production in other sec- 
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tions of the country competing with producing points in the inter- 
mountain and coast States as to destroy the traffic — ^then the trans- 
continental lines would have lost nothing; but the public, so far 
from gaining anything, would be required to pay higher charges 
than are now imposed. 

If, on the other hand, competition with other sources of supply 
would prevent the necessary increases in the eastbound rates, all of 
the loss in net earnings from the traffic withdrawn and all of tlie 
increase in operating expenses on the traffic remaining would have to 
be made up, if possible, by an increase in the local rates within the 
territory served by these lines where there was no element of com- 
petition and in the rates to the intermbuntain country on the things 
purchased in the East. If such should be the result, the net effect 
would be that the carriers would not have lost any revenue, but the 
consuming public, not only in the intermountain country but in the 
entire local territory served by these lines, would have to pay higher 
rates upon the things that they consumed. If, as is probable, the 
limit to which rates on the outbound products of the far West could 
be advanced without killing the traffic is such, and the limitations 
placed upon the ability of the transcontinental lines to advance local 
rates are such that the transcontinental terminal lines could not 
recoup in full their losses in net earnings on the traffic withdrawn 
and tneir increased operating, expenses on the traffic remaining^ it 
is obvious that their efficiency and usefulness will have been under- 
mined and their ability to provide the additional facilities required 
for the upbuilding of the country seriously impaired. No minute 
mathematical calculation is required to demonstrate the serious blow 
which would be rendered to the transcontinental lines, and through 
them to the public that they serve, if they are required to retire from 
business to the Pacific coast. 

On the other haild, to require them to reduce their rates on busi- 
ness to the intermountain country to the level of sea-compelled' 
rates, not as a measure of establishing reasonable rates to the inter- 
mountain country, but simply because of the lower rates made neces- 
sary to the coast cities, is to punish them for competing with the 
ocean carriers. There is no room for any such punitive measure in a 
constructive program of railroad regulation. Furthermore, results 
of this policy would be disastrous, it not ruinous, to many carriers 
other than the transcontinental terminal lines. The review ali'eady 
made of the level of reasonable rates established by the commission 
for successively increasing hauls from the Atlantic seaboard to the 
far west and the relation of the rates so fixed demonstrates that a 
leveling of the rates to the intermountain country to those which 
may be required by the stress of ocean competition at Pacific coast 
ports would not only reduce the rates to that district but would ex- 
tend much farther east. The statistics furnished to the commission 
in the case already referred to covering the four months of 1916 
hitherto described showed that during that period there was a move- 
ment of 699,977 tons to the States of New Mexico, Arizona, Wyoming, 
Colorado, Utah, Nevada, Idaho, Montana, and points in Oregon and 
Washington east of the Cascades, equivalent to 2,099,931 tons per 
annum, which, added to 867,444 tons to interior points in California, 
and 26,937 tons to interior points in Oregon and Washington west 
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of the Cascade Mountains, makes an aggregate of 2,994,312 tons — 
which, it will be observed, approximates the tonnage from which 
the carriers would have to retire if compelled to accept the other 
horn of the dilemma. This is a conservative estimate, bew^use it 
does not include any business to points east of Colorado, whereas on 
many commodities the rates to Kansas and Oklahoma, for example, 
would also be reduced. Furthermore, as already pointed out, if 
relationships of rates established by the commission are to be taken 
into consideration at all, the reductions to the intermediate country 
would be cut by observance of the Pacific coast rate as a maximum, 
but in order to preserve a fair relationship the rates would be affected 
ftll the way across the- country, even the rates from New York to 
Pittsl>urgh and Buffalo. 

Commercial jealousy between rival jobbing centers is not confined 
to the Pacific coast and intermountain communities. It exists 
throughout the country, and a very considerable proportion of the 
eases before the Interstate Commerce Conunission deal with the rela- 
tionship which should be maintained in the rates from or to rival 
jobbing centers. The commission has, for instance, fixed the relation 
of rates as between El Paso and Texas common points and be- 
tween Texas common points and Dallas. It has fixed the relation 
on iron and steel articles from Pittsburgh to Fort Smith, Muskogee, 
and Oklahoma City, respectively, while a definite relation not fixed 
bv the commission but so commonly observed as to have become an 
almost sacred rule of rate making, applies between Fort Smith and 
Little Rock, whose rates in turn must be adjusted with some relation 
to those at Memphis. It is inconceivable that a blanket rate on 
iron and steel articles from Pittsburgh to all points from Fort 
Smith, Ark., to San Francisco, could be long maintained. To at- 
tempt to do so would be to disrupt present commercial and trade re- 
lations, not as between San Francisco and Phoenix, which have 
already been adjusted to natural conditions, but between centers 
within the Mississippi Valley and from the Mississippi River to the 
Rio Grande and the Rocky Mountains, far removed from any legiti- 
mate influence of a controversy between San Francisco and Phoenix. 
The havoc that would be played with the entire rate structure of the 
countr>' by endeavoring to apply at intermediate points the maxi- 
mum rates which may oe necessary to meet the competition of the 
ocean carriers at Pacific coast ports is indescribable and is nowhere 
better understood than by the members of the Interstate Commerce 
Cpmmission. Its direct and indirect effects carried to their logical 
conclusion would require a reduction in the rates from New York 
to Pittsburgh if a proper relation of rates were to be observed. The 
application of the sea-compelled rates at the coast to intermediate 
|>omts is not a matter which concerns the transcontinental terminal 
lines alone, but is of vital concern in its direct influence upon practi- 
cally all railroads operating west of the Missouri River, and must 
necessarily affect the rates of lines operating between the Mississippi 
and Missouri Rivers and between the Mississippi River and Arkansas 
and Texas, and from whose influence not even the lines east of the 
Mississippi River would be free. Any attempt to impose the sea- 
comnelled rates at the coast as maximum rates at interior points 
would in its direct effect be disastrous upon the revenues of many 
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lines, while, if its influence were permitted to stop there, it would 
create a most artificial system of rates and rate relationships as 
between points far removed from the Pacific coast. 

Again, it requires no minute mathematical calculation, tracing out 
as to each commodity the point farthest east to which the rate would 
be cut and calculating the consequent losses of revenue to the lines 
west of the Mississippi River, to demonstrate that the revenues of 
substantially all of the lines in the western group would be dealt a 
severe blow by the adoption of a policy either upon the part of the 
Government or the railroads, under which, in order to continue in 
traffic to the Pacific coast, the rates to the intermediate country must 
be leveled to those made to meet the conditions there obtaining. 
Neither horn of the dilemma, which would be presented by an abso- 
lute long and short haul clause, could be accepted by the rail lines 
without tremendous loss in net earnings and a ^eat impairment of 
their efficiency and usefulness and of their ability to finance them- 
selves for further improvements and to grow as they should grow in 
service and usefulness and facilities. They should not be asked to 
choose as between the two horns of the dilemma. 

The result of such a policy in the long run would injure the public 
as much if not more than the railroads. It is the function of the rail- 
road as well as of the steamer to carry the commerce of the country 
to market. Until the limit of its capacity is reached, every pound of 
freight that is handled by a railroad company at some profit over and 
above the actual cost of carriage makes possible a more frequent and 
more efficient service and adds to the net revenues out of which the 
plant may be maintained and operated with a greater usefulness, and, 
when the capacity of the plant has been reached, enables the carriers 
to finance the needed improvements and additional facilities which 
depend in the last analysis upon net earnings. To the extent that the 
ability of the carrier to enlarge its business is restricted, its present 
usefulness and its future possibilities are impaired. Under the pro- 
tection afforded by the law through the administration of the com- 
mission, charged with the duty of preventing undue discrimination 
and with seeing that all rates are reasonable, carriers should be per- 
mitted to compete for all the business that they can get at some profit 
to themselves and to increase their traffic in every ie^timate way 
possible, and thereby increase their usefulness as competitive agencies 
of transportation and as growing instrumentalities of commerce con- 
stantly increasing in efficiency and service. 

PUBLIC POLICY. 

It has been suggested that, aside from the merits of the controversy 
between the rail lines and their patrons, Congress should, as a matter 
of public policy, encourage the development of water transportation 
to such an extent that all articles which are susceptible of water car- 
riage should be turned over to the water lines to the exclusion of the 
railroads. The question has been asked, What would the Govern- 
ment do if it owned both the railroads and the ocean carriers through 
the canal. Would it permit them to compete or would it turn over 
to the water lines everything which they could carry at a rate less 
than reasonable for rail transportation, even though its rail lines 
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might be able to carry a part of that traflBc at some profit ? I think 
the query should be approached and answered in this way : 

A railroad is a permanent physical property which can not be 
moved about from place to place. The capacity of a steamship line 
is whatever its owner chooses to make it, and a part of its facilities or 
all of them may be employed in one business or another, as the owner 
may determine. Governmental ownership of the railroads and of a 
competing steamship line must contemplate either governmental 
monopoly or "freedom of the seas." If it be assumed that other 
steamships would be excluded from competition with the Government 
for the transcontinental traffic, the steamship rates to the coast cities 
might be maintained on a level with rates which had been found 
reasonable to the intermediate territory. Under these circumstances 
is it not unreasonable to suppose that the Government would main- 
tain a fleet in this service oi sufficient capacity to carry all of the 
coast traffic when a part of that traffic could be profitably handled by 
the railroad plant which it was maintaining? Is it not fair to assume 
that its railroad facilities would first be used to their capacity for the 
transportation of this tonnage, and that the number of steamships 
operated in this service would be limited to the capacity necessary to 
accommodate the tonnage which the Government railroads could not 
cimveniently and profitably transport? Obviously the additional 
steamships owned by the Government would be employed in the ex- 
port business or in some other traffic than that for which railroad 
facilities had been acquired and were being maintained. This would 
be the only business-like course to be adopted by the Government in its 
own interest, and the average cost of transportation per unit of all 
traffic would be minimized. 

While such an arbitrary policy mi^ht give the intermountain com- 
monities an adjustment ol rates no higher than applicable to the coast 
cities, it would unjustly deprive the coast cities of all of the benefit 
of their geographical location and of all of the advantage which 
would accrue to them under a private ownership of ocean carriers 
by depriving them of 'water rates as low as they would enjoy under 
private ownerdiip. This would be such an unwarranted exercise 
of favoritism to the intermountain country at the expense of those 
whose location entitles them to the benefits of the sea as a regulator 
of transportation charges that in common fairness the policv of the 
Government would recognize " the freedom of the seas." Under these 
circumstances the rates by sea would be no higher than the privately 
owned steamships would make them, and a share of the traffic could 
not be retained, either by the govemmentally owned ships or rail- 
roads^ without making equivalent rates. If such equivalent rates 
could be made by its railroads and revenue derived therefrom in 
excess of the actual cost of handling this additional traffic, thereby 
contributing to the maintenance of the governmental railroad plant 
and to the reduction in the average cost per unit of all of the service of 
that railroad plant, is it to be supposed for a moment that to perform 
the same service the Government would create or expand another 
agency of transportation by the introduction or enlargement of a 
steamship fleet, which to justify its existence as a private enterprise 
would have to earn from this low-rated traffic not only the cost of 
transportation, but a full return upon the investment in the steam- 
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ship property, and which, as a governmental enterprise, would not 
even then be justified so long as the same traffic could be handled by 
the Government's railroads at a profit in excess of its actual cost of 
transportation, and the same steamships could be employed by the 
Government in profitable service elsewhere? 

Useful as a merchant marine is, its use in coastwise service must 
be supplemental to the railroads in the industrial and commercial 
development of the country. The points which may be directly 
served by ocean-going vessels are comparatively few. The great 
resources of the country, from which its wealth is derived — its farms, 
its mines, its forests — are principally inland, and the producers must 
mainly depend upon rail transportation. Nothing should be done to 
cripple that rail transportation, whether the railroads and the 
merchant marine are both privately owned, or even if they were 
both publicly owned. At this particular time we are greatly im- 
pressed with the increasing burden upon the railroads and the desir- 
ability of employing to the fullest extent possible the use of water 
transportation to relieve that burden, but in times of peace, when the 
railroads are capable of handling the normal traffic, the chief em- 
ployment of a merchant marine should be in the development of an 
export trade, and it is quite as useful in the domestic trade if by its 
competition the public receives the benefit of rates by rail equivalent 
to those which m-av be made by water. It is difficult to conceive how 
the public would oe benefited by having the commerce between the 
coasts moved exclusively by water at water rates rather than to have 
a part of it moved by rail at the equivalent of water rates. 

It is imfair to argue that all of the Pacific coast traffic should 
be permitted to move by sea because the railroads have all the busi- 
ness they can handle, for it is well known that the conditions existing 
to-day upon which this suggestion is based are extraordinary and 
are not a fair index of the past or the future. Substantially all 
such traffic as shipped by sea for half a century, whether ^^a Cape 
Horn, the Straits of Magellan, the Panama Railroad, the Tehaun- 
tepee route, or the Panama Canal, is being handled by the railroads 
in consequence of the diversion of ships to other service. An enor- 
mous import and export tonnage is moving through Pacific coast 
ports which has been heretofore shipped by sea. An enormous 
volume of business in material for the shipyards, supplies for the 
Army and Navy of the United States and for its allies, to say nothing 
of the transportation of the troops themselves, has called for the maxi- 
mum railroad transportation facilities and the performance of a serv- 
ice of which the American railroads may be justly proud. 

For example, the Southern Pacific lines handled last year 14,803,- 
344,973 ton-miles of freight, while in the fiscal year ending June 
30, 1915, during nine and one-half months of which the Panama 
Canal was open and active steamship competition existed, the same 
lines carried but 7,632,401,846 ton-miles. If the capacity of these 
lines be represented by the tonnage which they handled last year, 
it follows that only 51.5 per cent of their capacity was employed 
during the fiscal year ending June 30, 1915. 

A chart which was introduced by Mr. Kruttschnitt in his recent 
testimony shows that during the year 1914 there were never less 
than 135,000 idle cars on all of the railways reporting to the Ameri- 
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can Bailway Association, and that the number reached as high as 
246,000. 

These figures convincingly show that when normal sea competition 
existed and the volume c^rail traffic was not stimulated by the war 
as it is to-day a very substantial part of the capacity of the South- 
em Pacific lines, and of the railroads of the country generally, was 
not utilized. 

I have undertaken to show how the removal of this business from 
the rail lines would cripple their efficiency and usefulness and their 
ability to provide additional facilities by reason of the credit which 
their net earnings afford. The facilities of the transcontinental 
lines to-day are what they are because they have been provided in 
large measure for the transportation of throug;h transcontinental 
traffic. It is inconceivable that those facilities, inadequate as they 
are to meet the extraordinary demands of the war, would be any- 
thing like as great as they are if the policy suggested of confining 
the enormous volume of transcontinental traffic to the ocean lines 
and excluding the rail lines from participation therein had been 
followed in the past. 

The Southern Pacific Co. within the past year handled nearly 
double the number of ton-miles of freight that it handled in the 
fiscal year 1915 with the same plant. The backbone of the business 
of the Union Pacific Co. is its through transcontinental freight. 
To take care of this business it has been engaged for a number 
of vears in double tracking its line between Omaha and Ogden, 
and the ^eater part of that work has been completed. What would 
its capacity have been if through all these years it had been limited 
to the handling of local traffic and the coast-to-coast business had 
all moved by water? And what, under such a policy, would be the 
condition of the public to-day? Those ships which previously 
operated in the coast-to-coast trade abandoned it for more lucrative 
business during the war. There is no reason to assume that they 
would not have acted similarly if they had handled all the business 
and the railroads had handled none, in which event this tremendous 
volume of transcontinental freight would have been thrown upon 
the railroads without facilities to handle it. 

If those ocean lines had been owned by the Government, the 
temptation would have been strong to place them in a more lucra- 
tive service even before we entered the war, and the obligation to 
put them in such service after we entered the war would have been 
imperative. In the meantime, if the railroads (likewise assumed 
to nave been owned by the Government) had been confined to their 
local traffic, it must be assumed that their facilities would have 
been commensurate only with the traffic which they were expected 
to handle; to have provided more would have been economic waste; 
and 80, imder the hvpothesis, the exigencies of the present condition 
would have resulted m throwing upon the transcontinental railroads 
not only the added burden tjreated by war conditions, for which 
they could hardly be expected to be prepared, but likewise the added 
burden of transcontinental traffic, for which they have always been 

Ciared but for which, under those conditions, they would have 
without preparation. 

60868—18 U 
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All this, of course, is upon the assumption that the transcontinen- 
tal railroads would have been built under the conditions of enforced 
exclusion from through transcontinental traffic which is assumed in 
the question. The fact is that under such a condition they probably 
would not have been built at all. Certainly the main purpose of the 
construction and of the Government aid afforded them was to provide 
through rail routes for the carriage of transcontinental traffic. The 
Southern Pacific lines across Arizona and New Mexico and Nevada 
were built expressly for that purpose and otherwise would not have 
been constructed. The same is undoubtedly true of the old Atlantic 
& Pacific Railroad, w^hich forms a portion of the lines of the Santa 
Fe west of Albuquerque, N. Mex. There would, of course, have been 
railroad development without the construction of these three trans- 
continental lines, but the development and construction would have 
been quite different if those engaged therein had been informed that 
they could not participate in through transcontinental traffic. The 
service that the transcontinental group of carriers is performing now 
is a tribute to the wisdom of Congress in encouraging their construc- 
tion and aiding in it and to the vision and courage of those who un- 
dertook the task. If throughout the 50 years that have followed 
the Government, either through ownership or control, had adopted 
the policy of forcing all of the transcontinental freight to move by 
water and had limited the operations of the transcontinental rail- 
roads to traffic noncompetitive with the ocean lines, the plants of 
these companies would be far different from what they are to-day. 
Certainly the requirements of the present national crisis demonstrate 
the necessity of transcontinental lines capable of handling at least as 
much business as they are now handling, if not of handling more. 

In addition to the greater service which vessels can render in other 
directions, this country could never safely rely upon ocean transpor- 
tation through the canal for its service between the coasts in time of 
War. Water transportation on the high seas is beset with too many 
dangers and the Panama Canal itself is too vulnerable to attack. If 
our transportation system is to be maintained in anything like a 
state of reasonable {preparedness, the capacity of the transcontinental 
lines must be so maintained as to be able to handle all of the trans- 
continental traffic in time of peace and something more. 

Let us apply this question to the conditions or the past. If we as- 
sume that the capacity of these lines had been limited in the past to 
that required by local traffic and traffic other than that competitive 
with the sea, then we assmne at once a plant less adequate to meet the 
exigencies of the present crisis than that now in existence. Upon the 
basis of this assumption the governmental policy suggested would 
therefore have been clearly unwise. If we assume then, as we must, 
that the policy suggested should have been accompanied by the main- 
tenance of railroad facilities at least as extensive as those which exist 
to-day, it is clear that it would have been an economic waste to have 
constructed and maintained these facilities for all these years and not 
to have allowed them to carry a portion of the traffic between the. 
coasts. The carrying charges, the maintenance charges, and the 
most of administration of the assumed governmental railroad de- 
pends largely upon the size of the plant and very little upon the vol- 
ume of business handled. Failure to utilize the plant so provided. 
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therefore, to its maximtiin capacity would have increased greatly 
the cost to the Government and to the public of the remaining trans- 
portation service which it did provide, while the construction and 
operation of ships of sufficient capacity to handle this business which 
the Government railroads could have handled, would have been an 
unecessaiy duplication of transportation facilities and an economic 
waste. Whatever rates the Government might have charged either 
by ocean or by rail under the conditions assumed, it is apparent that 
national preparedness and economic wisdom would have united in 
the development of the full possibilities of rail transportation be- 
tween the coasts. 

In some of the bills which have been recently introduced, notably 
H. R. 9928, it is observed that the language of the provision against 
charging more than combination of locals omits the words " subject 
to the provisions of this act." That is to say, this provision of the 
fourth section now reads " oi;* to charge any greater compensation as 
a through route than the aggregate of the intermediate rates, subject 
to the provisions of this act," while H. R. 9928 reads " or to charge 
any greater compensation as a through rate than the aggregate of 
the intermediate rates for passengers or freight." 

The effect of this change would be to facilitate the making of or 
disturbance of interstate rates by State commissions. In other words, 
the change would prohibit charging more than a combination oi 
two intrastate rates or of an interstate rate and an intrastate rate, 
notwithstanding that a higher through interstate rate may have 
been found reasonable and established by the Interstate Commerce 
Commission. 

It is important that the words "subject to the provisions of this 
act ^ should remain in the law. 

CONCLUSION. 

In ccmclusion I desire to emphasize these statements : 

First. The intermountain communities do enjoy rates which are 
not more than just and reasonable, and the law requires the Interstate 
Commerce Commission to see that they continue to enjoy just and 
reasonable rates. 

Second. Under the recent order of the Interstate Commerce Com- 
mission there are no higher rates applicable to intermountain cities 
than to the Pacific coast. 

Third. When steamship service is actively resumed undue prefer- 
ence or unjust discrimination will not be created by rail rates to 
Pacific coast cities which are no lower than the equivalent of rates 
available to those cities by the ocean routes, because the same rates 
will be available to the coast cities whether the railroads meet them 
or not. 

AVhile it may be a matter of speculation what the policy of the 
Government would have been under such conditions or what it would 
be if these conditions were created for the future, it is respectfully 
^ug-gested that if the railroads and the steamships were both gov- 
ern mentally owned and the adjustment of rates to the Pacific coast 
were to be made by the Government in accordance with sound prin- 
ciples of political economy the Government-made adjustment would 
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have been the same as heretofore maintained by the railroads, namely, 
lower rates to the Pacific coast in recognition of the lower cost of 
water carriage irrespective of the proportion actually moving by 
water or by rail and rates to the intermediate comitry fully reason- 
able, and hence higher than to the coast. If, i^oring true economic 
principles, the Government, actuated by pohtical reasons, should 
determine to maintain rates to the intermountain country upon a 
basis as low as those to the coast by reducing the rates to the interior 
to the level of those which were established at the coast in recognition 
of the lower cost of transportation by water, it is not to be assumed 
that the Government would create any discrimination against points 
farther east in favor of the intermountain points, consequently these 
reductions would necessarily affect the entire scale of rates across 
the continent and might result in operating the governmentally 
owned transcontinental system at a loss. In any event, it would have 
the effect of making the rest of the country pay in some form for a 
rate at the interior lower than it could get under proper economic 
principles, either imder private or public operation of rail and 
steamship lines. 

Fourth. While the commission is authorized by other sections of 
the law to prescribe just and reasonable rates and to correct undue 
preference or unjust discrimination, the present fourth section 
enables the commission to prevent the creation of undue preference 
or unjust discrimination, and the carriers are left no discretion 
whatever. 

Fifth. Neither the intermountain country nor any other section of 
the country would be benefited by an inflexible long-and-short-haul 
inhibition. 

Sixth. The railroads would be unjustljr handicapped and penalized 
and their revenues would be seriously impaired if unable to meet 
competition when in the judgment of the Interstate Commerce Com- 
mission they might make the rates necessary to do so without in- 
justice to any community and earn revenue in excess of the actual 
cost of handling of such additional traflic as a contribution to their 
aggregate expenses and return upon the value of their property. 

Seventh. The interests of the whole country, not excepting the 
intermountain country, arc best served by sufficient flexibility of the 
long-and-short-haul provision to permit such exceptions as will ^ve 
the public the benefit of the service and facilities of two or more Imes 
between two given points by enabling the longer line to meet the 
rates of the shorter line ; as will give Sie producers in one section of 
the country an opportunity to meet the competition of producers in 
another section of the country in common markets, with correspond- 
ing benefit to the consumers in those markets; and as will enable the 
railroads to earn a part of their revenue upon traffic that will other- 
wise be diverted entirely to the sea — so lonjr as^ the Interstate Com- 
merce Commission in every case, and the earner in no case, will deter- 
mine the justice and propriety of such exceptions. Those who advo- 
cate an inflexible long-and-short-haul statute do not realize what the 
results of such an iimibition would be. 

Finally, the existing fourth section, which leaves no discretiou 
whatever to the carriers and dele^tes tx> the Interstate Commerce 
Commission the same kind of administrative authority as the other 
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provisions of the statute, affords adequate protection to the interests 
of every community. Therefore, an amendment is unnecessary for 
the protection of any community, would impose unnecessary restric- 
tions upon competition between carriers and between markets to the 
prejudice of producers, consumers, and carriers, and is absolutely 
unwarranted by any proof or argument which has been submitted 
to this committee. 

The Chairman. We will take a recess until 2 o'clock, at which time 
the members of the committee will wish to interrogate you, Mr. 
Spence. 

(The committee thereupon took a recess until 2 o'clock p. m., this 
day.) 

AFTER RECESS. 

STATEMEHT OF MB. LEWIS J. SPENCK— Continued. 

The Chairman. The committee will come to order. Mr. Spence. 
you represent, as I understood from your opening statement, all 
the transcontinental lines? 

Mr. Spence. Yes, sir. 

The Chairman. Well, now, as none of these lines seem to be from 
ocean to ocean, will you name what you intend by "transcontinental " 
lines? 

Mr. Spence. What I mean by transcontinental lines? 

The Chairman. Those which you represent. 

Mr. Spence. They are those which terminate on the Pacific coast, 
broadly speaking. Of course, the Southern Pacific is one, the North- 
em Pacific, the Great Northern, the Chicago, Milwaukee & St. Paul, 
the Oregon- Washington Railroad & Navigation Co., the Union 
Pacific system, the Santa Fe, the Salt Lake Road, and the Western 
Pacific. 

The Chairman. The Union Pacific starts west of the Missouri 
JRiver and stops, I believe, at Ogden, does it not? 

Mr. Spence. It goes to Portland. 

The Chairman. On its own rails? 

Mr. Spence. Yes. 

The Chairman. Those are the lines, then, that we are to think of 
when we speak of " transcontinental " lines? 

Mr. Spence. Yes, sir. 

The Chairman. Then there are other lines connected with those 
lines. 

Mr. Spence. Yes; which form lines from Chicago west to the 
Pacific coast. 

The Chairman. And also to the Atlantic. 

Mr. Spence. Yes; a different croup of lines, however. 

The Chairman. In other words^ they carry through shipment from 
coast to coast? 

Mr. Spence. Yes. 

The Chairman. Mr. Spence, what did you understand, as a rail- 
road man, from our amendment to the fourth section back in 1910 — 
what did you understand by the language we used there "special 
cases''? 
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Mr. Spence. I should understand, in view of what had existed 
before, that Congress first sought, to transfer from the carriers to 
an administrative body all of the discretion to create any deviation 
from the fourth section. The character of special cases, I should say, 
were cases that were created by some other force than that of the 
.carriers themselves by whom the relief was sought; in other words, 
conditions that were beyond the control of the carriers who applied 
for relief. 

The Chairman. Prior to that amendment the language had de- 
scribed the railroads that might have such rates substantially the 
same. I do not remember the exact language, but Congress evidently 
believed, or it would not have enacted the amendment, that as the rail- 
roads had applied the law before — and as they had been sustained in 
doing so — that they wanted to relieve the situation that that brought 
about, and therefore I understood that that language — special cases — 
meant something more than the conditions that had authorized them 
to make such a charge before that time ; conditions that were special 
in the sense that they differed from the conditions that authorized 
such a discriminating rate — if we should call it discriminating — prior 
to that time. 

Mr. EscH. The former language was " under substantially similar 
circumstances and conditions." Those were the words stricken out. 

The Chairman. That in the through shipments that they made 
they should not charge more for a longer than for a shorter haul, 
if the conditions were substantially the same. Now, what I arti try- 
ing to find out, Mr. Spence, is this, whether or not under the present 
interpretation of the amendment there has been any real or substan- 
tial difference between the way the railroads are operated or base 
the charge before and what they do now. 

Mr. Spence. A very radical difference. Judge. It seemed to me 
that the conception of Congress in passing this amendment was that 
the latitude given to the carriers prior to that had been abused, and 
that Congress was no longer willing that that latitude should be 
exercised by the carriers themselves, and therefore delegated this 
authority to the commission to determine what were special cases. 

The Chairman. Now, then, you mean to admit that they had been 
abused? 

Mr. Spence. I said that was the conception of Congress. 

The Chairman. But what were the facts? 

Mr. Spence. Well, I think it was a fact. 

The Chairman. Then I want to ask you one other question. Under 
the effect that it had upon the country generally, and especially the 
intermountain country — as that seems to be emphasized — ^the way 
it had been practiced before by the railroads was not in the public 
interest? 

Mr. Spence. No; I think the abuse grew out of these conditions: 
That every railroad competing for that traffic had the same indi- 
vidual latitude. Each of them determined for himself when sea 
competition was of such force as to justify a rate being made against 
it. That created an active effort between each of these railroads, 
each outdoing the other in making a rate to the Pacific coast, pi*edi- 
cated on water competition, which it believed it should meet. In 
other words, it created a competition between those carriers for the 
creation of those rates. 
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The Chairman. Was that competition at the point of contact at 
(he port that vou referred to, or was it the charge that they made to 
the intermediate point an abuse? In which did they abuse the 
authority ? 

Mr. SraNCE, In competition at the ports. What I mean to say is 
that this process of each railroad determining for itself when the 
proper time had arrived, when the volume of the commodity going 
by sea was sufficient to warrant its meeting the competition, each 
railroad exercised that privilege according to its own judgment, and 
one officer might decide to do that to-day because he apprehended 
that if he did not the other railroad alongside of him might do it 
ahead of him. 

The Chairman. Prior to this amendment of 1910 did the railroads 
as a matter of practice — or any of them — make rates competing with 
the water rate to ports on the Pacific coast, or anywhere else, that 
did not give them a profit over and above the outlay of money nec- 
essai^y to do the business? 

Mr, Spexce. No. 

The Chairman. They then always did make a charge that Would 
pay all expenses and some net profit to the railroad companies? 

ilr. Spence. Yes, sir. 

The Chairman. Then, there was no substantial difference, so far 
as that was concerned, in what they did then and what they do now, 
or have tried to do since? 

Mr. Spence, No, sir. 

The Chairman. Well, as far as my recollection goes in consider- 
ing the matter before the committee, the question or competing car- 
riers, so far as port charges were concerned, was not involved, was 
not discussed, all the time that these intermediate people that seemed 
to need the protection which they sought by the amendment of 
the act. 

Mr. Spexce. Yes; but the complaint of the intermediate people 
was that the carriers were making rates to the port that were un- 
necessary and were not warranted by sea competition. 

The Chairman. They were contending that they were making 
rates to the ports that were such — especisQly on, freight going right 
through their own city to the ports several hundred miles beyond — 
which they might have just cause to think were a discrimination 
against them and prevented their development. In other words, they 
made just the complaint then that they are making now so far as 
the basic complaint was concerned. 

Mr. Spence. Yes ; but their complaint then was against the prac- 
tice of the railroads. To-day it is against the administration of the 
commission. 

Tlie CuAiR3iAN. Yes; in other words, it has been held that the 
Interstate Commerce Commission should not grant those rates. 

Mr. Spence, Yes. 

The Chairman. But when the law was first passed it was gen- 
erally thought that the Interstate Commerce Commission had the 
rate-making power, but the courts finally held that they did not; 
that Congress did not vest the commission with that power when it 
first passed the law. 

Now, I do not look at this question from the standpoint of a single 
city, either the port or the interior city, or from the standpoint of 
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the single railroad or single ship line. I want to look at it from the 
standpoint of broad policy, as to what is best for the entire country, 
what is best for each part of the country and every part of the coun- 
try, and I should think that what is best for each part of the country 
would be best for the country as a whole. Now, these interior people, 
especially in the mountain belt, complain that this policy of allowing 
discriminating rates against them, are compelling tnem to pay higher 
rates than people pay who live at the ports, witli several hundred 
miles farther haul, is a policy that is preventing the development of 
a vast area of the country. 

Now, then, which policy is best, the one that improves and main- 
tains and develops a vast area of country or one that permits certain 
sections of the country already developed to have a market which 
perhaps they could not otherwise have, and that has bc^n brought 
about Dy the railroads adopting such a policy as prevents them frona 
earning what they are justly entitled to earn? Now, your position 
before the committee, it I understood it. is that the change of policy 
which these intermountain people think would be to their interest 
would really be an injury to them; that if you are deprived of what 
you do make out of the port-to-port business, it would force you to 
charge higher rates and put a heavier tribute upon the intermediate 
points than you would otherwise have to do. You may be right, but 
that involves this question: That all the people of these interior 
States, their representatives in the Senate and in the House of Rep- 
resentatives and on the railroad commissions and in the legislatures, 
and their business organizations do not know what is best for them ; 
and therefore the theory of self-government is a failure so far as 
they are concerned. That may or may not be true ; I do not know. 
But it certainly does involve that question, that if the railroads and 
the cities who get the benefit of this discrimination ; if it is best for 
them, and they know better what is good for the intermediate people 
than the intermediate people do for themselves, it certainly involves 
the question that the intermediate people are incapable of self-gov- 
ernment in so far as what is the best policy for them. Now, doesn't 
that involve a pretty strong assumption on the part of Congress? 

Mr. Spence. Congress frequently undertakes to determine what is 
the best policy for people who think they know better themselves 
what it is, as, for example, the liquor question. 

The Chairman. Well, the liquor question — ^I never did under- 
stand that the liquor people were proposing to improve the morals 
of the country, and claiming that their method of doing so was to be 
preferred and that they knew better than the other people. 

Mr. Spence. No; but the man who takes a drink doesn't believe 
that a dry law is to his interest. Somebody has to tell him what is 
to his interest. 

The Chairman. But he is not the whole country. I am speaking 
about the whole country. 

Mr. Spence. But when we are speaking about the intermountain 
country we are speaking about a very great minority of the country. 
This complaint is confined to the intermountain country so far as I 
know. 

The Chairman. So far as territory is concerned, it is a large part 
of the United States. 
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Now, looking at it as representatives of the whole country, 
should we not try to provide a policy — ^it may have exceptions 
and hardships — ^that will be best for the whole country? Now, 
I want to know if requiring that the railroad^ passing through 
these inland cities to the sea coast charge as little as they volun- 
tarily could, or did before the canal was built, and no more, although 
the haul should be made several hundred miles farther, when it does 
not prev^it the sea coast cities from having all the advantage that 
water transportation development gives them, charging these inter- 
mediate points no more than you do the sea ports, and the sea ports 
therefore do not have to pay any more themselves and have all the 
benefits of water competition or water transportation; I can not 
see why, in an academic way — ^I can not see how that can work out 
any other way than to the best interests of the whole country. 

Mr. Spexce. The rate adjustment is not made in the interest of 
the sea-port cities. The sea-port cities at the outset enjoyed a sea 
competition. They obtained these rates in spite of the railroads. 
The railroads either had to choose between taking part of that 
traffic at rates which the sea creates, or not taking any of it. Now, 
if they choose not to take it at all. if they should oe prevented from 
taking it at all because they could not afford to apply these rates 
all the way across the country, the intermountain country is no better 
off. It would be in exactly the same position it is to-day, because 
the sea-coast cities have the rates by sea, and the intermountain 
country still pays higher rates. They have no claim to lower rates. 

The Chairman. Now, supposing that a railroad, a transcontinental 
railroad's carrying capacity, including the freight that it carries 
for the water terminals and also for the interior — ^about what is the 
relative percentage of the freight you carry at a less rate than you 
give the interior cities — ^these transcontinental lines? 

Mr. Spbnce. Well, there are 135 commodity items to-day out of, I 
suppose, 1,200. I say to-day. There are none to-day, you under- 
stand* This last order of the omimission withdrew all relief, but 
prior to that there were 135, or what we call schedule C, commodities 
on which special relief was granted. I presume 15 or 20 per cent of 
the commodity rates were lower to the coast than to the interior. 

The Chairman. Then there is 15 to 20 per cent of your through 
business which, if you were not permitted to make a lower or through 
rate, you would lose, that you would not get? 

Mr. Spencb. The business which on me one hand is destined to 
Pacific ports and the ports that are adjacent to the Pacific, that are 
subject to competition, represents something like 3,000,000 tons a 
year from east of the Missouri River. The business to the territory 
that would be affected, in which the rates would have to be reduced 
if we had to observe the Pacific coast rates as a maximum, amounts 
to about 3,000,000 tons a year. 

The Chairman. You mean then there would be 6,000,000 tons 

Mr. Spbnce (interposing). There would be 6,000,000 tons on which 
we would be compelled to make reduced rates if in order to meet sea 
competition to the coast we were compelled to apply the rates at 
intermediates* 

The Chairman. What is the whole tonnage ? 

Mr. Spence. From where? 
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The Chairman. I mean that the railroads carry, these transconti- 
nental lines? 

Mr. Spence. I can not answer that. 

The Chairman. Then are the 6,000,000 tons supposed to be 15 or 
20 per cent of your entire tonnage ? 

Mr. Spence. No; I was dealing with the transcontinental rates. 
T thought you were asking of this transcontinental business. 

The Chairman. No; I want to know what the revenues are, what 
it amounts to to the railroads — ^this business that they wish to take. 
vT must take at a lower rate than they allow the intermediates in 
order to get it. 

Mr. Spence. I could not answer what it amounts to to the railroads 
in dollars. In vohune it represents about 3,000,000 tons. 

The Chairman. I mean the percentage of the business. 

Mr. Spence. I don't know what the total business of all the trans- 
continental roads is. 

The Chairman. I supposed you would know that, in the position 
you hold. 

Mr. Spence. It is all a matter of record, of course. 

The Chairman. Well, I supposed you had looked it up. I don't 
mean for you to be absolutely mathematically correct. I want to see 
how bad the roads would be hurt, to what extent they would be hurt 
with their present volume of business by being forced to abandon the 
business entirely and not take any of it. 

A Voice. Mr. Chairman, if I may be permitted, I have the figures 
for 1910. The Southern Pacific handled 25,904,486 tons of revenue 
freight in that year. 

The Chairman. You do not know how much of it, though, was the 
kind that would compete in water transportation? 

A Voice. That was the total tonnage carried, and I thought that 
Mr. Spence possibly could give you the amount of water competition. 

The Chairman. Now, how much of that 25,000,000 tons of busi- 
ness would you lose provided the long and short haul was made rigid ? 

Mr. Spence. I don't know. I have never undertaken to make that 
kind of an analysis, Mr. Chairman, because every ton that you lose, 
every thousand tons that you lose, is an absolute loss of all the revenue 
in excess of the out-of-pocket cost of handling that freight, and that 
total revenue must be compensated from somewhere, if it is only $500 
or if it is a million dollars. 

The Chairman. How much do you get on that kind of business 
over and above the out-of-pocket cost? 

Mr. Spence. It depends on the different commodities. 

The Chairman. Haven't you an idea of the per centage? 

Mr. Spence. No; it differs in the measure of sea competition on 
every article. There is a wide difference between the out-of-pocket 
cost and the rate on one commodity and on another. It differs on 
every commodity. 

The Chairman. I supposed you had figured it up and Icnew some- 
thing about it. It has been a matter of contention so long that I 
would like to know something about what your r04il losses are or 
would be provided this bill should pa&s, or some similai measure — 
what the net losses to the railroad are, 

Mr. Spence. We have never made a calculation of that sort. The 
railroads have never made one, to my knowledge, for the very reason 
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that I have stated, that we believe that as long as we do not make 
any rate that is not made by somebody else who would take the ton- 
nage instead of our taking it, we are doing the intermediate country 
no injustice, we are not creating any new conditions. We do not 
want to lose a million or five millions or ten millions; no matter 
what it is, it is loss that has to be made up from other traffic. 

The Chairman. You want to carry all the tonnage you carry 
profitably. You don't want to carry any that you do carry at a loss. 
Xow, hann^ figured what your out-of-pocket cost is, I suppose you 
had figured what your profit was. 

Mr. Spence. Your out-of-pocket cost differs on every carload of 
freights based on the character of the commodity. Now, when you 
make an application to the commission they require you to show 
what on that particular commoditjr your out-of-pocket cost is. If it 
is an 80,000-pound car, it is one thing; if it is a 60,000-pound car, it 
is another thing; and if it is a commodity that loads only 40,000 
pounds, it is another thing. 

The Chairman. Now, I will ask you a question on that line: If 
you could not take that traffic from the ports and make something 
over your out-of-pocket cost, would it not stimulate every trans- 
continental railroad and every branch of it to do all it possibly, 
could to increase the output of the industries of the intermediate 
territory ? 

Mr. Spence. The industries of the intermediate territory are not 
suffering. 

The Chairman. I am not talking about whether they are suffer- 
ing or not. They may be very prosperous; but suppose an inter- 
niediate town needed a thousand tons of freight, ana you are going 
to lose a lot of transcontinental business on account of the water 
competition, wouldn't every railroad having to depend more upon 
intennediate freight than it did before immediately begin a cam- 
paign to stimulate the production of intermediate places? 

Mr. 5pence. We do that. We do all we can to stimulate the pro- 
auction of intermediate places. This is a jobbers' question, a ques- 
• LL ^^ ^^ to intermediate destinations. It is a question between 
jobbers entirely. 

.r^e Chaibman. Now, doesn't it stand to reason that it is good 
i^ /"* better business, to carry as much freight as possible that is 
^^ upon reasonable charges, reasonable Freight rates, than to 
carry as much as possible that is subnormal, barely over the out-of- 
pocket cost? 
^^ Si»ExcE. Beyond any question ; yes, sir. 

1 ne C:hairman. But it seems now that the railroads as represented 
•^J yourself are more anxious to take a part of the water-borne com- 
merce f rt)m the water carriers than to increase the business of the 
mterniecijates where there is no water competition. 

^f' Silence. If we knew how to increase the business of the inter- 
naeoiatesa so that we could afford to do it, the policy would have been 
"'^apt«4 years ago. 

ine Chairman. The intermediates tell us now before this com- 
"^ U u^**" ^^^^ long-and-short-haul clause is made rigid there 
^^ be new and vast industrial development in their country by 
^^^^^ of new capital being invested and the creation of new busi- 
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ness, new traffic, for the railroads. Now, that is what they tell us — 
if they could faiow that they were not going to be discriminated 
against by freight rates to the port of terminal. 

Mr. Spence. I don't see how they could be, if the railroad rates 
were the same as they are to-day — ^they could not be less — and the 
sea rates were the same as they are to-day or have been to the coast. 
They would have the same relative position to the intermediate as 
they have to-day. 

The Chairman. I am only falling back on the statement that the 
gentlemen in those States tell us it would be otherwise; that the 
intermediate business that the railroads would get would be vastly 
increased, provided stable rates were adopted. They are not asking 
for a rate any lower; they are not asking for a mileage basis rate, 
as I understand, but they are asking that they get their through 
rate from the eastern ports the same as is given to the port cities. 
Now, I was trying to find out, if I possibly could, how much the 
transcontinental railroads will lose on water-borne commerce that 
they can not take at all j)rovided this bill should be passed. 

Mr. Spence. My point is, Mr. Chairman, that if the intermountain 
countries have the same rate as the rates to the terminal — as you say 
. they do not ask for any lower rate ; they ask for whatever that rate 
to the terminal is going to be — ^the rates to the terminals would not 
carry the traffic Those are not the rates with which thejr would be 
in competition. It is not the railroad rates that they are m competi- 
tion with ; they would be in competition with the rates by sea to San 
Francisco, and the jobber at San Francisco would have his natural 
geographical advantage as a result of sea competition. Now let us 
assume that the railroads do not meet competition at all 

The Chairman (interposing). Well, I want to see if I can not find 
out from you what percentage of the traffic carried would be affected 
by water transportation. 

Mr. Spence. I can not tell you, except that the canal carried in 
the year it was opened a million tons westbound. 

The Chairman. But you do not mean, of course, that the railroads 
would have carried all that if the canal had not made a lower 
charge? 

Mr. Spence. No. 

The Chairman. Now the railroads figured ton-mile earnings, car- 
mile earnings. Now the more tonnage you carry at the charge of out- 
of-pocket cost, the lower the entire tonnage rate will be for your 
railroad, will it not? 

Mr. Spence. Yes; but we do not carry any traffic at just out-of- 
pocket cost. 

The Chairman. But you are unable to tell how much over out-of- 
pocket cost it is. 

Mr. Spence. We are required by the commission to tell that before 
we get relief. 

The Chairman. But you do not give me any figures, whether it is 
5 per cent or 10 per cent or 20 per cent. 

Mr. Spence. It isn't any per cent. It differs with every car load- 
ing — every different commodity. 

The Chairman. But you don't give us the average; you don't give 
us any idea at all. 



Digitized by VjOOQIC 



L0N6-AKD-SH0BT HAUL OK BAILBOADS. 189 

Mr. Spence. I don't know, because we are required by the commis- 
sion to deal with every commodity on its merits. 

The Chaibman. But as a matter of fact the more you carry at a 
subnormal rate, the lower ton-mile rate all your traffic must bear. 

Mr. Spence. Of course it reduces the average ton-mile rate. 

The Chairman. In other words, you are just simply making ex- 
penses on a portion of your business. 

Mr. Spence. Oh, no. 

The Chairman. Well, it is practically that way. 

Mr. Spence. We must make more than expenses, or we would not 
be authorized to make the rates 

The Chairman (interposing). But you make so little above that 
you can not tell what it is. 

Mr. Spence. I don't know what it is in millions of dollars or in 
percentage. 

The Chairman. You don't know in percentage or gross, and I 
should think you ought to have some idea. 

Mr. Spence. It may be $1 a ton ; it may be $2 a ton ; it may be $5 
a ton, depending upon the commodity and the carload. 

The Chairman. As one member of the committee — and I presume 
the rest of us are the same — we don't know anything about it, any of 
us; but you are here as an expert witness representmg all the trans- 
continental lines, and you can not even give us an idea of the per- 
centage of difference, so we are left to guess again. 

Now, Mr. Spence, the rates that pay of course are those that not 
only make out-of-pocket expenses but that render a profit after all 
expenses are paid, interest and everything of that sort, and divi- 
dends. The rates that pay are those that pay all that. Now the 
railroad that has the neatest volume of business at normal rates, 
reasonable rates, and the smallest volume of business below them is 
certainly the railroad that is making the most money per car-mile 
or ton-Ettile, is it not? 

Mr. Spence. Yes; that shows the fallacy of the ton-mile calcu- 
lation* 

The Chairman. I always thought it was a fallacy. I agree with 
vou exactly that it is very misleading and deceiving. Now, we have 
oeen taught here for years — some of us were here a long time before 
that--that the opening of the Panama Canal would be of the greatest 
possible commercial advantage to the two coasts, the Pacific and the 
Atlantic, and to the whole people, as well as the possible military 
and naval advantage. Now, how can the canal be of any very great 
advantage if it does not carry the business that normal economic 
conditions would require it should carry ? 

Mr. Spence. It performs the same service as a rate regulator, if 
you will allow the expression. 

The Chairman. It performs this service — I mean the result has 
"^n this: That instead of doing business to capacity we perniit the 
railroads to make a rate that takes it away from the canal and pre- 
vents it from i^oing where it otherwise would go and doing a vast 
amount of bnsmess, and not upon a normal rate at all but upon an 
^J^ificial basis which increases the per ton-mile cost and car-mile 
*^T and increases the expenses of the carrier that does it out of 
proportion to earnings. Now, is that a good policy for a whole coun- 
^^7 to adopt and mamtain indefinitely ? 
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Mr. Spence. It would not be if that was a correct understanding, 
but it is not a correct understanding. When you realize that you do 
not carry a ton or a car of that freight without a profit, then you 
realize that on every car and every ton you do not carry you lose 
that profit on, your whole income is reduced accordingly, and it must 
be made up elsewhere. 

The Chairman. Wellj do you think our whole carrier system would 
be worth the paper it is written on if they had to make all theiiS 
money that way, just barely out-of-pocket cost? 

Mr. Spence. No, sir. 

The Chairman. The more business of that sort you do, the less 
able you are to reduce your rates on the general volume of business, 

Mr. Spence. No, sir; quite the contrary. The more business of 
that character they do, the more profit they make on business that 
would go by other routes, and the less they have to charge other 
traffic. 

The Chairman. Suppose you had 50 per cent of your business that 
kind of business, what shape would you be in? 

Mr. Spence. I would not want to have 50 per cent of that kind of 
business. 

The Chairman. Then there is a limit to it. It is injurious to have 
too much of it. 

Mr. Spence. It would be injurious in the sense that your other 
rates would have to be still higher if you were compelled to meet 
competition on 50 per cent of your business that only yielded $1 a 
ton profit. Of course the other rates would have to be higher. 

The Chairman. And that is destructive competition ? 

Mr. Spence. But we do not create it. 

The Chairman. I know you don't, but you are here now making 
a strong fight that this destructive competition is a help to the 
Pacific ports, is also a help to the intermediates, and a help to the 
railroads. 

Mr. Spence. I haven't said that it was a help to the Pacific ports. 

The Chairman. Well, the Pacific coast people think it helps them. 

Mr. Spence. I don't know what views they have expressed on that 
subject, but I would be vitally interested in this question from 
another standpoint if I was representing a Pacific port. The Pacific 
ports are dependent on the vitality of these railroads to serve them 
in an enormous territory where they have no sea competition, and 
they are vitally interested in seeing that these railroads are preserved 
and receive revenue enough to keep them alive. 

The Chairman. You mean by that, that if they get the benefit of 
the sea rates they can afford to see the railroad rates raised that much 
farther out in the interior? 

Mr. Spence. No; I mean the enormous traffic. Just take the 
products of the Pacific coast, and in the main those products are not 
susceptible to sea competition. They depend on the railroads to 
take those products to market. They depend on efficient railroad 
facilities, and they are vitally interested in having them preserved* 

The Chairman. The way to have efficient railroad service is to 
have good operating returns, is it not? 

Mr. Spence. Yes, sir ; and the way to have good operating returns 
is to carry every ton of freight you can by having the plant ^ciently 
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maintained. The overhead expense is running all the time; the in- 
terest on the investment, on the capital investment, is running aU 
the time, and the way to make money with that raalroad is to use 
the plant to maximum capacity, if you only earn $1 a ton on part of 
that freight above the cost of handling it. 

The Chairman. But what I don't understand is why you do not 
think that as the rest of your territory which is not within this area 
of destructive competition is developed you will not get the benefit of 
that development oy g^etting normal rates. 

ilr. Spence. There is no question of the development of that terri- 
torv involved. We do develop it. As I have pointed out here, we 
make rates on tiie products of those territories that take them to 
market and put them into the widest areas of markets. That is 
what those communities are interested in. 

The Chairman. I suppose it is correct that your road alone hauled 
25,000,000 tons of freight in the one year given? 

Mr. Spence. Yes. 

The Chairman. And in that year you give, the Panama Canal 
traffic was only 1,000,000 east and 1,000,000 west. That of itself 
would not materially hurt your railroad if you lost it all, would it? 

Mr. Spbnce. Yes, sir. 

The Chairman. Now, about what per cent of that 1,000,000 or 
2,000,000 tons had any effect directly or indirectly upon your road 
or the business of your road? 

Mr. Spence. Every dollar. If we earned $6 a ton profit on that 
million tons 

The Chairman (interposing). I am talking about what you ^ot 
out of it. There was only a million, all of it, each way. Your rail- 
road did not get all of it Suppose your railroad got half of it— do 
Jou think your road lost half ox it? I mean, did your road lose one- 
alf of the million tons that went through the Panama Canal each 
way that otherwise would have gone on your railroad? 

Sir. Spence. I don't know about our railroad. The transconti- 
nental railroads lost it 

The Chairman. But that would only be a million tons for all of 
them. Now, if they all carried relatively as much as your road d;^ 
as a whole, it amounts to upwards of more than 100,000,000 tons. 
That is not more than 1 per cent for all of them, provided they would 
have gotten it all. 

Mr. Spence. We say it don't make any difference if it is $10,000,000 
or $5,000,000. Here fs a plant that is being maintained, and if that 
$5,000,000 can be earned — or $10,000,000 can be earned — ^by handling 
this additional traffic on a plant in which the investment is made, 
the overhead expenses are running; to the extent of that $5,000,000 
or $10,000/)00 we have derived revenue which will otherwise have 
to be derived from intermountain traffic or local traffic or some other 
traffic — it don't make any difference what it is. 

The Chairman. Now, another question. Every ton of freight 
diverted from the Panama Canal is also taken from the receipts of 
the Panama Canal, is it not? 

Mr. Spence. Obviously. 

The Chairman. And the United States Government owns the 
canal and foots the bill of all its expenses? 
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Mr. Spence. Yes. 

The Chairman. And so now you are here asking us not to pasB 
any law that will protect the Government's carriers at your expense — 
or possible expense — ^and let the Government lose the receipts that 
it would get in a normal way ; that is, the traffic that you bid for and 
get by taking it lower than you otherwise would, on account of the 
Panama Canal being there,* and therefore diverted from the Panama 
Canal ; and the Government of the United States, out of the pockets 
of the taxpavers has to make up for what it loses for your interest. 
Isn't that a fact? 

Mr. Spence. They are both Government properties, you might say, 
the railroads and the canal to-day. 

The Chairman. To speak of them in a general way. 

Mr. Spence. I want to talk of what the Government would do 
under those circumstances. It seems to me it is perfectly obvious 
what it would do. We don't do anything but what the Government 
would do under those circumstances. 

The Chairman. The question of constructing the Panama Canal 
has been under consideration for 50 years or longer, and we have 
put four hundred million and some odd dollars into that canal, and 
are charging an extremely small tonnage charge for going through 
the canal, and the Government to-day is losing money on it, and will 
for a long time; and yet our transcontinental railroads propose to 
carry freight from port to port at such a charge as will prevent it 
from going in the natural ordinary way through the Panama Canal, 
which was constructed out of the pockets of the taxpayers and will 
always te a charge upon the taxpayer until its receipts equal its 
expenses. 

Mr. Spence. Well, that goes to the theory that all traffic that is 
susceptible of water competition should be allowed to move by water. 

The Chairman. Isn't that the best theory for the whole country ? 

Mr. Spence. No. 

The Chairman. You think, then, if we should divert water-borne 
traffic from its natural channel, where it can be moved profitably at 
a very low rate, to the railroads when they are willing to carry it at 
a mere out-of-pocket cost and a little more, it would be a good thing? 

Mr. Spence. Enough more to be substantial, the commission says. 
The commission will not authorize them unless we make enough 
more to be substantial. 

The Chairman. Then all this money we are spending to improve 
rivers and waterways is to be worth nothing, provided the railroads 
are willing to take the same traffic at a very small sum over dnd above 
the actual expense of operation ? 

Mr. Spence. No, sir ; the proposition here is to take all of the 
facilities of the railroads into consideration, their free switching, 
and all of their facilities. And the commission will not authorize a 
rate that will have the effect you state. It will create a normal com- 
petition between rail and water for that traffic. 

The Chairman. You have suggested something, Mr. Spence, that 
brings up something that I did not intend to bring up when we 
started. You spoke of free switching. The railroads do, as a matter 
of fact, a great deal of service without any charge to those who 
receive it. Isn't that a fact ? 
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applies everywhere, and I am not in favor of paying money out of 
the pockets of the jpeople by taxation to improve the rivers and to 
build canals, if the business that they are built to promote and stimu- 
late is afterwards to be diverted to railroads that ought not to 
carry it. 

Mr. Spe>'ce. Judge, I should say that in so far as this kind of 
competition we are discussing is concerned, that the railroads would 
be absolutely unconcerned as to whether they carried the traffic or 
not, so long* as they were allowed a sufficient aggregate revenue for 
their corporate purposes. But we believe that this is a way of 
getting a contribution to that revenue that does relieve our inter- 
mountain friends, and also relieves the local traffic and every kind 
of traffic. 

The Chairman. I wish I knew how much you got out of it. I 
would then know how to pass on it — whether it was a relief or not. 
It is true that if you got more than 1 per cent above the out-of-pocket 
cost, you would then be living within the law; but I can not see 
how it is possible to continue the operation of your railroads if the 
operation depends upon the small additional amount of revenue that 
you now receive upon such traffic as will not take a water-bound 
course anyway — I mean, that you can not divert. Some of it you 
can divert, and some of it you do not want to divert. 

I wish to say, so far as your testimony is concerned, it has been one 
of the most illuminating statements on the subject tnat I have ever 
heard; but the broad policy — ^taking the view that I think the Nation 
as a nation ought to take, and every State as a part of that. Nation — is 
that every State should have equal treatment by public utilities, and 
that each State is the better juage of what the welfare of that State 
requires than any other State; and, therefore, I feel inclined to the 
idea that there should not be any discrimination in the way it is 
practiced — ^that is, that you should charge more for a shorter than 
for a longer haul when the effect of that charge is to prevent the 
development of the State discriminated aganist, and not substan- 
tially increase the revenues of the carriers; and, at the same time, 
divert from a Government facility — the Panama Canal — ^millions oi 
tons of freight that has to be sustained — ^the loss of that freight has 
to be sustained by public taxation, because when that canal does not 
pay operating expenses (which it does not now) every dollar taken 
from it and diverted to a railroad, which does not pay the railroad 
enough to be of any benefit to it, at the same time it puts a tax to 
that amount upon the taxpayers of the United States who have 
neither used the railroad nor the canal. Now, that is the policy you 
are advocating. 

Mr. Spekce. Well, I think, that that policy that you outline, would 
make the beneficiaries of the canal the coast cities. 

The Chair3Ian. Not solely. 

Mr. Spence. Well, within a short distance from the coast. 

The Chairman. If there wasn't any canal you would charge the 
coast cities a higher rate than you do. You had to reduce your rates 
after the canal was established. 

Mr. Spence* Yes; if there wasn't any canal we wouldn't have this 
intermountain trouble at all. 

The Chapman. Now, the canal comes and gives these cities a 
lower rate than they otherwise were getting; and, if these intermedi- 
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ate cities did not pay a higher rate, so far as they ar6 concerned, that 
would be all right. 

Mr. Spence. They are all right, but I insist that the intermountain 
country is no better off as a result of the railroads having retired 
from that traffic. 

The Chairman. Well, but you see they differ with you about that. 

Mr. Spence. I don't know whether they do or not, if they analyze it. 

The Chairman. They say they do. They are here asking us to pass 
this bill, with great earnestness, and have been maintaining this 
identical position for a number of years. 

Mr. Spence. That point is so clear to me that I do not know why 
thejr do not understand it. 

The Chairman. Well, I think that with the clear mountain air and 
sunshine out there that is 100 per cent pure, that they ought to be in 
good health and their mental powers ought to be as good as those* 
of anyone else. 

Mr. Spence. The development of those countries is not retarded 
Hiiy more by the railroads carrying part of that traffic thix)ugh them 
to San Francisco or Seattle that would otherwise be carried by sea, 
than if it all went by sea. 

The Chairman. And you do not think the railroad would try any 
harder to develop that country nor to increase their traffic if" they 
were not permitted to take this little bit that they get out of the dis- 
criminating cha^e? 

Mr. Spence. That would have to be by reduction of rates. I 
don't see what a railroad could do to force development in a desert 
country, even by reduction of rates. 

The Chairman. They have different ways of influencing it. You 
made a very forcible statement, creditable to the Interstate Com- 
merce Commission this morning, and I join you in that position. I 
think you are exactly right about it. That is an expert study. They 
give their whole time U> the study of transportation problems, yet 
the railroads have not been willing to trust their cases with this ex- 
pert body, and have resorted to influencing public sentiment by pub- 
lishing magazine articles, newspaper articles ; by even putting in dis- 
play advertisements to the effect that they need an increase m rates 
above what the Interstate Conmierce Commission has ever been will- 
ing to give theni. They are willing to trust the expert body usually, 
except where it cuts into their own interests, and then they resort 
to every means — and legitimately ; I do not mean improper means — 
to influence public opinion. They did so in the 5 per cent mte case 
and every case they ever had up that I know anything alx>ut in 
recent years. I mean where it was a large movement. They pub- 
lished m the newspapers, had addresses delivered by experts over 
the country, employed committees to look after these things, and tried 
to bring pressure to bear upon the Interstate Conunerce Commission 
from a lay source, from an uninformed, unexpert source ; and I have 
heard the commission severely criticized on the floor of this House, 
resulting from just such campaign of so-called " education.*' 

Mr. Spence. The public opinion which the carriers have sought to 
influence, Judge, has been the opinion of the people who paid the 
freight. 

The Chairman. That they wanted to pay more freight ? 
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Mr, Spence. Yes; they were willing to pay more freight. They 
recognized the needs of the carriers throughout this country. 

The CHAIR3IAN. So far as I have been able to get hold of it, I 
thought the freight payers were opposed to those things. 

Mr. Spence. I know the records of the commission will not show 
that 

The Chairman. But you do think it is bad policy to spend money 
in improvement of w^aterways simply to force the railroads to take 
traffic at subnormal rates ? 

Mr. Spe>ce. I do not think it is bad policy to improve waterways. 

The Chaibman. I know ; but when the purpose is simply to reduce 
the charges of the railroads to water-competing points only. 

Mr. Spence. Well, that is certainly the effect, whatever the pur- 
pose is. 

The Chairman. And so therefore it is more economical for the 
country to do its transportation business through the economically 
most expensive agents, if we are going to build up the waterways of 
the country, not to carry traffic but to force the railroads to carry it 
at a lower rate than if they were not built up, the rivers not returning 
any return, not being used to the extent of that freight traffic, and 
the railroads having to charge less on a portion of the business than 
they otherwise would charge, and higher on another portion than 
they otherwise would charge? 

Mr. Spence. No; not the latter. They would charge less on the 
other portion than they otherwise would by reason of being able to 
take the sea traffic 

The Chairman. Did you ever know a railroad to reduce its rates to 
intermediate cities because there was water competition at the end of 
the route? 

Mr. Spence. The Interstate Commerce Commission has done it for 
us. They have made it a condition of enabling us to meet these 
terminal rates that we should reduce the intermountain rates. 

The Chairman. You are speaking about intermoimtain rates. Take 
it between Memphis and New Orleans on the Mississippi River. There 
is a waterway. Now, I never knew the Illinois Central to reduce its 
rates to the intermediate country not subject to river competition 
because there was a water-compelled rate between Memphis and New 
Orleans. 

Mr. Spence. There isn't any reason why they should. 

The Chairman. If they had not had to reduce their rates in order 
to meet water competition abnormally, they might, then, finally have 
given decrease on all of it by reason of increased earnings. 

Mr. Spence. They would not set increased earnings by allowing 
the traffic to go to the river. Tney would get decreased earnings. 
That is the whole basis of tins thing. I would agree with you fully 
if that was the result of this policy, but it is not the result of it. 

The Chairman. Well, perhaps I am dwelling too long on this; 
but you are the first representative of the railroads that has been be- 
fore us, and if they are all as able as you are I will admit that we 
have been losing by not having them before us heretofore. I apolo- 
^ to the committee and to the rest of you for having taken so much 
time, but it is due entirely to the high opinion T have of the gentle- 
roan I am interrogating. 
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Mr. Henry C. Barlow. Mr. Chairman, if I might interrupt a 
moment, I am here representing the National Industrial Traffic 
Lea^e, and I have a committee of several gentlemen with me repre- 
senting the National Organization of Shippers, a committee of seven 
or eigjt gentlemen here from different parts of the country, and we 
would like to deal with this subject on broader grounds than the 
purely transcontinental intermountain situation. Mr. Spence is 
within easy calling, while many of our members are connected with 
State institutions moving coal, etc., and we would like to request 
that the committee let us have an hour, and then Mr. Spence can be 
called again for* examination. 

The Chairman. Is that satisfactory to you, Mr. Spence? 

Mr. Spence. Perfectly. 

The Chairman. Then Mr. Spence will resume after we have had 
the hour for these other gentlemen. I did not know the situation 
that you just gave. You may proceed, Mr. Barlow. 

STATEMENT OF MR. HENEY C. BARLOW, CHAIRMAN OP THE 
EXECUTIVE COMMITTEE OF THE NATIONAL INDUSTRIAL 
TRAFFIC LEAGUE, CHICAGO, ILL. . 

Mr. Barlow. Mr. Chairman and gentlemen, I am chairman of the 
executive committee of the National Industrial Traffic League, an 
organization comprising 465 members, embracing 171 cities through- 
out the United States. I have a roster of the league, that the mem- 
bers of the committee may know how its membership is constituted 
[presenting list of members]. 

The membership of the league is largely composed of men who 
have devoted their entire life to the study of transportation prob- 
lems and the general conditions existing throughout the countiy. 
Associated with us are many large industrial and commercial con- 
cerns as well as representatives of various commercial organizations. 

The speaker spent the first 30 years of his working life in railway 
service, holding various official positions. Speaking to this trans- 
continental situation, his personal experience takes him back to 1884, 
when he was general freight agent of the Atchison, Topeka & Santa 
Fe Railway. For the past 10 years I have been associated with the 
Chicago Association ot Commerce, of Chicago, 111., an organization 
comprising. 4,000 member and including substantially all of the 

Jrominent industrial and commercial concerns. During that time 
have appeared in substantially all the cases before the Interstate 
Commerce Commission in which the intermountain country has 
evoked the power of the commission under the so-called long-and- 
short-haul clause, fourth section. 

May I preface my remarks by saying in all earnestness that my- 
self and my associates are convinced that this is hardly a proper time 
to bring forward and urge the consideration of such an important 
question as this long-and-short-haul clause of the law. 

We are at war. The minds of the business world are engrossed 
in but one thought, the winning of the war. They have little time 
and less inclination to turn aside to concern themselves with tech- 
nical transportation questions. I am convinced that this accounts 
for the apparent fact that those appearing before the Senate corn- 



Digitized by VjOOQIC 



LONG-AND-SHOBT HAUL ON BAILB0AD6. 199 

mittee came largely from one section of the country. Those of us 
living east of Colorado are as deeply concerned in these questions 
as those living west thereof, but the war and the incidents crowing 
out of it so attract our attention that we have little time for any- 
thing else. 

Again, there is at the present time no so-called water competition 
between the Atlantic and the Pacific coast and there may not and 
probably will not be for two or three, or perhaps several years. 

Mr. Shaughnessy. May I interrupt you to inform you that all 
of the territory south of the Potomac and the Ohio Rivers and east 
of the Mississippi River is also included here, so that you can direct 
your attention to the southern States as well as the western States. 

Mr. Bablow. As the rates are now adjusted by order of the Inter- 
state Commerce Commission, I do not understand that anyone has 
any just grounds to complain of the operation of the long-and-short 
haul feature of the act to regulate commerce as it now stands. 

For this and other reasons, we feel that this is not just the time to 
anticipate trouble in the future. 

The ndlways are in the hands of the Government, and fof 21 
months after the close of the war. Congress in its wisdom has given 
the President the power to make rates and put them into effect im- 
mediately, if he so elects. Under these conditions entirely new and 
untried situations may arise to which we, as shippers, look forward 
with confidence, but with some natural apprehension. Would not 
the change now proposed in this law tie the hands of the President 
as well as those of the Interstate Commerce Commission? 

Gentlemen, you will appreciate the fact that the effect .of the long- 
and-short haul provision of the act to regulate commerce is not con- 
fined solely, but in only a small part to the territory embraced in 
the so-called intermountain territory. That is indeed a very minor 
phase of the question. This provision is Nation wide. 

Thousands of cases are at issue. Can you, from the somewhat ex 
parte statements made before you in this hearing, disclose fully the 
effects of a rigid long-and-short-haul provision of the act upon the 
oommerce and industry and the railroads of the country, as a whole? 
Undoubtedly, there is some merit on the side of our intermountain 
friends. I think we must also concede some merit in the opposite 
contention. If this be true, as has amply been demonstrated m the 
piist, is it wise, proper, or expedient to absolutely foreclose either 
side? We are of the opinion that such action would be unwise. We 
are convinced it would be better and more in keeping with past ex- 
periences and practices to leave such disputes to the adjudication of 
the Interstate Commerce Commission, where tKey naturally rest 
under the act, a body in whom we have confidence and upon whom 
you have conferred ample powers to deal with the subject. 

Gentlemen of the committee, the National Industrial Traffic I^eague, 
which I represent here as chairman of its executive committee for the 
past 11 years, has 465 members from the Atlantic to the Pacific coast 
and from the Gulf to the northern frontier of our ally. Great Britain. 
As before stated, these are men of long and practical experience in 
tran^ortation and the commercial aspect of transportation. 

The league has alvvaj^s opposed a rigid long-and-short haul provi- 
aon of the act. I may say that the present provision is substantially 
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as urged upon Congress by the league. We believe it to be fair and 
reasonable and the very best rule yet devised for dealing with this 
perplexing question. It provides that intelligence and authority shall 
sit in judgment where questions and disputes of this nature are in- 
volved. In our judgment that is the only safe way in dealing with 
the regulation of the carriers and their relktions to the public. 

I repeat, without fear of successful contradiction, that every single 
case arising under the provision of the act which we are now discuss- 
ing — and, I repeat, there are thousands of them ; the Interstate Com- 
merce Commission can undoubtedly give you references to the num- 
bers of those cases which they have handled — I repeat, each presents 
an entireljr different angle, aspect, and phase. I venture the assertion 
that a rigid prohibition, as here proposed, would soon engulf Con- 
gress with protests from almost the entire shipping public; that is 
to say, that part of the shipping public which practically produces 
85 per cent oi the commerce of the countrjr. 

At a meeting of the National Industrial Traffic League held in 
Chicago March 21 and 22, 1918, a committee was appointed to come 
here and set forth their views on this subject, and the committee, who 
are now present, consists of Mr. Devant, of Memphis; Mr. Wheeler, 
of New Enffland ; Mr. Bentley , of Chicago ; Mr. Glover, of Bichmond ; 
Mr. Ehodehouse, of Youngstown; Mr. Morgan, of Houston, Tex.; 
Mr. Wilson, of Toledo, Ohio; and the speaker. 

We were instructed, on behalf of the league, at the meeting in 
Chicago, at which 61 cities were represented, by unanimous vote, to 
appear before you and voice the request that no change be inade in the 
present provision of the act. 

We approve the long-and-short haul provision of the act as it is 
written m the law to-day. We need under present conditions every 
mile of railroad we have, whether the railroads have long or short 
mileage between any two given points. We are clad to have the use 
of the longer mileage, because the Government largely monopolizes 
the shorter ones. 

Let us not impose a penalty, at least under present conditions, par- 
ticularly in view of the fact that the principal complainants here 
represented are suffering no hardship under the present provision 
of the act, as there are not rates to Pacific coast points lower than to 
the intermediate points. 

We respectfully invite your attention to the fact that the carriers 
can no longer, under the provisions of the law as it now stands, work 
their own will as they have in past years. They must justify each 
and every departure from the prohibition of the fourth section and 
also the extent to which they may depart from time to time is abso- 
lutely imder the control of the Interstate Commerce Commission, 
where we believe it should remain, in order to create the greatest good 
to the greatest number. 

Loofing at this question as we do from the viewpoint of the entire 
country rather than one section of the country, we respectfully urge 
you gentlemen that no change be made in the so-called long-and- 
short-haul provision of the act at this time. 

We believe the vast majority of the shippers who produce the 
great commerce of the country are satisfied with the present wording 
of the law. 
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Thei*e are one or two matters which I would like to take up which 
were drawn out in the cross-examination of Mr. Spence. The first of 
those is in reference to free terminals. Gentlemen, there are no free 
terminals in the United States. The rates pay for the terminals. It 
has so been held by the Interstate Conamerce Commission and the 
United States Supreme Court in the Los Angeles case. In all the 
rates and schedules of rates which the commission has made re- 
cently — ^and I refer particularly to the Iowa-Nebraska case and the 
so-called Central Freight Association case, which includes the States 
of Ohio, Michigan. Indiana, and Illinois — and in the so-called south- 
western cases — ^the commission arrived as nearly as possible at the 
cost of terminal service and added it to the rates. 

Then again, as to the Panama Canal, addressing myself to some of 
the questions which were asked by the chairman, I want to say this : 
It should be borne in mind, and I believe it will be, that the great 
Central West is very much interested in the commerce on the Pacific 
coast About 52 per cent of the total commerce going to the Pacific 
coast points originates at and west of Pittsburgh. 

Now, in encouraging the Panama Canal, would it be expedient, 
wise, or proper to make such rates that would take all of that com- 
merce away from the manufacturers of the Central West and trans- 
fer it to New York ? That woiUd happen if these low rates continued 
by water and no opportunity was given the Central West and th^ 
Mississippi Eiver Valley to compete for this commerce at the water- 
borne points. 

Mr. Sanders. What do you say about utilizing the Mississippi 
River. 

Mr. Barlow. I wish we could ; unfortunately, we can not. 

Mr. Sanders. Why? 

Mr. Bablow. Because we have no connection from Chicago to the 
Mississippi Eiver. 

Mr. Sanders. You did not use the word " Chicago " ; you used the 
words " Mississippi River Valley." 

Mr. Barix)w. 1 will go to St. Louis. The Mississippi River has 
fallen into nonuse. Again, there are no steamship lines from Ne> 
Orleans to the Pacific coast. 

Mr. Sanders. Therefore, as there are none, it follows necessarily 
that there never will be any. 

Mr. Barix)w. Not necessarily; we are very anxious to do that. 
We would be glad to divert our business to the Mississippi River if 
we could. We would be glad to see New Orleans opened as a port — ^ — 

Mr. Sanders. It is a port to-day. It does not have to be opened 
as a port 

Mr. Barlow. Not as to transcontinental business. 

Mr. McCarthy. I was going to ask if your statement is predicated 
upon the assumption that the people of the intermountam country 
are askmg that the rates from points of origin in the Central West 
be raised to a point higher than the rates from the producing points 
on the Atlantic seaboard to the Pacific coast. 

Mr. Barlow. I do not assume they are. That would be very 
unwise- 
Mr. Sanders. You made the statement that the Mississippi River 
had fallen into disuse. Will you be kind enough to state why it 
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has fallen into disuse ? It can, as you well know, float the commerce 
of the entire United States. Why has it fallen into disuse? 

Mr. Barlo'w. I do not believe I can answer that question. 

Mr. Sanders. Everyone of us who live on the river know why. 

Mr. Barlow. I think, however, that one reason has been this: 
The receiving and consuming territory on the Mississippi River has 
naturally found its terminals on the railroads. States along the 
Mississippi River have not improved their water terminals. I think 
those are two reasons. 

In Chicago we are preparing for it, and we spent $4,000,000 for a 
public dock. 

Mr. Sanders. We have spent many times that amount in New 
Orleans, and New Orleans has the finest docks and terminals in the 
world. 

Mr. Barlow. True, and it has been very profitable for you. 

Mr. Sanders. One other question: There is not a city from St. 
Louis to New Orleans that has not better terminal facilities to-day 
than it had when the traffic was river borne. Why is not the traffic 
still being river borne ? 

Mr. Barlow. Of course, since the war began it has been impossible 
to enter into any new enterprises. 

Mr. Sanders. I am not talking about the war. The traffic of that 
country used to be river borne ; it was borne on the river. 

Mr. Barlow. Previous to the war. 

Mr. Sanders. Now, with better terminals and better facilities, it 
has, as you say, fallen into disuse. Why ? 

Mr. Barlow. I have never made a study of that. I do know, 
however, that in our efforts to work our traffic by water we found 
that the terminals were all on the railroads. 

Mr. Sanders. Do yon not know tlie reason of it is that the traffic 
has been strangled to death by the railroads? 

Mr. Barlow. I did not know that. 

Mr. Sanders. Then your information is very meager. 

Mr. Barix)w. I admit I do not live on the river. 

Mr. liYON. May I ask this (juestion: Would a rigid fourth section 
hurt the raih-oads in getting business at Mississippi River points? 

Mr. Baklow. I do not think I can answer that. I do not live 
there. 

Mr. Lyon. Then what is your view al>out this. I thought you 
were testifying because yon had some knowledge of the effect of "the 
fourth section on the railroads. That is the real question. 

Mr. Barlow. My real purpose is to bring your attention to the 
fact that the apjilicaiion of the fourth section and the departures 
from it are ofttimes, by reason of long-line hauls, as some of my 
confreres, who will deal with that question, will tell you, not confined 
to water competition a particle. 

We move business from New England into certain parts of eastern 
Ohio. The short lines makes the rate, and imder present conditions 
it is impossible to ship over that line because it is so congested. In 
order to reach that territory we have to move through the higher- 
rate points to get there and we utilize the longer lines. There are 
thousands of cases of that kind not controlled by water competition 
a particle. 
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We need all the railroads we have, every one of them — ^the short 
lines and the long lines — and we see no reason at this time to penalize 
the longer lines simply because they happen to be longer lines and 
their rates at intermediate points may be somewhat higher. Others 
will tell you tliey have no control over the traffic ; that the Govern- 
ment moves it anvwhere they want to. 

I have here, Mr. Chairman, a communication which I would like 
to submit for the record. I expected to have with us a representative 
from the Missouri River and also a representative from Cincinnati, 
but they are not able to be here. I would like to submit to the com- 
mittee and have printed in the record this letter from the Kansas 
City Chamber of Commerce. 

The Chairman. It will be printed as a part of your remarks. 

(The letter referred to is as follows:) 

The Chamber of Commerce, 

Department of Traffic, 
Kansas City, Mo„ March 22, 1918. 

Dear Sir: Senate bill 3777 and a companion bill in the House propose to 
amend section 4 of the act to regnilate commerce, making the long-and-short-hanl 
provision as well as the combination of intermediate rates absolute. These 
respective bills have been introduced by Senators Poindexter, of Washington ; 
Shafroth, of Colorado ; Henderson, of Nevada ; and Representative Hayden, of 
Arizona. 

The Senate Committee on Interstate Commerce, it is understood, has com- 
pleted recent hearings on this matter, and the House Interstate and Foreign 
Commerce Committee will conduct hearings next week thereon. 

The present provision of the law was adopted In 1910 after exhaustive con- 
sideration by Congress, and it leaves in the Interstate Commerce Commission 
power to determine in special cases, after hearing, to what extent, if any, a 
departure from the long-and-short-haul rule may be allowed. 

The 1910 enactment contains the following proviso : 

••That no rates or charges lawfully existing at the time of the passage of 
this amendatory act shall be required to be changed by reason of the provisions 
of this section prior to the expiration of six months after the passage of this 
act nor in any case where application shall have been filed before the commis- 
sion, in accordance with the provisions of this section, until a determination 
of such application by the commission." 

Congress has steadfastly repeatedly thus far refused to fasten the rigid 
long-and-short-haul rule upon the rail carriers. Under present abnormal condi- 
tions, with the rail carriers temporarily in the hands of the Government, the 
forces seeking a change in the fixed and permanent policy of Congress have 
organized themselves, with headquarters in Washington, D. C, and have begun 
propaganda by which they aim to bring pressure upon Congress to recognize 
their claims. 

This is only a continuation of the fight which for a number of years has been 
wiipwl by intermediate Pacific Coast States in Congress and before the Inter- 
state Commerco Commission to have their all-rail rates e<iualized against the 
rates to the Pacific ci)a.st proper which have been influenced by water couipeti- 
tkm. (See S. 7504. (Mth Cong., 2d sess. ; Poindexter.) 

The Interstate Commerce Ccnnmission in a recent decision prescribed rates 
which are now in effect, no higher to the interme4liate territory than to the 
f'oast, lML«;ed upon the temporary utter absence of effective water competition, 
which the testimony showeil had been occasioned by the withdrawal of shippinij 
through the Panama Canal as a result of the vessels thus engagetl having 
gwie Into tnmsoceanlc trade. (48 I. C. C, 79; 46 I. C. (\, 23(5, 2,')2.) 

The elTort now being made is to project and guarantee for the future this 
H|iuilized rate condition by absolute mandate of Congress on the theory and 
tlaliu as made that commercial and lndu.strial develojiment of the inland 
territory Is hampered and held back by reason of all-rail rates to the coast 
being made less than to the short-haul territory, due to the competition of rail 
and water carriers for the coast business. It is claimetl that under Governmeni 
operation of railroads those agencies of transportation should not be alUiwetl to 
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make rates in competition witli water carriers tlirough tlie Panama Canal, Itself 
constructed at Government expense. 

We can hardly see the point of this argument, since under Government 
control of railroads the Government is heavily interested in the rail carrier?? 
transporting all the tonnage under reasonable and fair rates, which they can 
secure, and a surrender of the Pacific coast tonnage to water carriers, unless 
they themselves were owned and operated by the Government — which they are 
not — or alternatively the forced leveling down of the intermediate rates to the 
basis of water-compelled rates at the competitive coast points would mean a 
loss in railroad revenues which would have to be made up by rail traftic other- 
wise, or a deficit ensue. 

But a rigid long-and-short-haul law would be much broader in its effect than 
the curing of the local situation complained of by the intermedate Pacific coast 
territory. 

No circuitous route could participate in the traftic between termini served by 
short routes except at penalty of observing as maxima such rates from and to 
intermediate points on the circuitous route. This would have the effect largely 
of localizing to the shortest possible routes all the traflic moving between com- 
petitive points and exclude all routes otherwise, which would indeed be revolu- 
tionary and create a transportation congestion the like of which has not here- 
tofore been experienced. It would paralyze both the short line, which would 
receive all the business, and the indirect line, which would receive none of the 
business. The one would be overwhelmed with traffic and the other starved to 
death. 

The Interstate Commerce Commission has under the amended law irapose<I 
certain limitations which by many are thought even to be too drastic upon 
circuitous routes, and which do not give proper consideration to their disad- 
vantages, but such rulings are nothing like as severe in effect as is proposed. 

We consider that the legislation is uncalled for and unwarranted under present 
conditions, and w^ould be vicious in its results. W^e therefore respectfully and 
emphatically protest against it and trust that the law as to the long-aud-short- 
haul rule will be left unchanged, thus leaving to tlie commission the power to 
so administer the statute under the facts In each case of violation as to not do 
violence to either the commerce or railroads of the country. 

There is no reason, in our opinion, why the combination of intermediate rateis 
provision of the fourth section of the act should not be made absolute ; In fact, 
the literal language at present seems to make It so, but in various decisions the 
commission has, after hearing, allowed relief therefrom. 
Yours, very truly, 

R. D. Sangsteh, 
Transportation CommisHoner, 

C. W. LOKSDALE, 

Thwd Vice Prcsidefitf m Charge of Traffic. 

Mr. SiiAUGiiNEssY. You have made a very spirited defense of the 
administration of the Interstate Commerce Commission, Mr. Bar- 
low, and you have also referred to the fact that the Mississippi 
River has fallen into disuse in so far as being an eflfective transpor- 
tation agency is concerned. I would like to read this excerpt from 
the southeastern case (30 I. C. C.)^ referring to the rates from New 
York to Memphis, Tenn. : 

There Is a disconnected service between New York ami Memphis, regular 
boats plying between Natchez to Vicksburg and Memphis, Water com|)etitlon 
is to be regarded as potential but not actual, and the testimony in this case 
indicates that any material advance in the rates between New York and Mem- 
phis would without doubt result in the reestablishment of active competition 
on the Mississippi River. 

I would like to ask if you indorse, or whether your association 
indorses, that administration of the fourth section in its present 
state? 

Mr. Barlow. I should say we did. I agi^ee with Mr. Speuce in one 
particular. I think under the law in the hands of the Interstate 
Commerce Commission they may so sliape the operations of water 
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and rail carriei-s as to keep either one of them from destroying the 
other. That was my undei-standinff of the mtent of the present law. 
The Government has put as much money in the transcontinental 
railroads and the various States and communities have put a great 
deal more in the raikoads than we ever put in the Panama Canal. 
We do not want to upbuild our water trainc to the unnecessary harm 
of the railroads, and neither do we want the railroads to pursue a 
policy that will be destructive of water competition. Therefore 
Congress, in its wisdom, has put in the hands of this expert body 
of men called the Interstate Commerce Commission the power to 
regulate those things, and I believe that up to this time they have 
done verj' well at it. 

Mr. Shaitghnessy. In this case the conmiission was justifying a 
differential of $8 a ton between New York and Grand Junction, 
Tenn., as compared with Memphis, Tenn. The distance from New 
York to Memphis is 1,160 miles, and the rate is $20 a ton. Over 
the same line in the same direction the distance from New York 
to Grand Junction, Temi., is 1,107.6 miles, or 52.4 miles shorter than 
the distance to Memphis, Tenn., and the rate way $28.20 per ton, 
or an excess over the Memphis rate of $8.20 per ton. The commis- 
sion wound up its justification of that in this manner : 

That any material advance in the rates from New York to Memphis would, 
without donbt. result in the reestahlishment of active competition on the 
Miasfssippi River. 

Do you support that ? # 

Mr.'BARLOw. I could support that decision of the commission. I 
think it is very wise under the circumstances. I think a great many 
of us forget this fact. We think that competition exists wholly 
in methods of transportation and wholly between two certain points. 
That is a fallacv of so many people who talk about the long-and- 
short-haul provision. The competition exists in the goods, and if 
the roads could not go into Memphis and carry goods from the great 
distributing points east of them, an extremely low and active water 
competition might take the entire business to New Orleans. Per- 
haps New Orleans would like to have it. I have no doubt she would, 
but the question is whether that so equalizes those things that all 
communities and all markets shall go into various communities and 
have this healthy competition that is always the upbuilding of a 
community. I do not mean destructive competition, but I do mean 
healthy competition, and imder the act now in effect the commission 
can r^ulato that and control that healthy competition that is abso- 
lutely necessary. 

Mr. SHAroiixEssr. Then, so far as the development of intermediate 
territory is concerned, you do not agree with this statement? 

Mr, Barlow. I say that undoubtedly the commission had in mind 
that unless some rates were made to Memphis from other territories, 
not reached by water direct, that the water might divert the whole 
trai&c to some other conmiunities, to the absolute elimination of 
Atlanta or some other points. 

Mr. Shacghnessy. It was shown at that time that in 1887 the Mis- 
sissippi River was carrying a tonnage of 850,000 tons per annum, 
whereas at the time they were making the inquiry it had dropped to 
W),000 tons. The question arose as to the fixing of the rate at Mem- 
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phis no lower than at Grand Junction, Tenn., and the commission 
said they would not make that adjustment, because if they did, and 
increased the rates materially, it would without doubt result in the 
active competition of water transportation on the Mississippi River. 
They are therefore excluding from the business water transportation 
lines. 

Mr. Barlow. I think not. I think the commission is dealing not 
only with actual but with potential w^ater transportation. 

Mr. Sanders. To my mind this whole bill means water competi- 
tion. 

The Chairman. We are very much obliged to you, Mr. Barlow. 
Whom will you have the committee hear next? 

Mr. Barlow. Mr. Chairman, I would like the committee to hear 
now Mr. Wilson, of Toledo, Ohio. 

STATEMENT OF MB. HEBBEBT G. WILSON, TBAFFIC COMHIS- 
SIONEB, CHAMBEB OF COMMEBCE, TOLEDO, OHIO. 

The Chairman. Mr. Wilson, will you please state your full name, 
your residence, and the position you occupy. 

Mr. Wilson. My name is Herbert G. Wilson; I am traffic commis- 
sioner for the Chamber of Commerce of Toledo, Ohio. 

I have only a brief statement to make, Mr. Chairman. I want to 
indorse substantially everything that Mr. Barlow has said in opposi- 
tion to the proposed bill. In our section of the country, which is 
known as the" CentrarFreight Association territory, in which water 
competition does not enter very largely, so far as the immediate 
Central Freight Association is concerned, an absolute lon^-and-short- 
haul clause, as is proposed here, would really be very disastrous to 
the commerce of the country, because of the fact that it would restrict 
practically every point to one route between that and almost any 
other point in the same section. 

At the present time rates apply between any two points via sub- 
stantially all the routes that serve those two points, regardless of 
their length. 

In many instances relief has ben granted by the commission under 
the present fourth section of the act for good and sufficient reasons^ 
or in cases where specific relief has not been granted rates applicable 
are protected by reason of filing of fourth-section applications which 
may not yet have been heard by the commission. 

An illustration of the various rates and the manner in which traffic 
might be restricted to one route might be given by using the cities 
of Buffalo and Toledo. The short line is, of course, via the New 
York Central. Bates apply from Buffalo via the Nickel Plate in con- 
nection with the Clover Leaf Road, with which the Nickel Plate 
connects to the southwest with the city of Toledo, making it neces- 
sary for the road, in order to handle the business at the rate of the 
short line, to handle it through more distant points, and in such in- 
stances, under the scale of rate adjustment in that territory, the 
rate to more distant points would normally be higher than the rate 
to Toledo, and yet under the present provisions of the act as ad- 
ministered by the Interstate Commerce Commission the diverse route 
is permitted to enter into competition with the short line. 
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The result of an absolute fourth section under that illustration 
would be to restrict, as between those two routes, the traffic to the 
short line of the Xew York Central. That is only one illustration. 

The routes between those two points alone can be multiplied by 
every westbound line operating from Buffalo coming in contact with 
a north and south or southwest or southeast line operating to and 
from Toledo, and the lines are as numerous there as the ribs of a fan, 
so that there are innumerable routes from Buffalo. It is true from 
Pittsburgh ; it is true from Cleveland to Chicago, and it is true from 
Cleveland to St. Louis. It is true from Toledo direct and into the 
southeastern section across the Ohio River into Atlanta, Ga., and 
Birmingham, Ala. It is true from Chicago and it is true from 
Detroit. 

There are innumerable routes, any one or all of which the public 
may use at the present time under the present provisions of the 
fourth section, which they probably would not be enabled to utilize 
if an absolute long-and-short-haul clause were operating, due to the 
fact that the necessity always exists for the protection of the car- 
riers' revenue, and this enables them to protect their intermediate 
points- If they are not permitted to meet existing competition, 
whether competition of rail lines or of a different character of lines, 
this leaves them to protect their interest only by the holding up of 
the rates to the intermediate points and retiring from business at 
the competing point. 

That has been the practice, and it is the history of the roads prac- 
tically in all their operations since the present fourth section of the 
act became effective. 

Another illustration, getting a little outside of the Central Freight 
Association territory, and not connecting the competition with water 
competition at all, is in the traffic between Chicago and Kansas City. 
There are six lines of railways, single lines, between the two points. 
The distance varies from 454 miles via one line to 530 via another, 
and yet the rates between Chicago and Kansas City are applicable 
via each of those lines. 

The routes between Kansas City and Chicago are multiplied by 

i'ust the number of lines that operate to and from the Mississippi 
liver to Kansas City on the one hand and Chicago on the other, with 
almost as much diversity of mileage. 

In the case of an absolute long-and-short haul clause, the short line 
between Kansas City and Chicago, which is the Santa Fe, would 
establish the rates between those two points. The Sante Fe Railway, 
of course, would be protected in its local traffic. 

Such an act might result in the Chicago & Great Western, for 
instance, which is a very important line, retiring from the Chicago- 
Kansas City traffic in order to protect the rates at its intermediate 
points. And so with numerous other lines. Similar illustrations 
might be given with respect to the lines from Chicago to New Orleans, 
or from St. Louis to New Orleans, or from Buffalo to New Orleans. 

The great interest of the shipping public in this proposed bill is 
more with respect to the general traffic of the country east of the 
Rocky Mountains, rather than with respect to that traffic at and west 
of the Kocky Mountains, or the transcontinental traffic. 



Digitized by VjOOQIC 



208 LONG-AND-SHORT HAUL ON RAILROADS. 

The Chairman. In reference to the Chicago & Great Western, does 
it make a practice of charging to intermediate points between Chicago 
and Kansas City more than on its Kansas City business ? 

Mr. Wn^oN. On certain classes of traffic the rates to and from in- 
termediate points are higher than its Chicago-Kansas City rate. 

The Chairman. On the same road? 

Mr. Wilson. On the same road, over the same line, in the same di- 
rection, protected by the present fourth section. 

Mr. Shattghnessy. That is due to meeting rail competition as dis- 
tinguished from water competition? 

Mr. Wilson. Yes. 

Mr. Shattghnessy. Your testimony is directed rather to rail com- 
petition than to water competition. 

Mr. Wilson. I think water competition has been covered ^uite con- 
siderably. I claim to know something about water competition, and 
I think the water competition end of this proposed legislation is small 
with respect to the influence or the effect the enactment of this bill 
would have on the traffic as a whole. 

Mr. Shattghnessy. Why is it small ? 

Mr. Wilson. Because the large end of it is, I think, the Pacific 
coast traffic, and it would have, perhaps, a somewhat larger effect on 
' the traffic within the Mississippi Valley, and perhaps might have an 
effect with respect to the traffic competition between rail lines and 
lake lines along the Great Lakes. But all of that traffic combined is 
insignificant compared with the traffic of the coimtry as a whole, and 
the pill, if enacted, will affect absolutely every part of the United 
States. 

Mr. Shattghnessy. What is Toledo's position as to the promotion 
of waterway transportation? 

Mr. Wilson. I would not undertake to say what Toledo's posi- 
tion is. 

Mr. Shaughnessy. What is your position ? 

Mr. Wilson. My position, of course, is as an advocate of the pro- 
motion of waterway transportation. Personally, I think the enact- 
ment of this bill would have the effect of inducing water transporta- 
tion under normal conditions, but not under present conditions. 

Mr. Shattghnessy. We are dealing with normal conditions. 

Mr. Wilson, Yes. 

Mr. Shaughnessy. Do you concur in this finding made by the 
Interstate Commerce Commission in which they say with reference to 
the rates from New York to Memphis, Tenn. : * 

There is a disconnected service between New York and Memphis, regular boats 
plying between Natches to Vicksburg and Memphis. The water competition is 
to be regarded as potential but not actual, and the testimony In this case Indi- 
cates that any material advance in the rates from New York to Memphis would 
without doubt result in the reestablishment of active competition on the Missis- 
sippi River. 

Mr. Whaon. Yes; but I do not draw the same conclusion fi'om that 
which you apparently do. I think in the Grand Junction case the 
commission was merely justifying the defense of the carriers for the 
making; at Memphis oi a water-compelled rate. 

Mr. Shaughnessy. That was the only cause they had for refusing 
to give relief to Grand Junction. Do you consider that the present 
fourth section gives the right land of relief when it is construed in 
that manner? 
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Mr, WiiiSON. I think the present fourth section gives the right kind 
of relief, and in the Grand Junction case I must assume that the 
commission felt that the rate it allowed to Grand Junction was only a 
reasonable rate — a nondiscriminatory rate. 

Mr. Shauohnessy. I am using Grand Junction as an illustration of 
that territory along the Mississippi River, and as to all those points 
the commission made this finding: 

Water conipetition is to be regarded as potential but not actual, and the testi- 
mony in this case indicates that any material advance in the rates from New 
York to Memphis would without doubt result in the reestablishment of active 
competition on the Mississippi River. 

Do you indorse that finding? 

Mr. Weljson. Yes; because it is merely a justification of the water- 
compelled rates made by the carriers. Their pronouncements of that 
nature have not been confined to that case or to that class of cases. 
There have been a number of similar cases, particularly with respect 
to — I was going to say with respect to erain traffic. 

In a case of complaint of unreasonable rates from Kansas City to 
Memphis and Xew Orleans, in which the rates from St. Louis to 
Memphis and New Orleans were submitted in comparison as being 
reasonable rates, the commission found that the St. JLouis-Memphis- 
Xew Orleans rates were water-compelled rates, although there was 
not actually a movement of grain on the Mississippi River and had 
not been for a considerable length of time, and found that an increase 
in the rail rates from St. Louis would unguestionabljr invite water 
competition. Therefore, those rates were held to be justified as water- 
compelled rates carried oy the carriers, and that is the situation as to 
the grain-products rates generally within the Mississippi Valley 
to-day. 

Mr. Decker. In order to invite water competition the boats would 
have to charge the people more for carrying their freight than the 
railroads would have charged? 

Mr. Wilson. No. 

Mr. Decker. Under the permission of the Interstate Commerce 
Commission? 

Mr. Wilson. No; I do not think so. I think this is the thought 
that has governed : That the rail rates were made by the carriers low 
because of the lower rates made by the water lines, and, of course, 
naturally the result was that the water lines were driven out of busi- 
ness, and it w^as due to that. 

Mr. Decker. Then, to come back into the business, they would have 
had to have had a higher rate. 

Mr. Wilson. That is probably putting it in another way. The way 
they did put it was that if they increasSi the rail rate above the rate 
they did carry, that would offer a sufficient margin to water-trans- 
portation investment ; but as long as the rail rate was held as low as it 
is held there was no invitation to water-transportation investment, 
and that is the fact. 

Mr. Decker. Then does it not resolve itself into this question, 
whether it is wise, in order to resuscitate water transportation, to have 
higher freight rates? 

Mr. Wilson. That is the result ; whether it is wisdom or not I do 
not know. Of course, I think if the conditions of the world war had 
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not confronted the Government we would have had by now reestab- 
lished a water-transportation system, particularly on the Mississippi 
Kiver. 

Mr. Decker. I do not live on the Mississippi River and I do not 
know much about it; but going on the theory that the Interstate 
Commerce Commission know their business and require the railroads 
to charge a rate that will pay some profit to them, then, if the rail- 
roads have the capacity to haul all the freight and can do it cheaper 
in that way than the water carriers can, where is the equity in trying 
to stimulate water competition if it can not be done as cheaply as 
the rail carriers can do the work ? 

Mr. Wilson. Of course, if it were a fact that the water lines could 
not transport traffic as cheaply as the railroads there would be no 
wisdom in undertaking to stimulate water transportation. But it is 
too well known to need comment, certainly not from me, that the 
cost of water transportation is so much less — it is stated to be one- 
sixth of the cost of rail transportation — ^that if it were not for the 
abnormally low rates made by the rail lines between two water points 
the water transportation would have been maintained. That was 
one reason why provision was made in the act to regulate commerco 
with respect to prohibitions against an increase by the rail lines of » 
rate which has been reduced because of water competition. 

Mr. Decker. In other words, they did not want them to go in and 
drive out the steamboat lines and then raise it afterwards? 

Mr. Wilson. Yes ; that was the purpose of it. 

Mr. Decker. Suppose that is not done. Suppose under the law 
when a railroad fixes its rate it has to stay by it, and it does fix a 
lower rate than water transportation, what can governmental 
agencies do in justice to resuscitate the water transportation? 

Mr. Wilson. There are two points there, if you please. In the first 
place it is physically impossible for the railroads to establish at a 
profit a rate lower than the water lines can exist on. 

Mr. Decker. Then that means that the Interstate Commerce Com- 
mission h:is made a mistake. 

Mr. Wilson. No; because I do not believe those problems have yet 
been presented to the Interstate Commerce Commission. It means 
this : That if a rail line should establish a rate that was lower than 
the water lines could make and live on, it must mean that the rail 
line is making a rate out of which there is absolutely not only no 

frofit, but not even its cost of transportation, and it is the duty of the 
nterstate Commerce Commission to see that the rail carrier does not 
make such rates, and where the rail carrier does make such rates^ I 
believe the commission has the power to require those rates to be in- 
creased. 

Mr. Decker. How long has it had that power? 

Mr. WiLfiON. I think it is in the act. I think it has had that 
power since 1910. 

Mr. Decker. The theory of those who claim that the railroads 
have strangled water transportation — ^they must have strangled it be- 
fore the law went into effect, or else 

Mr. Wilson (interposing). That was done. 

Mr. Sanders. That law was not decided to be constitutional until 
1914. 
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Mr. Decker. It strikes me you run against this proposition, that if 
that law had been in effect at the start of the railroad business, then 
the river business would have lived and competed with it, and if it 
had not, there would be just one conclusion to draw from it, and 
that it had no right to live because it was not the cheaper transpor- 
tation, or else the commission did not administer the law justly. That 
is the thing I am trying to get information on. 

Mr. Sanders. That is the easiest thing in the Avorld to know. A 
man who ever lived on the river will know how it has been done. 

Mr. Wilson. Mr. Decker, you live in a state where there is a big 
river. 

Mr. Sanders. He says he has not lived on the river, so that he has 
not been in contact with these problems. 

Mr. McCarthy. Is it your understanding that the law gives the 
commission the power to name an economic rate? 

Mr. Welson. No. But I think the power given the commission to 
establish just and reasonable rates takes into consideration as reason- 
able the (]^uestion as to whether or not the rate which the carrier is 
making j-ields its cost, and if it does not yield its cost, I think the 
commission has the right to require a change, otherwise it is per- 
mitting an injustice to be done to others. 

Mr. Lyons. Has the commission ever found any way to determine 
whether a railroad is getting its cost or not? 

Mr. Wilson. 1 think you know better about that than I do. 

I want to direct the committee's attention, if you please, to the 
result, the technical result, if this bill should be enacted as it is now 
proposed. 

Tnis bill is proposed to become effective 60 days after its passage 
and approval, and if it should be approved as it is now proposed, it 
would throw practically every railroad in the United States within 
60 days in a violation of the provisions of this act, because there are 
hundreds of charges 

The Chairman (interposing). I do not think you need waste any 
time on the 60-day provision. 

Mr. Wilson. The present situation could hardly be corrected, if 
the railroads undertook to-day to correct it and establish absolute 
long-and-short-haul rates throughout the country, within a year, at 
the least calculation, because it would require an examination of their 
tariffs, of their routes, and of the present conditions which apply, and 
it is too big a task to expect the railroads to do it in that time. 

The Chairman. You may be sure Congress will not make an un- 
reasonable requirement. 

Mr. Wilson, I merely offered that as a just criticism of the present 
bill, and I assume you have that in mind. 

Mr. Decker« Theoretically, at least, I think I understand the justi- 
fication of this difference in rates between long and short haul where 
water competition enters in, because water competition is a natural 
advantage that, we will say, anybody who gets advantage of it is 
entitled to, and I can see how, theoretically, as Mr. Spence said, that 
keeps the railroad out of that business and would not help any other 
point. 

But I am not clear, and I have not heard any reasons given, why 
the same reason would apply where water does not enter in. 
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Take the illustration you gave of those five roads between Chicago 
and Kansas City. Suppose there is a town along the road that has 
a road running through it. Suppose the freight rate from Chicago 
to that town is as much as the freight rate from Chicago to that town 
on to Kansas City, we will say. There is no natural advantage that 
Kansas City has over that other town in between. Who is there to 
say if that town had justice done to it, it would not make as big a 
town as Kansas City? Why is there not discrimination there? 

Mr. Wilson. The point is this. It is not a question as to the size 
of a town, whether the town is entitled to the rate or not. The fact 
is that Kansas City, in the illustration I gave, is served by the Santa 
Fe Railroad. 

Take the city of Des Moines, Iowa, w^hich is one of the intermediate 
towns between Chicago and Kansas City, on the Great Western, 
That town is served by the Chicago Great Western Railroad. 

Treating it locally, in this sense it would not make any difference 
to either the Chicago Great Western Railroad or the citizens of Des 
Moines whether the Chicago Great Western road made the same 
rates from Chicago to Kansas City that the Santa Fe did berause 
even if the Chicago Great Western did not make those rates, or meet 
the Santa Fe rate, Kansas City would be able to get its business, 
anyway. 

Mr. Decker. In other words, the short line by virtue of its short- 
ness has the same part in the equation as the other road does by 
reason of its cheapness ? 

Mr. Wilson. Largely so. It makes the rate. In other words, as 
Mr. Spence very aptly put it, with respect to the New York-San 
Francisco business, the water is there. The Santa Fe road is there 
between Chicago and Kansas City, whether the Chicago Great 
Western enters into competition or not. The condition is there. It 
is not created by the road asking for the relief. 

Mr. Decker. Still there is a slight difference there, because you 
go on the theory that these are public utilities and everybody has the 
right to be treated the same. It would require two or three roads 
from Chicago to Kansas City to do this business, and the cost of 
the transportation, of building that other road would have to be paid 
for by the people who live in Kansas City,, and it may be that Des 
Moines might be gouged. 

Mr. Wilson, it so happens that the intermediate point pays a 
higher rate. 

Mr. Decker. I do not mean that, because that is the fault of the 
Interstate Commerce Commission if they do that, but I am J^ing on 
the theory that they are always just and right. There is stfll a 
difference in my mind between those inland points and the places 
where the water enters in, because supposing you could not ship all 
the business from Chicago to Kansas City over the Santa Fe road. 
The Santa Fe would have to double track its road to do the business. 

Mr. Wilson. If they are not a double track already, which they 
are. 

Mr. Decker. Well, they might have to treble track. In order to 
do more business they would have to have more facilities, and that 
would raise the cost. 
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Mr. Wilson. No ; it might reduce it. The cost of transportation 
is reduced on a fully occupied two track road as compared with a one 
track road. 

Mr. Decker. You are dodging the issue there. 

Mr. Wilson. I do not intend to do so. 

Mr. Decker« I do not mean you are doing it intentionally. 

Mr. WnjBON. You have gotten to about the same point that I 
reached ten years ago with respect to this intermountain Pacific coast 
traffic, and that is if the railroad can carry traffic to the Pacific coast 
at a profit tiien that ought to be the measure of a reasonable rate to 
the intermediate point. 

Mr. Decker. 1 followed Mr. Spence on that and I think I under- 
stand it. Now, let us wipe out the railroads and build some new ones 
and start from that basis. 

Mr. Wilson. I wish we could. 

Mr. Decker, Let us suppose there is a town starting out there 
where Chicago is. and a little town where Des Moines is and then 
another town where Kansas City is. There is no question that every- 
thing else being equal, all their conditions being equal that the town 
that had two railroads connecting it with Chicago at the same rate 
would be apt to do more business and progress more rapidly than 
the town that only had one. 

Mr. Wilson. It would depend on where the railroads came from. 
If you mean that one of the towns has two roads from Chicago 

ilr. Decker (interposing). Suppose there would be enough gen- 
eral business developed to justify the construction of two railroads. 
Of course, if there was no need for the railroads that would not 
happen. 

Mr. Wilson. No; because there are a lot of points that have two 
railroads that do not amount to anything. 

Mr. Decker. I understand that. If at the starting of the railroads 
we had been on the basis that the Commerce Commission should treat 
them all alike under the theory that they were public utilities, then 
it strikes me that the town that had two roads could get more trans- 
portation and transportation facilities than the town that only had 
one road. 

Mr. Wilson. That is true; but you are discussing a question of 
rates. Take your illustration this way 

Mr. Decker (interposing). Let me finish thdt. Then here is Des 
Moines, which only has one road, and that is a road which runs from 
Chicago to Des Moines, down to Kansas City, and all three of these 
towns are just starting. If you let the road running through Des 
Moines give as cheap a rate to the people in Kansas as the short line 
does, then it strikes me you are giving Kansas City an advantage 
that is not a greographical advantage or a natural advantage. 

Mr. WitflON. Take the illustration J^ou cave and let me answer 
it this way : Assume that Des Moines is only on one road, that it is 
on a line on which the distance is 530 miles from Chicago to Kansas 
City, and that is the only road in existence, and it makes the same 
basis of rate, and the rate from Chicago to Des Moines is on the 
same basis as the rate from Chicago to Kansas City. 

A new road is constructed, the Santa Fe, which is 454 miles 
from Chicago to Kansas, but does not go anywhere near Des Moines, 
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Iowa. The Santa Fe Railroad voluntarily establishes a rate from 
Chicago to Kansas City which is less than the rate established by the 
Chicago Great Western at Kansas City, and it makes no rate to 
Des Moines. 

The effect of the action of the Santa Fe — and it is an entirely 
profitable rate for the Santa Fe Road — ^the effect of the action of the 
Santa Fe Railroad is on the Chicago Great Western at Kansas City, 
and not at Des Moines. It does not affect the traffic at Des Moines 
one way or another. Is there any reason why the Chicago Great 
Western 

Mr. Decker. That is what I am trying to get at, whether it does 
affect the people of Des Moines. You say it does not. I was trying 
to find out whether it did or not. If the Des Moines people do not 
care, if they made enough to pay them something more than the out- 
of-pocket cost, I have no objection. 

Mr. Wilson. If the rate made at Kansas City did affect Des 
Moines, Des Moines would have an interest in that rate, but if the 
business from Chicago to Kansas City is going to move anyway 

Mr. Decker (interposing). I will show you what I have in mind 
as to how it mi^ht affect Des Moines. Suppose there was a jobbing 
house in Des Moines that wanted new business in the territory around 
Des Moines. Of course, the Santa Fe road does not affect Des Moines 
because the Santa Fe does not run through there, but owing to the 
Santa Fe road making this rate, the other road makes the same rate 
to Kansas City. 

Mr. Wilson. Yes, sir. 

Mr. Decker. Then can not the jobbing house in Kansas City com- 
pete with the Des Moines jobbing house? 

Mr. Wilson. Yes; and it does, in a measure. 

Mr. Decker. Are you not then giving Kansas City an unnatural 
advantage over Des Moines and one that is not due to geographical 
position ? 

Mr. Wilson. Jfo. Kansas City is only reaping the benefit of its 
natural advantage by reason of the fact that it has a shorter line 
there that is able to make a lower rate. 

Mr. Decker. If the jobbing house at Des Moines buys goods in 
Chicago and ships them, to Des Moines, it can go out and sell those 
goods cheaper in that neighborhood than the Kansas City jobbing 
house could do, after paving the freight from Chicago to Kansas 
City, and then shipping them back, if the Kansas City house did not 
get a cheaper rate than the Des Moines house got. 

Mr. Wilson. They can do that any way. 

Mr. Decker. They could not make as much money, could they, 
because if thev paid the freight at that rate from Chicago to Kansas 
City 

Mr. Wilson (interposing). It has got to pay the freight rates to 
get back to Des Moines territory, in addition. 

Mr. Decker. Yes : and it is bound to make on that because the Santa 
Fe has cheapened the rate and the Kansas City house gets the bene- 
fit of that. If they both paid so much a mile for freight and the 
Kansas City house had to ship that much further, it would have 
a hard time competing with the Des Moines jobbing house. 

Mr. Wilson. It could not do it except at points where the rates 
were the same. 
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Mr. Deckeb. Is not that giving them an advantage which is not a 
geographical advanta^? 

Mr. Wilson. It is giving them an advantage which their location 
entitles them to, or because of the medimn of transportation which 
they have. Just as the point located on the water is entitled to the 
benefits flowing from its geographical location, like the routes from 
Buffalo to Toledo via the water. You can not deprive Buffalo and 
Toledo of the advantage of the water transportation, regardless of 
the rates you may make by the rail lines, and if you do not allow the 
rail lines to meet that competition you are denying the rail lines 
the ri^ht to participate in the traffic ; you are not creatmg a new condi- 
tion either at Buffalo or Toledo. 

Mr. EscH. Would not Des Moines have through-rail connections, 
which would counterbalance any effect which might occur by reason 
of the Kansas City competition? Is not this competitive traf^c of 
cities practically counterbalanced throughout the United States? 

Mr. Wilson. In a very large measure. Of course, we were only 
using Des Moines as an illustration. 

Mr. EscH. Let me ask you this question: You have named six 
roads between Chicago and Kansas City, with the Santa Fe as the 
short line and the Chicago Great Western as the long line. If the 
long-and-short-haul clause is made absolute, the short line gets the 
traffic; is that right? 

Mr. Wilson. That is to the distant point. 

Mr. EscH. If that be true, what effect would it have on the Santa 
Fe rates and the congested traffic? 

Mr. Wilson. It would result in more highly congested traffic on 
that open route. 

Mr. EscH. Suppose another route did charge a greater amount for 
the Kansas City traffic. It would not get the traffic if it charged it ? 

Mr. Wilson. Under normal conditions; no, sir. 

Mr. EscH. That would affect its financial standing? 

Mr. Wilson. It might. 

Mr. EscH. So those are factors that have to be taken into consid- 
eration with reference to the long-and-short-haul clause? 

Mr. Wilson. Yes, sir. 

Mr. EscH. That is true all over the United States? 

Mr. Wilson. We have that situation in our grain-products traffic 
from Toledo to New York. The shipping rate on grain products from 
Toledo via the New York Central and a number of other lines is 
12J cents. Via the Michigan Central from Toledo to New York, it is 
13| cents. Under normal conditions, the Michigan Central does not 
participate in the traffic to any great extent, and gets substantially 
none of it. It is onlv under the abnormal conditions that exist to-day 
that the Michigan Central gets any of that traffic because the other 
lines are congested or embargoed. 

The Chair3ian. Is it not real economy for the Santa Fe to build 
another track, or sufficient tracks for the shortest line to do the busi- 
ness, instead of building another road? 

Mr. Wilson. As an initial proposition, perhaps that is so, but not 
under the transportation conditions as they exist to-day. To do that 
it would require the double tracking of substantially every line in 
the United States to-day. 
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The Chairman. Would not that be cheaper than building entirely 
!i«w roads? 

Mr. Wilson. It mirfit be, but you have these roads established to- 
day, Mr. Chairman. The routes are there, and there is no harm done 
if tne long route is permitted to meet the rate of the shorter route. 

The Chairman. This whole trouble grows out of the fact that 
there have been uneconomic and ill-advised investments in railroads. 

Mr. Wilson. Unquestionably. 

The Chairman. Are vou going to keep that up forever? 

Mr. Wilson. No; I think we have reached a point where we are 
getting away from that now. But I do not believe that this pro- 
posed legislation would have any good effect on or improve that 
condition. 

The Chairman. It might not. I am talking about an ideal situ- 
ation. Is it not better not to build any more roads where they are 
not needed, but double track the roads that are built and are now 
ready ? 

Mr. Snook. Would that not favor one section of the country at 
the expense of another section ? 

Mr. WHiSON. I do not think that would affect it. Througji traffic 
does not help or affect the development of the intermediate territory. 

Mr. Snook. It affects the development of the country to build a 
railroad. 

Mr. Wilson. Not the development of a local territory, except very 
incidentally. The fact that you may handle a very intense tonnage 
from the Missouri River over one line to the Pacific coast does not 
have anything to do with the development of the local territory. 

Mr. Snook. You did not understand the point I am trying to 
make. I understood the chairman to say that the economical way 
would be to have the railroads always' between the two shortest 
points. 

The Chairman. No; I said have your through business done over 
the short line. 

Mr. Snook. But if jou did that it would only favor one section of 
the country, that section of the country through which the railroads 
would go, would it not? 

Mr. Wilson. As I understood, the chairman was referring to the 
through traffic. 

Mr. Snook. I am talking about the country. 

Mr. Wilson. Of course, every time you handle a trainload of 
freight you are presented with a new problem, because it may be in 
a different locality, or from a different point of origin, or going to a 
different point of destination, or be for different uses. I do not 
believe that the fact that traffic should be confined always to the short 
line because it is always through traffic from its point of origin to 
its point of destination would affect one way or the other the develop- 
ment of the country. 

Mr. Snook. But if you build two roads, one through the short- 
line territory and the other being a long line, both or which have 
developed the country, will you not use the long line as well as the 
short line ? 

Mr. WiiiSON. For its business, of course, and for the benefit of 
the particular road as well as for the benefit of the commerce itself. 



Digitized by VjOOQIC 



LONG-AND-SHORT HAUL ON RAILROADS. 217 

YOU should utilize both. It is a fallacy to assume that you can con- 
fine your traffic always to the short line. 

Mr. Snook. We have heard a good deal about the different sections 
of the country, and the different sections of the country would be 
affected by this law. What effect would it have upon the country 
generally and upon the people of the country as a whole, without 
reference to any particular section ? 

Mr. W1L8ON. 1 think it would be very serious. I think the effect 
would be verv serious and very disastrous. 

Mr. Snook. Why? 

Mr. Wilson. Because, carried out to its logical effect, an absolute 
long-and-short haul section of the act will restrict the movement of 
traffic to the short line. That interferes with the prompt movement 
of commerce, and when you interfere with that you interfere with the 
development of the country. 

Mr. Snook. Wliat effect would it ultimately have on the rate? 

Mr. Wilson. The average rate would be materially increased. 

Mr. Snook. That would be disastrous on the country, would it not? 

Mr. Wilson. In some respects; yes, sir. 

The Chairman. In other words, the more unnecessary capital we 
have and the longer the lines, the cheaper the rates; the more capital 
invested, the more motive power, the more trackage to keep up, the 
cheaper the rate? 

Mr. Wiuson. Xo; I do not think that, because I do not assume that 
we have nujch unnecessary^ investment in railroads. 

The Chairman. If we want to encourage circuitous routes and the 
building of railroads where they would not pay without having this 
abnormal, unnatural business, I should say your plan would lead to 
much Jiigher rates. Do you think we should encourage the uneco- 
nomical building of railroads as they have heretofore been built? 

Mr. Wilson. I think not ; no, sir. 

The Chairman. I am not talking about the provisions of the bill, 
but about a general policy. 

Mr. Wilson. I agree with you that that should not be encouraged 
as a general policy. 

The Chairman. It looks to me like an uneconomic way of develop- 
ing the whole country for the future, to go on doing as has been done. 

Mr. Wilson. That seems to deal with the question of the initial 
installation of railroads. 

The Chairman. There is a lot of it yet to do. 

Mr. Wilson. Yes; but it will not be for some time. Here is the 
point we ought not to overlook. 

The Chairman. The ablest railroad men of the country have made 
statements before this committee time and again that they need as 
high as $1 •250,000,000 invested in new construction each year for the 
next 15 years — that is, that amount annually — and that does not mean 
all new construction, but double tracking what they have and in- 
creasing their facilities. Are we going to adopt a policy to prevent 
that development? 

Mr. Wilson. No. The purpose of that development is either to 
reduce the cost of operation, so that they can continue transporting 
goods at the present rate, or in order to enable them not to have to 
increase their rates to such an enormous extent. 
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The Chairman. The railroad representatives said here that we 
have reached a period of suspended development and that without 
something new in the railroad situation in the way of legislation 
they can not serve the needs of the country further. 

Mr. Wilson. I know that has been said. It was started 10 years 
ago. 

The Chairman. Thej^ virtually want to wipe out all interference by 
States, by State comniissions, and have Federal charters for every- 
thing, and Federal control for everything, as near as possible, and a 
thousand and one things that look to me to be impossible to get. 

They have reached a static condition. In other words there were 
less than a thousand miles of road built in the United States in one 
year. This country can not get along on that sort of thing, and if 
the roads like the iSanta Fe can not be encouraged to do as much busi- 
ness as possible, to increase the investment in capital, the amount of 
maintenance, and everything of that sort, I do not know when we are 
going to get the $1,000,000,000 to put into the roads every year during 
the next 15 years. 

Mr. Wilson. Our transportation troubles are not due to railroads 
like the Santa Fe, and it is not roads like the Santa Fe that need this 
encouragement for development. Our trouble is due to the results 
which come from the unwise policy of building railroads. The wisely 
built and well-operated railroads are carrying the burden for the 
other roads. There are a good many miles of railroad in this coun- 
try that might be torn up and scrapped and taken somewhere where 
they can be used. 

Perhaps before we get through we will do some of that. Some- 
times we feel like it. 

Mr. EscH. There were about 350 miles scrapped last year, but you 
w:ould not advocate, with the roads located as they now are, that 
they should be torn up and the communities along those lines be left 
without facilities? It is a condition we have got to meet and not 
what we theoretically would like to have. The roads are here, and 
they ought to live, because they serve communities. 

Mr. Wilson. A road that is frequently referred to as a circuitous 
route with respect to some classes of traffic frequently l)ecomes a short 
route with respect to other classes of traffic, and there are few routes 
throughout the country that in some instances are not short lines 
between some given points. There is not any one line which you can 
point to and say this is a long line between all points, and therefore 
it has no right to exist, because it was improperly laid out. That 
line may be a short line between some other two points, and that may 
be a line that in such instances controls the rates, and it might have 
to depend for a large part of its support from the competitive traffic, 
and the rates on it would be fixed practically by other lines if they 
had to operate under an absolute long-and-sliort-haul clause, and if 
it became necessary to operate under such a clause, that road might 
be very seriously harmed. 

Mr. Shaughnessy. I would like to have you detail the Great Lakes 
rate situation. You live on the Great Lakes? 

Mr. Wilson. I think Mr. Barlow knows the Great Lakes situation 
much better than I do. He has been more intimately connected with 
it than I have. My knowledge of the Great Lakes rate situation is 
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only incidental to my location at Toledo at the present time, and up 
to three years ago for a number of years at Kansas City, in connection 
with Lake routes via Chicago and other Lake ports. 

The Chairman. Whom will you have the committee hear next, 
Mr. Barlow ? 

Mr. Barlow* I would like the committee now to hear Mr. Morgan, 
of Houston, Tex. 

STATEMENT OF HE. J. A. UOBOAN, OF HOTTSTOIT, TEX./ BEFBE- 
SEiraiNa THE HOTTSTOir (TEXAS) CHAHBEB OF COUMEBC£i. 

Mr. Morgan. Mr. Chairman, my name is J. A. Morgan. I live at 
Houston, Tex. I represent the Houston Chamber of Commerce. 

I wish to say that we at Houston have spent a part of the Govern- . 
ment's money and part of our own — ^something like $6,000,000, I 
believe — about fifty-fifty, in the last three or four years ibo develop 
our commerce and create what we hope to be a competitive situation 
that would give us advantage acquired through enterprise and thrift 
of our citizens, viz, a 25-f oot-deep channel from Houston to the Gulf. 

Right here I want to say that I think practically all towns are built 
through enterprise and thrift of its citizens. There are lots of towns 
that have three or four or five railroads of which the population is 
anlv two or three thousand, and perhaps if there was enterprise and 
thrift they would build larger towns. 

There is another thing which Mr. Shaughnessy called attention to 
yesterday — that the inland parts of the West, or the mountainous 
region, would be built up faster by having this long-and-short-haul 
clause abolished and a hard and fast fourth section rigidly applied. 
We have not found his contention to be the case in Texas. We have 
four important coast cities — Houston, Galveston, Beaumont, and 
Orange. They have been in existence, I guess, some of them, since 
20 or 30 years before the Civil War. We find that Fort Worth and 
Dallas, inland towns, which have not as low freight rates as we have 
from seaboard territory, and never had, have thrived and have 
become important cities, and they are within 30 or 40 miles of each 
other, in the central part of the State; and we feel if the advantages 
that Houston, Galveston, Beaumont, and Orange have had in freight 
rates, if that was the prime factor in city building, Houston should 
bave a million people as compared with Dallas and Fort Worth, but 
it does not seem to have worked out that way. I think the thrift and 
enterprise of the people of Dallas and Fort Worth made their cities. 
It was because they had a good location, and not because they had 
higher freight rates than the coast cities. , 

>ow, in regard to the matter of circuitous routes, perhaps Hous- 
ton has five or six different lines of railroads to Dallas and Fort 
Worth. Probably only one of them is the short line. We use all 
of these railroads to transport freight to and from Dallas and Fort 
Worth. If the long lines were required to reduce intermediate 
rates to meet short line competition and if these reductions seriously 
affected their intermediate revenue, the long or out of route lines 
would very likely go out of the Fort Worth-Dallas trade, thus leav- 
ing Houston to the mercy of the short line. In the furnishing of 
equipment and prompt handling of freight to those places, we would 
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be left in a very serious condition. Heaven knows its hard enough 
now to get equipment to load during busy times with five or six 
roads to draw from. If we were placed at the mercy of only one 
line where we now have six, commerce would seriously suffer, and 
products spoil awaiting transportation. We want as many roads as 
it is possible to secure to reach competitive markets. It not only 
stimulates trade but insures prompt transportation service. 

This is the main effect as I see it, that this bill would have upon 
our particular territory. Furthermore, I am sure that with the same 
enterprise, the same thrift, the same ratio of money and the same 
energy put into boat lines that are now put into rail lines, the boats 
would put as many railroads out of business if this bill became a 
law as it is here claimed that boats are put out of business now by 
rail lines, especially the north and south rail lines. 

From New York to New Orleans, where there are so many dif- 
ferent ports to be touched, if the boat lines should make rates non- 
compensatory to rail lines between those points and this bill became 
a law requiring the railroads to pull their intermediate rates down 
to meet the boat-port rates along the Atlantic coast, the railroads 
would soon be in the position it is claimed the boats are now in, viz, 
bankrupt and out of business. 

I have lived on the Mississippi River at Arkansas City, Mem- 
phis, Greenville, and St. Louis, and I do not a^ee that railroads 
have put boats out of service on the Mississippi River. In my opin- 
ion, the reason why the boat lines are out of business is because they 
did not have sufficient enterprise or money behind them and failed 
to keep pace in progress in competition with the raih^oads. 

The boat lines should have asked Congress for an amendment to 
the acts to regulate commerce requiring railroads to give physical 
connection with wharves at all important landings such as St. 
Louis, Cape (lirardeau, Cairo, Memphis, Helena, Arkansas City, 
Natchez, Vicksburg, and New Orleans, so that cars coming from in- 
dustries located in these cities, or from interior points^ could move 
direct from point of origin to the boats. If that was done^ inniy 
opinion, boats would now be actively in competition with rail lines 
up and down the Mississippi River. 

No one is going to ship carloads of freight from interior points 
by rail to river cities and dray it by wagon from the railroad yards 
to boats, I do not care if the freight rate is less. They would rather 
pay a higher freight rate and ship it by rail under those condi- 
tions. During the days when the operation of boats on the Missis- 
sippi River was at its height of prosperity and had reached its maxi- 
mum of efficiency, the operation primarily was for the comforts and 
convenience of passengers and the handling of freight was a sec- 
ondary matter. We move between New York, Philadelphia, Hous- 
ton, and Galveston about 700,000 tons of freight southbound annu- 
ally via w^ater. We have actual active rail competition. This freight 
moves via water because there is efficient service, direct rail connec- 
tions, and a steamship organization handling the boats on business 
principles, the same as railroads handle their business. There are 
about five boats per week in this service, and we could handle twice 
that number if uie boats were available. Because the Govemment 
has found it necessary to take over our boats during the war period. 
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is it proper to fasten a burden on our coast cities? By making this 
proposed amendment a law, the railroads knowing boats are not 
available will immediately advance coast and river city rates to 
the level of the intermediate, thus depriving the river and coast cities 
of their natural advantages during the war period at least. The 
intermountain country have gotten relief. There is not any condi- 
tions existing now that hurts them. With this relief they are coming 
here and asking that the entire country be penalized because some- 
time in the future they fear present conditions may be changed by 
the Interstate Commerce Commission. We ask this committee not 
to do this because they have their relief, and the passage of this 
amendment will not change present intermountain conditions. We 
know what will happen, with the shortage of boats, if this bill 
passes. If that occurs, the rates will go up to the level of the inter- 
mediate and we can not help ourselves, as we can not secure additional 
boats. 

The Chairman. Suppose it should pass. When the Government 
ceases to control the railroads, what will happen ? 

Mr. Morgan. I think we ought, to take that question up when we 
come to it. 

The Chairman (interposing). You do not believe in potential 
competition ; you believe in actual things? 

Mr. Morgan. We believe in potentialities where there is a necessity 
for giving potential competition consideration. We can not see that 
that is the reason for passii^ this bill now and letting it go into ef- 
fect after the war closes. If the Interstate Commerce Commission 
should unduly impose on the intermountain coimtry when water com- 
petition is resumed we will help them out at our expense. 

Mr. Shaughnessy sent out some propaganda over the country and 
I received scHne of it. I received a telegram from him in which he 
intimated that his bill would cure all the transportation evils, includ- 
ing those in the Shreveport case, and he referred to the Shreveport 
case in his letter. Perhaps some of the boys in Texas read between 
the lines and thought this bill might cure these objections, and tele- 
graphed him to support the measure for them. Mr. Shaughnessy 
refers to the Shreveport conditions in his testimony before the Senate 
committee. Of course, the Shreveport condition is different from 
practically anything in the United States. All South lines from the 
Xorth stop at Shreveport, and all East lines from the West stop at 
Shreveport. There are no lines running from the North to Texas 
through Shreveport, and there are no lines from the West running 
through Texas that go beyond Shreveport. If a different Condition 
existed we could take care of the Shreveport controversy. We lost 
our fight in the Shreveport case, and I am not blaming the com- 
mission. 

TTiis bill proposes to become effective 60 days after passage. In my 
opinion it would take more than a year for railroads to properly 
adjust their tariffs after its passage. We think that there should be 
a happy medium; that is, the rail lines should be allowed to stay 
in this competitive business and the boat lines to stay in it, and that 
there should be a happy medium created and continued, so that no 
monopoly should exist either way. If you take away the competitive 
features of it, monopoly is bound to exist. I do not care whether it 
is a boat line or a rail line. 
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I believe the Interstate Commerce Commission should be empow- 
ered to make a rate. If the Interstate Commerce Commission was 
given the authority to name a rate, practically all the evils of im- 
portance in connection with this proposition would be cured* 

The Chairman. Give them the power to make minimum and maxi- 
mum rates and make all other adjustments? 

Mr. Morgan. Yes, sir. I want to say a word in regard to the 
matter of terminal service. In the Shreveport case the Southern 
Pacific Co. represented all the Texas lines, and through their expert 
statistician, Mr. Berry, made one of the most elaboi-ate expositions of 
the cost of terminal service that I have ever seen. 

Mr. Morgan. Mr. Chairman, I think Mr. Spence, who is here, 
could procure a copy of this exhibit quicker than I. 

Mr. Spence. I would be glad to send you a copy, Mr. Chairman. 

Mr. Morgan. Then Mr. Spence will furnish this. 

This terminal exhibit took in everything, even including pei*sonal 
injuries, and the Interstate Commerce Commission took into con- 
sideration the proportion of the yard cost and put up the initial 
class rates sumciently high to compensate the carriers for this 
service. 

The Chairman. The rates were increased on the movement of 
traffic to pay for terminal service. 

Mr. Morgan. The first-class rate was increased from 13 to 23 
cents for initial movement. 

The last thing I want to call attention to is this. Most States tliat 
have 'anything to do with the making of rates do themselves depart 
from the fourth section. You would have a very peculiar condition 
arising if you passed this bill denying to the Interstate Commerce 
Commission that authority that the States would have. 

Take it, for instance, in Texas. Suppose the Texas commission — 
and the chairman of our commission is here, Mr. Mayfield — he has 
authority to make a rate at the longer point lower than the inter- 
mediate rate. Suppose that authority still existed in Texas after 
this law had been enacted, what would be the effect? Interstate 
freight would be consigned to warehouses in Texas and distributed 
from these warehouses under intrastate rates, rules and regulations. 
I believe the Texas Commission and every other State commission 
would continue to allow the railroads to meet these short-line com- 
petitive conditions — this is my personal opinion — I do not believe 
the Texas Commisison would make a one-line town out of Houston 
to Dallas when we now have five lines running into that point; with 
present congested conditions of traffic and shortage of cars. 

It is hard to get cars now, with five lines running to Dallas, and 
if we reduced it to one line we would be ruined. 

There is another thing I want to call attention to: We have a 
warehouse in Houston, recently completed, which covers 6 acres of 
ground. It is built of solid concrete, and the city owns it. Our 
citizens were taxed to build it, and it was built purposely so that 
any merchant in the State of Texas could consign nis ireight to this 
warehouse either by water or by rail and store it there ana dispatch 
it throughout the State at the low water rates he could secure, and 
that was the purpose of building those warehouses. We have the 
same conditions at Galveston. 
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The Chairman. The municipality owns the warehouses? 

Mr. ifoRGAN. The municipality owns the warehouses, and all of 
those things would be disrupted so far as we are concerned if this 
bill were passed. I have no fault to find with the intermountain 
situation except this, that their troubles have been cured, and as long 
as they have been cured why penalize the entire United States be- 
cause of a condition they are afraid might happen some time in the 
future. 

Mr. Shaughnesst. The Interstate Commerce Commission givea 
notice that it will happen in the future. 

Mr. Morgan. ^Vhen that happens I will come up here and help 
you fight it. 

Mr. SHAroHNESSY. I^would like to ask you, Mr. Morgan, if you 
indorse the position taken by the Interstate Commerce Commission 
in the southeastern cases, which I have read to the other witnesses, 
with regard to the discriminatory rates applied along the Mississippi 
River, which is their justification for the short-haul rates they ap» 
plied at Shreveport, and which have caused the troubles you have 
had. 

Mr. Morgan. The commission said in the Dallas soap complaint, in 
which Dallas complained of lower rates from Kansas City to Shreve- 
port than from Kansas City to Dallas than the Kansas City Southern 
was the short line between Kansas City and Shreveport and the 
M., K. & T. had a right to meet this short-line competition without 
reducing the Dallas rate. 

Mr. Shaughnessy. How is it coming down along the river from 
St. Louis? 

Mr. Morgan. The V. S. & P. Railway east and west and the K. C. S. 
north and south makes the rates into Shreveport that the other lines 
have to follow in order to get the business. 

Mr. Shaughnessy. It has resulted in the long-and-short haul dis- 
crimination at Shreveport and Vicksburg on the Mississippi River? 

Mr. Morgan. Yes, sir. 

Mr. Shaughnessy. If this bill passes and the railroad carrier 
should not make a lower charge at Vicksburg than at intermediate 
]>oints all along there, but would grant or equalize the low rates 
granted to Shreveport, it would put the Shreveport rate on an 
equality with the Dallas rate for the same distance. 

Mr. Morgan. I think they ought to be allowed to make a lower 
rate to Vicksburg. 

Mr. Shaughnessy. Then you indorse the reasoning of the com- 
mission ? 

Mr. Morgan. I accept the decision as it has been given. If you 
had as much water in your State as there is in Texas you would not 
be here fathering this oill. 

^Ir. Shaughnessy. This is what they say in their opinion : 

Water competition is to be regarded as potential but not actual, and the 
testimony In this case indicates that any material advance in the rates from 
New York to Memphis would without doubt result in the reestablishment of 
active competition on the Mississippi River. 

Now, you will see that there is no water competition and that it 
has only been something to talk about. 

The Chairman. Gentlemen, this is merely a controversy between 
witnesses, and I do not think it leads to any good. 
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Mr. Barlow. Whom do you desire the committee to hear next ? 
Mr. Barlow. Mr. Chairman, we have only one other witness this 
afternoon, Mr. Davant, of Memphis, Tenn. 

STATEMENT OF 7AHES S. DAVAin:, OF MEMPHIS, TENN., EEPEE- 
SENTINO THE MEMPHIS MERCHANTS' EXCHANGE AND THE 
MEMPHIS FEEIOHT BTJEEATT, OF MEMPHIS, TENN. 

Mr. Davant. I have not come with any prepared statement, but 
wish to say that the city of Memphis is very much concerned about 
the proposed legislation and believe it will be detrimental to the 
interests of that city and numerous other cities located on the 
waterways. 

I have been instructed to appeal to your committee for^relief from 
agitation of this sort at a time when all are greatly absorbed in the 
more serious and more important matters affecting the welfare of 
our country in the war with Germany. We feel that the very best 
and united efforts of all are needed in those matters and that they 
should not be diverted by the agitation of a question such as is in- 
volved in this bill. 

We call your attention to the fact that the class rates in the South- 
east have been the subject of investigation and adjustment by the 
carriers and the Interstate Commerce Commission for three or four 
years past, which resulted in the publication of rates which became 
effective January 1, 1916, and that the commodity rates have been 
and are still under investigation with a view to an adjustment under 
the fourth section of the act for such relief as the commission finds 
proper and right to give under the circumstances at the various 
points. 

Under the treatment of those rates the commission was, we think, 
very exacting in their requirements of the carriers, refusing relief 
where they felt it should not be granted and granting it where the 
circumstances and conditions justified. Under that adjustment the 
lines to the seaboard and Mississippi River crossings and a number of 
other points, including Montgomery, Ala., Macon, Ga., and Augusta, 
Ga., which are interior points but located on navigable streams and 
affected by water competition, were allowed certain relief. 

We believe it would be disastrous to the country at large to have 
that question reopened and those matters brougnt up again in a 
form which would result from the passage of this bill, and we sin- 
cerely and earnestly ask that we may be spared from that experience. 

Further, as to the effect of the passage of this bill, we believe it 
would result in the advance of the terminal rates, and that not only 
these terminal points but the country adjacent thereto, which is 
largely benefited by the rates, would suffer. 

Much has been said in this connection about the Memphis rates. 
The present rates are much higher than they were at one time; the 
rate on cotton from Memphis to New Orleans was possibly one-half 
of the present rate ; the rate is now 27 cents per 100 pounds on cotton, 
Memphis to New Orleans, for depot delivery, and 80 cents per 100 
pounds for ship-side delivery. These rates are as high, in the judg- 
ment of those who are competent to judge, as they may be in view of 
the possibility of river competition. I am spealang irom the stand- 
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point of the carriers, and, of course, Memphis cotton dealers feel 
that they are as high as they should be under the conditions that exist 
at Memphis. By reason of these rates on cotton from Memphis to the 
Gulf, the seaboard, and spinning points, cotton is sold at a higher 
price than it would otherwise bring, and the interior points are 
protected by through rates and reconsigning privileges. Indeed, 
Memphis has found it necessary to invoke the same reconsigning 
arrangements to put itself on an equality with the interior shippers. 
The Memphis interests are now appealing to the Interstate Com- 
merce Conamisaion for equality in rates on cotton with points of 
origin in Arkansas, and reconsigned to points of consumption. 

The statement made as to the effect of this bill upon circuitous 
routes is, in my judgment, correct, and makes the measure essentially 
objectionable. As explained, it confines the shipper to the short line 
and makes it impossible to utilize the various circuitous routes, 
which, under present conditions, work to the short-line rates, as these 
circuitous routes would decline to reduce their intermediate rates in 
order to enjoy the privilege of meeting the short-line rates at ter- 
minal points. We have between Memphis and the Ohio Eiver and 
upper Mississippi Eiver points numerous situations of this sort, and 
it would be exceedingly detrimental to the shipping interests, as well 
as the carriers, to have the long lines eliminated. The same situation 
is true in reference to the Southeast and Southwest. I think, upon 
casual observation, the force of this objection will be recognized and 
that it is most undesirable to establish a rule which would bring 
about such conditions. 

Reference has been made to the rates from the East to Memphis 
and the Interstate Commerce Commission's findings in reference 
thereto. We feel that the commission's findings in that case were 
justified by the facts as they existed, and that the commission was 
right in stating that if the rates were substantially advanced it would 
have created a movement by water, which would have been detri- 
mental to the carriers. 

At the present time combinations on the Ohio and upper Missis- 
sippi River crossings are possible, which cut the rates from eastern 
points to Memphis on several important commodities, and some move- 
ment has been created by the advance of January 1, 1916, referred to 
above. 

We have active lines of boats operating between Memphis and St. 
Louis and between Memphis and Ohio Kiver points at the proper 
stages of the rivers. We have also a large movement of tonnage be- 
tween St. Louis and Mempliis by barge, and these can not be ignored 
in the consideration of rates by the rail carriers. Wliat we say of 
Memphis in this respect is true of all Mississippi River points, and we 
believe that the requirements under this bill will be disastrous in a 
great many instances. 

That is all I can think of on the subject at this moment, Mr. Chair- 
man. 

Mr. Barlow. You say the rate on cotton from Memphis to Xew 
Orleans is now one-half of what it used to be ? 

Mr. Davant. No ; I say it is twice as much as it used to be. 

Mr. Barlow. Are there any boat lines between Memphis and New 
Orleans? 

00653—18 15 
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Mr. Davant. No ; there are no boat lines. 

Mr. Barlow. There is deep water all the way? 

Mr. Davant. Yes. 

Mr. Barlow. With the doubling of the rates, have the boats re- 
turned to the service? 

Mr. Davant. Not as yet; no, sir. 

The Chairman. You say the rate is 27 cents a hundred for cotton 
to New Orleans? 

Mr. Davant. Yes. 

The Chairman. What is the all-rail rate from Memphis to New 
York? 

Mr. Davant. Fifty-four and one-tenth cents. 

The Chairman. That is by all rail? 

Mr. Davant. All rail. 

The Chairman. What is the rate by the all-water route? 

Mr. Davant. There is no movement ly water. 

The Chairman. You can ship from Memphis to New Orleans by- 
water, can you not? 

Mr. Sanders. It would be the same; it is made on the same combi- 
nation. 

The Chairman. I understood there was no movement by water. 

Mr. Davant. No ; there has not been for some time. 

The Chairman. How is the all-rail rate made? 

Mr. Sanders. It is the rail rate to New Orleans and the water rate 
from New York. The rail rate is 24 cents and the water rate is 35 
cents, making a 59-cent rate. 

The Chairman. What is the rail rate from Memphis to New Or- 
leans — 27 cents? ' 

Mr. Davant. Twenty-seven cents, depot delivery; 30 cents, ship- 
side delivery. 

The Chairman. AMiat is the rate on cotton from Jackson, Tenn., 
to New Orleans? 

Mr. Davant. I do not recall. It is higher than the rate from 
Memphis. 

The Chairman. Both of them are by rail ? 

Mr. Davant. Yes. 

The Chairman. Then the railroads are actually making the rate 
with reference to the possibility of water competition rather than 
existing water competition? 

Mr. Davant. I understand it is based upon potential water com- 
petition. 

The Chairman. That means possible water competition? 

Mr. Davant. I understand so. Furthermore, the New Orleans 
rate is related to the rates to the South Atlantic ports and to the 
eastern points, and they are also related to the rates applying from 
St. Louis and East St. Louis. They are all adjusted in line with each 
other. 

Mr. Sanders. The effect of the operation of inland navigation on 
the self-propelled barges would be interesting. 

Mr. Davant. They operate occasionally ; there is no steady, regular 
movement. 

The Chairman. What railroad do you have in mind from Mem- 
phis east and west or in any other direction that would cease to do 
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Memphis business if they were not allowed to charge more for a 
longer than a shorter haiil over their own lines? 

Mr. Davant. All of them. 

The. Chaikman. Do thev all do that? 

Mr. Davant. If I understand your question, it is what roads 
would cease if they were required 

The Chairman (interposing). Cease to take Memphis freight to 
and from certain points. 

Mr. Davant. I am sure the Missouri Pacific would decline to 
operate to New Orleans if they had to apply the terminal rate at 
intermediate points 

The Chairman (interposing). Does that line run from Memphis 
to New Orleans? 

Mr. Davant. Yes; on the west side of the river. 

The Chairman. It is practically a straight line, is it not? 

Mr. Davant. Well, it is somewhat longer than the short line; con- 
siderably longer. 

The Chairman. What is the short line? Is that the Illinois 
Central? 

Mr. Davant. Yes; the Illinois Central. 

The Chairman. That is the short line from New Orleans to 
Memphis ? 

Mr. Davant. Yes, sir. 

The Chairman. ^Vliat is the distance? 

Mr. Davant. Three hundred and ninety-five miles. 

The Chairman. What is the distance on the Missouri Pacific? 

Mr. Davant. I do not recall the distance exactly, but I suppose it 
is nearly 500 miles. The Valley is 455 miles, and the Missouri Pacific 
is longer than that. 

The Chairman. I thought you said it was 895. 

Mr. Davant. That is the Illinois Central mileage. 

The Chairman. Does the Missouri Pacific anywhere on its line 
between Memphis and New Orleans charge the interior points more 
than the rate from Memphis to New Orleans over the same line? 

Mr. Davant. Oh, yes, that is true; and thej will continue to do 
it, I am quite sure, or abandon any expectation of doing business 
with New Orleans. 

The Chairman. As to Memphis? 

Mr. Davant. Yes. 

The Chairman. You think they would give up their charge on the 
intermediate points rather than bring down the New Orleans rate 
from Memphis to New Orleans; would that result in an increase 
on the freight rate from Memphis to New Orleans? 

Mr. Davant. It would increase the rate over that line. 

The Chairman. Suppose that line went out of the business and 
the other lines remained? 

Mr. Davan.t. It would not as long as the other lines held to the 
rate. 

The Chairman. Does not the river have anv effect on either of 
them? 

Mr. Davant. The river will cut a figure when all the lines with- 
draw or advance their rates. 

The Chairman. If there is potential competition in the rivcw' 
where there is none actually existing, and that makes the rate what 
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it is, what diiference would it make if there is only one railroad doing 
Memphis business? Yould it not have to carry it at the same rate? 

Mr. Davant. The rate would remain the same, of course. But 
the handling might be restricted to one line and that line be iinable 
to furnish satisfactory service. 

The Chairman. Then it would not result in increasing the Mem- 
phis rate to New Orleans if one road should cease to take Xew Or- 
leans business? 

Mr. Davant, No, sir; it would not. 

Mr. McCarthy. Mr. Chairman, I want to say I concur in the opin- 
ion expressed by Mr. Wilson and Mr. Morgan that where several 
lines serve common points, if the direct line were to reduce its rate, 
or if the more circuitous line were required to meet the rate of the 
more direct line without the violation of the fourth section, the cir- 
cuitous line would go out of business. 

Mr. Davant. If this bill should pass and the circuitous routes were 
required to observe the long-and-short-haul clause of the act they 
would in my judgment go out of business rather than reduce theiV 
intermediate rates. 

Mr. McCarthy. That is my understanding of j^our view. 

Mr. Davant. Yes, sir. 

Mr. McCarthy. I know that between New England points and 
Chicago and the Mississippi River for years there has been in ex- 
istance a voluntary arrangement among the carriers, what are known 
as the differential lines, all-rail lines and ocean and rail lines, that 
one of the lines would handle the business at a certain less figure than 
another, and yet all the roads are still in business. The same thing 
applies to the passenger business, and none of them has yet gone out 
of business. 

Mr. Davant. I do not understand that any of those lines operate 
with different rates between the same points by arrangement, unless 
it was river-rail or lake and rail, or something of that sort. If there 
were differentials between competing lines, it involved some question 
of that sort. 

Mr. McCarthy. Whatever the reasons might be for the lower rates^ 
as I understand your theory, it would have the effect of driving the 
indirect line out of business. 

Mr. Davant. It would, certainly, unless the direct line was inca- 
pacitated to handle the business. 

Mr. McCarthy. It has not had that effect in years. 

Mr. Davant. They have never had sucli a condition. 

Mr. McCarthy. Under the present law the indii-ect line is per- 
mitted to operate at the short-line points without prejudice to its 
intermediate business. Do you understand — take, for example, the 
ocean and rail lines operating through the north Atlantic ports* 
through the Gulf ports, and Kansas City to Colorado and on to 
Utah. The first-class rate via that route is 20 cents a hundix^d less 
than the rail rate, and I do not understand that the all-rail lines have 
gone out of the Utah business. 

Mr. Davant. I think I stated if there were differentials they prob- 
ably involved water hauls. 

Mr. McCarthy. But whatever the reasons for the differential may 
be, admitting it does exist, the fact remains that it did not have tlie 
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effect and never has had the effect of driving the higher rate lines 
out of business. Is that not true? 

Mr. Davant. I am not prepared to answer that question. I am 
not familiar with the Utah situation, but I would venture the state- 
ment, if the conditions were the same over the lines that were operat- 
ing different rates there would probably not be a movement over the 
line which held to the higher rate. 

Mr. McCarthy. We are dealing with facts. 

(Thereupon, at 5.30 o'clock p. m., the committee adjourned to meet 
Thursday, March 28, 1918, at 10.30 o'clock a. m.) 
i 

CoMMrrTEE ON Interstate and Foreign Com3Ierce, 

House of Representatives, 

Thursday, March 28, 1918. 
The committee met at 10.30 o'clock a. m., Hon. Thetus W. Sims 
(chairman) presiding. 

STATEMENT OF ME. FBANK T. BENTLEY, 208 SOUTH LA SALLE 
STEEET, CHICAGO, ILL. 

Mr. Bentley. My name is Frank T. Bentley, traffic manager of 
the Illinois Steel Co; the Minnesota Steel Co. of Duliith, Minn.: 
the Tniversal Portland Cement Co.; speaking also for the Tennessee 
Coal, Iron & Railway Co., of Birmmgham, Ala.; member of the 
Xational Industrial Traffic League, of the Chicago Association of 
Conunerce. and of the Illinois Manufacturers' Association. 

The Chairman. You appear in opposition to the bill, as I under- 
stand it? 

Mr. Bentlky. Yes. 

The Chairman. Mr. Bentley. you may proceed in your own way. 

Mr. Bentley. The Illinois Steel Co. is a heavy tonnage manufac- 
turing institution where volume of tonnage and the relationship and 
volume of rates on their business is a very important factor. Our 
tonnage will run in excess of 30,000,000 tons a year, or more than 
the entire amount that the Southern Pacific system handles. Con- 
nected with our institutions are steamship lines and also some stand- 
ard railroads, so that I have, perhaps, a view of all the different 
angles. 

.Vt the present time the transportation facilities of the Ignited 
States are short, in my estimation, to about 80 per cent of what is 
necessary to take care of the business of the country, with the result 
that every facility, every route, and every car that is obtainable is 
necessary to the continuation of our business. We are operating 
almost exclusively on United States or allied war business. We find 
that we have lost control of our business. We are at the mercy of 
circumstances. We are shipping British shell steel, for instance, 
from Duluth, Minn., to England, via Galveston and Xew Orleans. 
Our coal business is subject to pool distribution. We do not know 
where we are going to get or now we are going to get it until it 
arrives, and much of it comes by routes where there are even no 
rates in effect, but it has to be protected by the Government because 
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it is their diversion and not ours. We find the short lines are fre- 
quently and abiiost generally congested, driving us to the use of any 
line available, however long or circuitous it may be; and with that 
we have great difficulty in operating our mills through inability to 
get sufficient transportation. 

In the territory I represent, where we have probably the greatest 
amount of railroad transportation of any district in the world, we 
run into thousands and thousands of these cases of relief from the 
long-and-short-haul clause which, if rigidly enforced, would, in my 
judgment, stop our company from doing business. For instance, 
there are a number of lines that run from Chicago to St. Paul and 
Duluth, and to those points the longest line is the Iowa Central and 
M. & St. L. route ; next to it is the Rock Island. The Rock Island 
is a short line from St. Paul to Kansas Citv, but a long line from 
Chicago to St. Paul. We have to have fourth-section relief all 
through Iowa and southern Minnesota in order to handle the busi- 
ness of those terminals. The same is true of Chicago and St. Louis. 
We have even had to use routes as roundabout from Chicago to St. 
Louis as via Indianapolis, using the Pennsylvania system, on account 
of inability to secure cars or transportation from the direct lines. 
That involves hundreds of violations of the fourth section in and of 
itself. The same is true of the Missouri River points, and in almost 
every direction we run into these violations of the fourth section, and 
if we had to stick to the direct line and could not use these circuitous 
routes under present conditions, I do not see how we could operate 
at all. A sample of that occurred not long ago 

The Chairman. I do not want to interrupt you, but I do not under- 
stand that these are violations. You keep referring to them as vio- 
lations. You mean in spirit, but not according to the letter of the 
law ? 

Mr. Bentley. They are all protected by fourth-section permission 
orders from the Interstate Commerce Commission, or they are pend- 
ing before that body. 

The Chairman. Then they are not violations. 

Mr. BeniTtEy. They are departures. I did not mean to use that 
in an offensive sense. 

The Chairman. They would be violations if you had to do that 
after such a bill as this was enacted. 

Mr. Bentley. If we could not do it after the bill was a law, I do 
not see where we would get off. The South is in the same condition. 
For instance, take our export rates to the Gulf. To make competitive 
rates to Europe and other foreign countries the rates to the Gulf are 
lower than to intermediate territory. A sample of that condition 
came up very recently on a large amount of steel which we were 
called upon to move to the southeast Atlantic ports for export, and 
we found the lowest rates in effect from Chicago were via St. Louis 
down the west side of the Mississippi River to Memphis, and then 
east from Memphis to Charleston, Savannah, and Jacksonville, al- 
though the direct line would have been through Cincinnati. Under 
the present Government control those matters are being equalized. 
They are taking those shipments by the direct lines protecting the 
current tariff rates because the railroads themselves arc taking that 
action for their own benefit and for efficiency. 
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The Chaibman. I do not think you need have any^ fear that 
Congress will immediately nullify the act which we have just passed 
for the best and fullest use of railroads during the war. 

Mr. Bentlbt. It has been a question in mj mind where this act 
would lead and whether it would not lead mto a conflict of that 
kind. There never has been under any conditions I can recall in 
33 years of transportation experience, where it has been, even under 
the mileage scale which is supposed to be the dead line based on 
distance entirely, or can be observed. In the Central Freight Asso- 
ciation, which is a notorious instance of that, it is bas^ on the 
mileage scale, but they found there they had to make the rates 
equalized to the various junction points and then observe those rates 
to the intermediate territory until the mileage would make less. 
In those adjustments and in the entire adjustment between Chicago, 
the Mississippi River, and the Atlantic seaboard, for instance, they 
have worked out perhaps the most systematic, scientific basis of 
rates there is in this country. Those rates primarily are based on 
a terminal charge plus the road haul added to it. That is true of 
the rate from Chicago to New York, where 6 cents was allowed 
for the terminal charge before the road-haul rate was made, and in 
the recently decided case of the cement investigation, running from 
tie Alle^henies to the Rocky Mountains, the Interstate Commerce 
Commission set a basis of rates arbitrarily to various junction 
points, but with a basis of mileage to the intermediate points, and 
in that they used a basis of 2.8 cents per 100 pounds for the ter- 
minal. But there are variations from the long and short haul clause 
and must be as long as the railroads are located as they are. 

They are all a going thing to-day. If we had started out with a 
scientific proposition of making railroads run in certain parallel 
directions and crossing each other we might have worked out a flat 
mileage basis or a flat short-line proposition. 

I was somewhat interested in the discussion the other day of the 

Juestion of water versus rail. Perhaps, having had something to 
o with the location and creation of three industrial cities, I might 
add a word which might be of interest there. Our corporation has 
built the cities of Gary, Ind., Morgan Park, Minn., and Ojibwaj, 
in Canada. We have felt, as a commercial proposition, that m 
order to select an appropriate location there were certain factors 
which had to be brought together in corelation in order to make it 
a success. The first consideration is plenty of good water for the 
manufacturing institution; not necessarily for navigation, but for 
use in its work. You must select a point where certain raw mate- 
rials can be best centralized for operation of the plant. Then you 
have to have a market. You have to have a population to consume 
it^ You must have a population wliich can do the work, and you 
must have a territory surrounding that district that will raise enough 
food to take care of the people. Those are the primary considera- 
tions which surrounded the creation of those three cities. We 
utilize the Great Lakes as a water proposition for a great deal of 
ore and some stone and a little coal ; considerable coal in the North- 
west. We found on the Lakes, where there is no tide and the water 
is always the same level, that by the creation of expensive terminals 
with special handling machinery we can make large volumes of 
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tonnage of that kind pay. But my personal experience on water 
transportation, generally speaking, is that I can do better by rail 
than by water. That, I think, Mr. Chairman, is all I care to say. 

The Chairman. Do you mean by that you can make better rates 
per se by rail than by water ? 

Mr. Bentley. The trouble I find in attempting to use inland water- 
ways is the fact that the industries of this country are not located 
for it. Their plants are not on the water so that you can load direct 
to and from the boat. You must load on a car. switch it to some 
point, and then transfer it to a boat, and when you get to destination 
you have to unload it again, perhaps put it on a car or else dray it, 
and it is the terminal expense that eats up the water transportation. 
I have tried, for instance, from Chicago to New Orleans, to use water 
many times, and I have never been able to make a success of it. We 
do use the water from the Pittsburgh district down the Ohio River 
and Mississippi River on coal and some little steel, but not very niuclu 
for certain industries and lines which are so located that they can 
reach the water quickly and cheaply. Some of the mines in that dis- 
trict are capable of loading direct from their tipples onto a barge. 
But from Chicago I have never succeeded, to amount to anything, in 
utilizing water even up and down the Great Lakes. 

The Chairman. What you have said is exactly my own opinion 
and has been for a long time ; but there seems to be a policy prevailing 
throughout the United States, speaking generally, to develop watei-- 
ways for transportation of traffic, imd what has seemed to me to be 
an evil, or a tendency toward an evil, has been to create a potential 
water route or water competitive line, which would not. in fact, be 
used for transportation business at all, but would only be used to 
force the railroad companies to actually do the business, but to do it 
at less than a just and remunerative rate. Xow, has not some such 
thing as that actually taken place ? 

Mr. Bentley. There is no question but what water has had an 
influence on certain railroad rates. 

The Chairman. I mean not actual water transportation, but this 
so-called potential water competition. 

Mr. Bentley. That also has had some effect. For instance, take 
the Erie Canal, on which hundreds of millions of dollars have l>een 
spent. I have always felt that if the same amount of money had 
been invested in a first-class railroad from Buffalo to New York, 
operating 12 months in the year instead of perhaps 7 months, they 
would have, obtained real, live competition instead of a rather 
potential one. 

The Chairman. What I understand to be transportation is the 
actual movement of products. You heard Mr. Devant, of Memphis, 
say here a few days ago that the railroad on the west .^ide of the 
river — I believe it was the Missouri Pacific — and the one on the oas^l 
side of the river was making a rate to New Orleans based on water 
competition, but admitted there was no water competition, because, 
while there was water, there were no boats. Now, why should those 
two railroad companies l)e required by a mere assumption that pos- 
sibly some boat may some time or other get to carrving cotton, which 
is liot being done to-day, to take that cotton an^ do that business 
at less than a just and reasonable rate, thereby reducing their normal 
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and proper earnings to that extent, when you have not increased 
transportation facilities because there is no water transportation 
there if 

ilr. Bentlet. In that territory down there I imagine under pres- 
ent conditions the railroads would be very glad if there was water 
transportation from Memphis to New Orleans, because it would sup- 
plement the present shortage of transportation in this country. But 
up until the last few years, generally speaking, the rail facilities of 
the country have been equal to the task of taking care of the country's 
business, and rather than create competition for themselves, as I 
understand it^ they voluntarily made these rather reduced rates. 

The Chairman. That spirit or that purpose on the part of the rail- 
roads is not really to increase transportation facilities, but to prevent 
water competition ? 

M. Bentley. It was to conserve their own revenues. 

The Chaimax. But not their normal revenue? 

Mr. Bentley. Xo. 

The Chaikman. Because until there was actual water competition 
neither of those roads, in justice to itself, could afford any such rate, 
and the making of such a rate was to prevent the building up of 
water competition. 

Mr. Bentley. I think you will find there is another phase of that, 
Mr. Chairman. Take the movement of cotton which goes to New 
Orleans. It is very largely an export movement. The ships charge 
a higher rate from Xew Orleans or (xalveston than they do from 
Charleston or Savannah or New York or Baltimore ; and part of that 
reduction, I think, is due to the fact they have to add together the 
two factors — the ocean transportation and the ocean insurance and 
their rail rate — in order to make a competitive rate which will move 
business to New Orleans as against the cross-country rate to Norfolk, 
Va., say. plus the ocean rate. 

The Chair^ian. I have never thought it was a wise policy for 
Congress to adopt to make improvements at public expense upon 
the waterways which are not for the purpose of actually transport- 
ing traffic, but simply to force some existing railroads to afterwards 
carry the traffic at a rate which is compelled by the mere menace of 
water competition. 

Mr. Bentley. Well' that is a competitive condition entirely. 

The Chairman. It is a competitive condition theoretically and 
not an actual one. I do not think a railroad ought to be permitted 
to make a rate that is relatively a losing rate to them. 

Mr. Bentley. I do not think they do that. 

The Chairman (continuing). In order to prevent actual water 
transportation, if the water is thei^e and the transportation is being 
done and the traffic is actually being carried, and I suppose that is 
the case with reference to these Pacific and Atlantic ports; but I 
have in mind the policy of making large appropriations to improve 
so-called navigable rivers, not for the purpose of navigation and not 
for the purpose of actual transportation of traffic, but simply to 
force the railroads to take the traffic cheaper than they as railroads 
can afford to take it. 

Mr. Bentley. My opinion is that the railroad has the firet call over 
the water for. the reason that possibly 10 per cent of the wealth of the 
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United States is in railroads, and possibly 10 per cent of the popula- 
tion of the United States is dependent on those railroads for a livinio:, 
and the money is actually invested and it is a going property. It is 
on the ground and has to be kept there and has to be maintained, and 
I think they should have the first call. 

The Chairman. You mean they are entitled to it because they 
have the best facilities and everything of that sort? 

Mr. Bektley. I think so. I think it is to the interest of the people 
at large that that should be so. 

The Chairman. Why should they be forced by legislation of Con- 
gress to do some business for less than the normal rate in order to 
prevent a possible competitor from doing business which they ought 
not to do? 

Mr. Bentley. I do not underetand they are forced to do it. It 
is a voluntary act on their part, on the fear of losing the rail business 
to the water if they do not make the rate lower at certain points. 

The Chairman. "Do you not think the less unremunerative business 
they do the better it is for them? 

Sir. Bentley. I do not think they are doing any unremunerative 
business. I do not think they are going below cost. 

The Chairman. No; but if they are doing it at cost, or just a frac- 
tion over cost, no railroad on earth would ever exist if all of its 
business was of that kind. 

Mr. Bentley. No, sir; that is true, but at the same time there is 
a margin where, as a merchandising proposition, a man can afford to 
do some business at a very low figure in order to keep his average. 

The Chairman. Yes; as a merchandising proposition. 

Mr. Bentley. Yes. 

The Chairman. And that is brought about usually by competition. 

Mr. Bentley. Yes. We have very little competition now. What 
will come with the close of the war,*! do not know; but at this time 
the competition is about nil. 

The Chairman. It seems the railroads have been contendinjj that 
if they did not get to do this small amount of business, which is 
small in comparison with their other business, for less than it is 
worth, they would become bankrupt and go into the hands of re- 
ceivers and' things of that sort. 

Mr. Bentley. There is another feature in connection with that in 
which the public is interested as well. Take our situation in Chi- 
cago. We are 1,000 miles, in round figures, from the ocean. We 
have to compete with mills that are closer to the ocean, with lower 
freight rates, and we are subject to these competitive conditions. 
If we po to the Gulf, the ocean rates are higher than if we go to 
New York. If we go through to tlie Pacific coast for export to 
China and Japan and the Philippine Islands, which are becoming 
one of our larp<*st sources of loreign commerce, we immediately 
come in competition with the boats that sail from New York and 
these eastern and Atlantic ports that go through the Panama Canal 
and the Suez ('anal, and it is necessary at times to make lower rates 
for that class of business than the ordinary domestic rate would be 
in order to give the roads that serve Chicago a chance to participate 
in fumxe of that traffic which, while it may not be 100 per cent of 
profit, as compared with their local business, would still give them 
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a profit; and in ordinary times, when they have spare capacitor to 
senre the public with and there is not a shortage of transportation, 
the mere fact they can fill up their trains with that class of business 
is a source of profit to them and a help out to the industries. It 
also in that event spreads the competition of selling more generally, 
and our prices then are competing with other prices and other mills 
and other districts which gives the people a better chance for reason- 
able prices on the goods they buy. 

The Chairman. That character of competition is actual and not 
imaginary ? 

Mr. Bentley. That is actual competition. 

The Chairman. And not simply potential? 

Mr. Bentley. No, sir. 

Mr. Stephens. It would not be if the railroads were not allowed 
to make a rate to New Orleans, for example, that would permit 
you to get into a certain market by water and by ocean trans- 
portation; otherwise, of course, your business could not be carried on 
at all in that direction. 

Mr. Bentley. We would be out of it. 

Mr. Stephens. You would be out of it and competition would be 
lessened, and thousands of people employed in the industries would 
be affected; and, in fact, it would reach down and affect the whole 
population. 

Mr. Bentley. I think the condition we should strive for to-day 
is the greatest flexibility possible; nothing that will crystallize or 
harden any condition, because we can not tell now, under present 
conditions, from day to day or from week to week what we are going 
to face next. The greatest elasticity in our commercial system and 
transportation system is the ideal thing, as I look at it now. 

The Chairman. You do not put the opening up of foreign 'mar- 
kets and competing in foreign markets on a parallel with our domestic 
commerce between our different cities here? 

Mr. Bentley. To a certain extent. I have always felt, Mr. Chair- 
man, the proper way for a railroad company to make their rates 
would be to build up a normal system of rates which is primarily 
based on distance but not measured by the inches of a yardstick, as 
though there were no special conditions to be considered. Now, hav- 
ing arrived at what is a fair and reasonable rate for standard service, 
service standing by itself measured by the haul, then those rates 
should only be amended or changed by the special conditions which 
creep in at different places. To work that theory out you have to 
have a certain amount of elasticity and a certain amount of disregard 
for fourth-section conditions. 

The Chairman. Without the provision of the fourth section it is 
a rigid long-and-short-haul proposition in the sense that you are not 
to twse it on mileage but you shall not give the point farther from 
the point of shipment a cheaper rate, going over the same railroad 
and in the same direction, than you do a nearer point; but it is not 
based strictly on distance at all. Now, that is the general law, and 
the fourth section, without that provision in it, provides what is the 
general law, and is simply a declaration by Congress that this is the 
general, normal condition, and that that is what ought to be done; 
but in special cases the commission might, upon application, author- 
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ize them not to obey the general law, as we might call it, or to follow 
the general law. 

In that event the case must be special, and being special the rail- 
road itself is not permitted to judge of whether it is special or not; 
but the Interstate Commerce Commission must judge of that, and 
therefore it seems to me that all that section was intended to mean 
was not that it would prevent anything of this sort absolutely and 
in all cases, but that in order for any railroad to charge less for the 
further haul the conditions must be special and exceptional and 
unusual, and therefore in that sense temporary. Now, it seems to me 
that the railroad companies and the port terminals have regarded the 
exceptions as the general rule, and the general rule as the exceptions; 
I mean, in practice and application. Do you not think that was the 
evident intention of Congress, or otherwise they never would have 
amended the act? 

Mr. Bentley. My conception of that has always been that C<m- 
gress in legislating intended that the initiative at least in this mat- 
ter should be left to the railroads to determine what is a special 
condition, but they had to make a showing and proof and then let 
the Interstate Commerce Commission be the judge and decide. I 
have felt always that that is an ideal condition, which is fuilhering- 
the commercial interests of the coimtry without any hardship. Take 
the illustration we were talking about the other day of the short line 
vs. the lone line. It is manifestly true that either the short line or 
the long line has to set the rate. Now, if you go on the theory you 
have to make a reasonable rate per se for a given distance, that town 
then has a reasonable rate and it has no complaint. Take the illus- 
tration of Des Moines that we were speaking of. If the other rail- 
road held up to the higher rates, it would make a higher rate to 
people at an equidistant place on the Santa Fe because of the Santa 
Fe having a more direct line to Kansas City, which is an important 
manufacturing point. I do not see where it affects the man in Des 
Moines. He has all that is coming to him. 

The Chairman. You would not call that condition special or tem- 
porary or exceptional? 

Mr. Bi:nti.ey. That is the condition, and whether it is special or 
not it ought to be recognized, I think, by Congress. 

The CiiAiRMAX. It is a general condition so far as that particular 
line is concerned, and will continue as long as the two lines operate? 

Mr. Bentley. Yes; I think so. 

The Chairman. And can not be considered in that sense excej^- 
tional? 

Mr. Beniley. If you put in force this rigid law and the Great 
Western is forced out of the Kansas City business, I do not see whero 
the man in Des Moines is going to be helped. 

The Chairman. The law itself is rigid in general terras, but thei'e 
is a proviso providing that in special cases the Commission may 
authorize a variation, but it certainly does not mean that the Commis- 
sion could create a great number of special cases, and those special 
cases should be continuous for all time to come until the exception 
became the normal policy of the road. 

Mr. Bentley. As a practical proi)osition it works out tliat way% 
and unless that elasticity is given, we are going to shorten up tVie 
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facilities of this country to a point where it would bring on an indus- 
trial panic. 

The Chairman. Oh, of course, sudden changes always have that 
tendency. I am talking about what Congress meant when it said 
special cases. 

Mr. Beni-ley. I can not answer that. 

The Chairman. And provided that the railroads should not de- 
teiTuine that, but the Interstate Commerce Commission upon applica- 
tion should authorize, and I should think that special means excep- 
tional and temporary, and I would not think they could make it a 
general rule. In construing this law we ought to repeal the proviso 
entirely or else limit it some way so that it means what it says, that 
the cases are exceptional. If we go along here taxing the people to 
improve waterways and then turn right around and say that every 
railroad in the country that competes with those improvements may 
charge a rate that will prevent those improvements ever being util- 
ized 

Mr. Bentley (interposing). As I have said before, I think the 
railroads have the first call, because the monev is invested there and it 
is not invested in the water. This is a sample, as a practical matter, 
which occurred within the past 90 days, again going back to the 
Santa Fe : That line was so congested with business at Kansas City 
that it could not operate to Chicago at all. It turned over a great 
many hundreds of cars of merchandise of various kinds to the Great 
Western Railroad, and the longest line from Kansas City to Chicago 
pulled the business because the shortest line could not do it. 

The Chairman. That was a special case and that road had not 
been doing its greatest volume of business along the line of special 
cases. The railroads have now been unified and are under the con- 
trol of the Government and are operating as one system, as I think 
they ought to not only in time of war but at all times. I think that 
has* been one of the things that has been the cause of building up 
these congested points where railroads are willing to spend millions 
of unremunerative dollars to compete with other railroads going to 
those points. I think that situation ought to be relieved and I do 
not see how that is going to be brought about by allowing the rail- 
roads to do an unremunerative business to those points, and therefore 
necessarily, in order to get reasonable earnings upon the capital in- 
vested, charge a higher rate on remunerative business than they 
would otherwise have to charge. 

Mr. Bentley. I am of the opinion that when the railroads are 
turned back 21 months after this war is over they are going to be 
a ver}' different lot of railroads, and they are going to be started in 
under their ownership again under very different conditions, and I 
believe that Congress will be called upon for additional legislation 
to put them in an entirely different shape than they were when they 
were taken over by the Government. I think they should be altered 
in many respects and I hope that Confess will fix it so that while 
it will still preser\'e private ownership, it will permit these railroads 
to exist under a fail* basis, because if 10 per cent of the capital wealth 
of this coimtry is not remunerative, that means the difference between 
good times and bad times for everybody in the United States. But 
Government control certainly is never going to permit reckless build- 
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ing of roads or reckless investing in roads again. In other words^ 
they will supervise, I believe and I hope, the building of new lines, 
coimning them to where it is necessary, and will supervise the securi- 
ties issued by those lines so there will be no excessive expenditures 
in many ways. I believe when these roads go back you will face 
such different conditions than those which existed in the past that wo 
are not in position at this time to foresee what actually is going to 
come out of this thing. I believe you ought to let things pretty well 
alone and just as they are now, under Government control, and let 
the developments of the next four or five years brin^ it out, because 
in my judgment we will have at least that length of tune. 

The Chairman. Is not your faith and bdief in new legislation 
and beneficial legislation based largely upon the absolute necessity 
of such legislation? 

Mr. Bentley. I see it that way. 

The Chairman. I think you are exactly right about that and that 
is one reason I was not in a big hurry to rush the railroads back pell 
mell after the war was over into the old conditions, both on account 
of their own benefit and the benefit of the country and the investing 
public. Congress has limited it to 21 months after the war and none 
of us knows how long the war is going to last and the 21 months 
may give us sufficient time, but I certainly agree with you that old 
conditions should not continue, and it is not for the benefit of the 
public or the railroad investors that they should continue. I have 
gone into this examination with you at some length because I value 
what you say. You have had an opportunity to know because you 
represent one of the largest industries in the XJnited States. I believe 
the Illinois Steel Co. is part of the United States Steel Corporation ? 

Mr. Bentley. Yes, sir. 

The Chairman. When you spoke of a tonnaffe of 30,000,000 tons 
you had reference to the Illinois Steel Co. only? 

Mr. Bentley. Yes, sir. 

The Chairman. And did you mean inbound and outbound ton- 
nage? 

Mr. Bentley. We have a capacity of about 7,000,000 tons of stbeK 
which requires in the neighborhood of 25,000,000 tons of inbound 
products. 

The Chairman. Then, how much outbound? 

Mr. Bentley. About 7,000,000 tons of steel, which requires about 
that much inbound material in order to make that much outbound 
business ; in other words, 3^ or 4 tons of raw materials to make 1 ton 
of steel. 

The Chairman. And therefore your total tonnage that you are 
directly concerned in is about 30,000,000 tons? 

Mr. JBentley. A little over that. 

Mr. EscH. Mr. Bentley, since war be^an, of counse, the sixth sec- 
tion of the interstate commerce act givmg the shipper the right to 
route freight has been practically abrogated ? 

Mr. BENTLi-iY. He still has the right, Mr. Esch, but it would not 
be gooil sense or good policy for him to stand on his right under 
present conditions, and I know every shipper has carefully ac- 
quiesced in any diversion the railroads have made along that line. 

Mr. Esch. After business again becomes normal and the sixth sec- 
tion comes into its full vitality, that would make the long-and-short- 
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haul clause absolute and not in any way affect the privilege of the 
shipper in routing under section 6. 

Mr. BENTiiEY. No; the longer lines would have a higher rate^ and 
under such conditions it would reduce the facilities, and the shipper 
would have to confine himself to the line which had the lower rate, 
and it would be impossible, I think, in a concern like ours ever to 
secure a car supply or movement if we were confined to one route. 

Mr. EscH. The shipper routes his freight over the longer lines 
because the longer line may have better terminal facilities? 

Mr. Bentlet. That is also true in other directions. The longer 
line may be giving the best service, it may have better power, indus- 
tries may be located at its terminals, and the shipper may get better 
service over the longer line than over the short line. 

Let us go back to the Santa Fe situation, in reference to the city 
of Chicago. The city of Chicago extends over 30 miles. Take in- 
dustries like the one we have on the North Side, with our location on 
the St. Paul road. We can get better service to Kansas City direct 
over the St. Paul Railroad from our plant than we could get by 
switching that business or teaming down to the Santa Fe and ship- 
ping it over the short line. It is almost a necessity for us to use the 
longer line in that case. 

Mr. EscH. Unless you had the privileges panted under section, and 
the fourth section remains absolute, would it not result in congestion 
in the terminals of the short line? 

Mr. Bentley. Absolutely. If all the business from Chicago to 
Kansas City had to go over the Santa Fe road, as the Santa Fe has 
very few terminals in the city of Chicago, practically all the indus- 
tries being located on other roads, if they tried to switch that business 
it would congest the Chicago switching terminals, and if they tried 
to team it it would congest the streets of the city of Chicago so that 
they could not turn a wheel. 

Mr. H. T. Bartinb. Mr. Chairman, I would like to ask Mr. Bentley 
one or two questions, with the permission of the committee. 

The Chairman. Without objection, you may proceed. 

Mr. Bartine. Mr. Bentley, you do not represent any railroad, do 
you? 

Mr. Bentley. No, sir. 

Mr. Bartine. You were not present at the hearings before the 
Senate committee, were you? 

Mr. Bentley. No, sir. 

Mr. Bartine. Then, of course, you did not hear Mr. Winchell 
say this was purely a transportation proposition, and that these 
industries had nothm^ to say about it? 

Mr. Bentley. No, sir. But I would like to say this, that I think 
I have something to say about it. 

Mr. Bartine. I am giving you the railroads' viewpoint. You 
think you have somethmg to say about it. Do you think you are 
entitled to a preferential rate as to your business, which would not 
come to you normally? 

Mr. Bentley. No, sir. 

Mr. Bartine. I imderstood you to say you found the railroads 
were rendering very much better service than the water carriers. 

Mr. Bentley. In mv business. 
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Mr. Bartixe. If that be true generally, the railroads have nothing 
to fear from the water carriers. 

Mr. Bentley. My conditions are not everybody's conditions. 

Mr. Bartine. If it were generally true? 

Mr. Bentley. That is pretty broad. 

Mr. Bartine. You say it is true in vour business. If it were gen- 
erally true, that would follow, logically, would it not? 

Mr. Bentley. Yes, sir. 

Mr. Bartine. In reply to the question of a member of the com- 
mittee you spoke of your inability to meet the water carriers at St. 
Louis unless you could get a rate that would enable you to do it. 

Mr. Bentley. At St. Louis? 

Mr. Bartine. I mean at New Orleans. 

Mr. Bentley. Let me straighten that out. The lowest ocean 
rate to Europe is generally from New York. There is a thousand- 
mile haul from Chicago to New York. The water rate on the ocean, 
plus the insurance rate charged, plus the inland haul to New York 
becomes the short -line rate, and the short line sets the rate. 

I could not go through New Orleans with a higher rate to New 
Orleans locally than to New York, plus the higher steamship rates 
from there, unless the ocean carrier and the rail carriers jointly or 
severally made a rate which would compete with the other route. I 
would not call that a preference to me. It is an equalization of the 
rates, and it enables me to do the business. 

Mr. Bartine. I do not think that is responsive to the question I 
asked you. I understand that ; but the simple point is that you could 
not get into New Orleans with your product unless you could get a 
rate that would meet the water rate. 

Mr. Bentley. This other rate. 

Mr. Bartine. The water rate you are speaking of. 

Mr. Bentley. Yes. 

Mr. Bartine. And the products you deal in are not turned out in 
New York? 

Mr. Bentley. In Chicago. 

Mr. Bartine. Then they are carried by rail to New York. You 
would have to go all the way by rail from Chicago to New Orleans? 

Mr. Bentley. Yes. 

Mr. Bartine. Suppose halfway between those two places there is 
another plant engaged in the same business you are engaged in, per- 
haps, on a smaller scale. Would you think that, in order to jump 
over that plant and get the business at New Orleans you ought to 
have a lower rate from Chicago than the other plant is receiving? 

Mr. Bentley. That depends practically on whether the railroad 
desires to do that. We can not demand that they make a rate. 

Mr. Bartine. That is the point involved in "the long and short 
haul. 

Mr. Bentley. Let me illustrate that: Back of 1915, before the 
war, when you had lower rates to the Pacific coast than to the in- 
terior, the Illinois Steel Co. was 1,000 miles inland and closer to the 
Pacific coast than other steel mills at Pittsburgh, Buffalo, Bethle- 
hem, Steelton, Cleveland, and New Castle. All those other steel 
centers wei*e closer to New York, and Ave Avere closer to the Pacific 
coast than they were. And the rate by way of the steamship lines 
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from New York to San Francisco and Los Angeles and Portland 
plus the rates from those interior points made a rate so low that the 
railroads could not compete with them, and the Illinois Steel Co. had 
no business on the Pacific coast for several years. It was absolutely 
shut out of that business, which deprived the Pacific coast of that 
amount of additional competition and did not do you a particle of 
good. We were punished and you were not helped. 

Mr. Bartine. I have some question as to whether it did us any 
STOod or not, but let us consider your own position. Did you not 
always claim that, notwithstanding the water competition from Xew 
York, you were 1,000 miles inland, and you had a 1,000-mile shorter 
haul, and that you should not be charged any more than the charge 
from Xew York? 

Mr. Bentley. We always took this position : We had no right in 
the matter. I have no right to ask the roads to make rates from Chi- 
cago to the Pacific coast to meet the New York-San Francisco water 
situation. I could not come down to the Interstate Commerce Com- 
mission and ask them to force the roads to reduce the rates. If the 
rates were reasonable, ordinarily speaking, the carrier has the selec- 
tion to make rates to meet that competition of its own volition, but I 
have no rights in that regard as a shipper at all. 

Mr. Baktine. Was not Chicago always represented in those inter- 
mountain cases? 

Mr. Bentley. I do not know. 

ilr. Babtine. I do; I was there. For your information, I will say 
your people always did claim they ought to have as good a rate to 
the West as Xew York had, because they had a shorter naul. 

ADBITIOVAL STATEMEFT OF HR. LEWIS J. SPENCE, I)I£ECTOE 
OF TKAFFIC, SOTJTHEBH PACIFIC LINES, HEW YOEK, H. Y. 

Mr. EscH. I would like to ask Mr. Spence one question. Mr. 
Spence, I want to ask you the same question I put to Mr. Bentley. 
Suppose we make the long-and-short-haul clause absolute. What 
effect would that have upon section 6, which gives the shipper the 
right to route his freight? 

Mr. Spence. It would very greatly circumscribe the privilege 
which section 6 was designed to accord the shipper, because it would 
limit the routes by which he could exercise that privilege. He would 
be confined to one short line and perhaps another line not exceeding, 
under the practice of the conmiission, 115 per cent of the short route. 

The Chaiuman. Whom would you like the committee to hear next, 
Mr. Barlow ? 

Mr. BARiiOW. I would like the committee to hear now Mr. Glover. 

The CHAmMAN. We will be glad to hear Mr. Glover. 

8TATEMEHT OF HE. H. W. B. OLOVEE, EICHMOHD, VA., TEAFFIC 
MAVAOEE OF THE VISODnA-CAEOLIHA CHEMICAL CO. AHD 
KEMBES OF THE HATIOHAL IHDUSTBIAL TEAFFIC LEAOTTE. 

Ml'. GiDYKR. Mr. Chairman, my name is H. W. B. Glover; my 
residence is Richmond* Va. I am a member of the committee of the 
^^ational Industrial Traffic League and am traffic manager of the 
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Virginia-Carolina Chemical Co., who are shippers of fertilizers 
through the South. If the present exception in tne long-and-short- 
haul clause of the act to regulate commerce were to be removed, I 
presume the South would be that section of the country where it 
would be most urgently felt. In fact, it is my recollection that the 
Interstate Commerce Commission have stated in their investigations 
that the departure from the absolute observance of the long-and- 
short-haul clause was more pronounced and resulted in a very much 
greater niunber of such cases in the South than in any other section of 
the country. 

After the changing of the act, with the elimination of the words 
"under substantially similar circumstances and conditions," it left 
to the commission the decision as to what departures should be 
permitted, and they issued an order requiring a readjustment of 
rates in the South, prescribing the extent to which departures would 
be allowed. 

Under that order a conmiittee composed of a very large number of 
experienced traffic officers of southern lines convened. It was re- 
quired by the order that they should make a report in a given time, 
and according to my best recollection and belief that given limit 
of time was not sufficient to work out the difficulties of the problem, 
and it had to be extended on two or possibly three different occasions, 
with the result that no new issue of tariffs was possible until on the 
1st of January, 191T, when the class rates were published on the new 
basis prescribed by that original order of the commission. 

That change of ratings increased the freight costs to what were 
known as depressed points, or water-affected^ points, and reduced the 
rates to a great many intermediate local points where there was no 
actual, initial, or delivery competition, except by the lines reaching 
that local point. 

It created a great deal of alarm as to what that might result in. 
As it has worked along, and it has thus far been in effect on the class 
goods only, I believe people have gotten more accustomed to the con- 
ditions, and they are getting to understand it better. 

We have in the South, reaching the Atlantic and Gulf States, three 
important trunk lines — ^the Atlantic Coast Line, the Seaboard Air 
Line, and the Southern Eailway. 

The Southern Eailway starts at Washington, D. C, and operates 
verv extensively through the South. It also has a line from the port 
of "Norfolk, Va., from the city of Eichmond, on the James, and 
reaches Charleston, Savannah, and Jacksonville on the Atlantic coast, 
and some Gulf ports. 

The Atlantic Coast Line and the Seaboard Air Line originate at 
Norfolk and Eichmond and have lines reaching Wilmington, Charles- 
ton, Savannah, and Jacksonville, and also a good many interior 
points. They have been granted relief as against water competition 
to the Atlantic ports and they carry a great many rates to inter- 
mediate points on a higher basis over rail or water, through their 
steamer connections, or by rail through their connections at Rich- 
mond and through Potomac Yards tnan they do to the Atlantic 
ports. It seems to me they would have to abandon their Atlantic 
port business unless commerce could adjust itself to a very much 
higher rate than the steamer lines grant, if they were' comi)elled to 
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ciirty all their intermediate freight at a charge no higher than the 
mte*to the port points. 

There is a condition in there that struck me as one that mi^t very 
well illustrate the result of a strict enforcement of a long-and-short- 
liaul clause. It is in relation to the business of a railroad that com- 
mences at Augusta, Ga., and runs to Madison, Fla. It shows how a 
long-and-short-haul feature of that kind would work. 

That road is not very old^ but it is in the hands of a receiver. That 
fact might invite the question. Is it not one of the unnecessary roads 
we heard discussed? Still, it is there, and it is trying to do some 
business. 

That road commences at Augusta, Ga., and the alKrail rate from 
New York to Augusta, Ga., published in Agent CottrelKs I. C. C.» 
1*27, on first class— dry goods, boots, shoes, etc. — ^is $1.09 i>er hundred 
|M>unds. To its local stations all rail it has rates, for instance, of 
Sl.4.%, $1.48, $1.50, and $1-56, according to the location of the station. 
A few miles out of Augusta it reaches a junction point called St. 
i'lair. ^here it is crossed by the Savannah & Atlanta Kailway, and at 
.*^t. (^lair is carries a rate ot $1.48. 

Running along a little farther it meets the Central of (ieorgia at 
Midville. and because of the proximity of Savannah and the rail and 
water rate operated through Savannah, the all-rail rate to ^lidville 
IS $1.'26. That is because tlie all-rail lines have an established differ- 
ential. The rail-and-water rate to Midville is $1.20; a differential of 
«i cents higher establishes the all-rail rate of $1.2G. 

At the city of Swuinsboro it again m<»ets competition, and there 
the rail-and-water rate is not as low as at Midville, and the $1.50 
all-rail rate at Swainsbon) d<H>s not affect tlieir IcK-al ]>oints. 

At Stilhnoiv they nuike a rate of $1.2t) iKH-ause of the comiK»tition 
f»f the Savannah water line, which nnikcs the ruil-and-water rate 
5^1.20. and they add cents more. 

Then at Hazlehurst. (la., it crosses the Southern Kailway and the 
fn»i^ht rate is again $1.2t). At Douglas. Ga., it cro-M's the Atlanta, 
liiriningham «& Atlantic Railroad from Brunswick, and there again 
the i^ate is $1.20. Then at Willaco<H'he. (la., it crosses the Atlantic 
CVm.st Line, where again the rate is $1.2<>. and so on. until finally it 
^et^ to Xa.shville, (la., where the rate is $1..V^ on fir.st rhiss, and when 
it reaches Madis<m, Fla., the rate is $1.HJ>. 

Mr. Hamilton. Is Madison, Fla., the terminus of the road? 

Mr. (lU)VER. Yes, sir. 

Mr. Stkpiiex.s. Is the terminus at the water? 

Mr. (iLovFji. Xo: it is an inland town. That railroad would have 
•vinnections, or would receive its business from its connections at 
Augusta, Ga., if it could operate over its entire length of line in the 
haul of trafiic originating at the eastern points; — Xew York, Phila- 
clelphia, Baltimore, and other eastern points — where the New York 
rate is $1.00. If it had to observe a rate no higher at the less com- 
|M»f itive points on its line, it would have to abandon business at com- 

fM^titive points or maintain a rate to all intermediate points no 
li^rlier than the rate that is forced by the water competition, of $1.26. 
If that had to l)e done by the Georgia and Florida railroads, and 
they would have to withdraw from competition to a great many of 
their junction points, which is the biggest business that is on* the 
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line — the local stations are very small — ^it would have to accept busi- 
ness all along the line at any place where it was given to it, and that 
would make no lower local station rates. It would have local hauls 
with their road, cut up into little sections, and provide limited facili- 
ties for the merchants who lived on the local line. 

I can not see how that would do it any good, and I can not see how 
it would hurt them by letting them continue to enjoy this business 
under the present fourth section as regulated by the Interstate Com- 
merce Commission, If the fourth section was made ironclad, they 
would get not as good a rate adjustment as they get to-day, because 
they would pay full locals from all junction points and their situa- 
tion would be very bad. 

I saw that condition by looking over this tariflF yesterday morning, 
and I thought it would be illustrative and might be helpful in the 
consideration of that proposition. That is the reason why I have 
enlarged on it a little bit and because it is an application of the situa- 
tion. It is a situation that could be found elsewhere in the South 
Atlantic States, where the Interstate Commerce Commission found 
the greatest departures from the rigid long and short haul rule, 
where conditions have already been readjusted in a very large measure, 
and it seenLs to me it would be almost impossible to readjust them 
, on a strictly long and short haul principle. 

That is all I had to say directly, Mr. Chairman. 

Mr. Stephens. I would like to ask if the road were not permitted 
to make this low rate whether or not the loss of this business would 
not reduce the earning capacity of the road to such a marked degree 
that it would be unable to serve satisfactorily even the local stations. 

Mr. Glover. That is the thought I had intended to convey when I 
said they would have to abandon this business, which is the principal 
business" in that section. I meant to imply if they had to cut their 
road up into little pieces and give that service thev would so r^uce 
their revenues that, while they are in the hands oi a receiver now, I 
do not know what would happen to them after that. 

Mr. Stephens. This surplus tonnage they would have to carry 
does not, then, equal the capacity of the road, and is really a clear 
gain to the road. 

Mr. Glover. Absolutely, in every respect: and not only that, but 
it gives the crossing towns available service. Frequently the direct 
lines are congested, and they can not get sufficient cars to move their 
cotton and their other proclucts, and having this other road in the 
field they can give them service that is valuable; and it improves 
the service that can be given at the local points, because it permits 
them to add in the local point business and fill their trains with the 
competitive point business they are able to obtain, and thus enable 
them to operate on a more economical basis. 

Mr. Stephens. Scrutinizing it in detail, it looks like a rank injus- 
tice to charge the intermediate points a higher rate than the terminal 
points. 

Mr. Glover. Yes, sir. 

Mr. Stephens. And yet if in tlie aggregate a gi*eat^r service is 
being rendered to the greatest numl>er of people by that sort of rate, 
it would seem wise to practice it. 

Mr. Glover. I look upon transportation as containing two impor- 
tant factors — first the service and next the cost* A man who lives 
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in a local town on a railroad and can not get service because that 
road would be deprived of competing for the business at the competi- 
tive points where the large traffic was obtained would prefer to pay 
a higher rate than to have no service. 

To-day we want all of the available routes open we can get. We 
have an enormous fertilizer business, and that business sedcs every 
little crossing, wherever there is a sidetrack, and wherever there is 
some planter who wants a carload of fertilizer, and we have to have 
the rates and the service to all those places ; and if we have to use a 
roundabout route to get to those destinations because the short line 
is not open, we will use it every time to get that tonnage. We want 
every line, long lines and short lines, available for it. We consider 
the service quite as important as the rates. 

Mr. Barlow. Mr. Chairman, I would like the committee now to 
hear Mr. AVTieeler, of Boston. 

STATEMENT OF MR. H. W. WHEELER, OF BOSTON, MASS., TRAFFIC 
MANAGER OF THE REVERE SUGAR REFINERY. 

Mr. Wheeler. Mr. Chairman and gentlemen of the committee, to 
establish a rigid fourth section of the act to regulate commerce would 
involve one of two things, namely, either the road or route between 
two common points having the longer haul, where higher interme- 
diate rates are in effect, would be compelled to abandon that particu- 
lar tniffic owing to the necessity for advancing its through rates, or 
the short line would, due to its lower rate, become so burdened with 
the through business as to very readily produce a pronounced and 
acute state of congestion, which would result in its inability to 
accept a large proportion of the traffic offered for transportation 
between the two common points. This would undoubtedly have the 
effect of forcing shippers to use the longer route at the higher rate. 
This is in itself an imposition that shippers should not be called upon 
to bear. 

The carriers affected by an inflexible application of the long-and- 
-li«il-haul clause are so many, and the territory so widespread, practi- 
(•ally the entire country being involved, that a number of instances 
could be citeil where hardship would result. However, a few cases 
will serve to illustrate the point. The rate from Boston to Pitts- 
burgh is made by the short line, but in order to use the New York 
Central and the Pittsburgh & Lake Erie, which is a recognized and 
thoroughlv workable, route, it is necessary for the traffic to move 
through Y'oungstown. Ohio — a higher-rate point. Again, the short 
line from the southeast to Boston is via Potomac Yard and Harlem 
River, thence over the New Haven road. The Harlem River route is 
in a practically perpetual state of congestion; in fact, it has been 
quite frequently referred to as the '' neck of the bottle " in so far as 
Xew England business is concerned. Now, would it be fair to re- 
strict the traffic to a gateway that is unable to handle it when it 
could move via other routes, such as, for instance, the New York 
Central and the Boston & Albany, or West Shore, and the Boston & 
Maine, or via Wilkes-Barre, Delaware & Hudson, in connection with 
either the Boston & Maine or the Boston & Albany ? Another illus- 
tration is the line from Louisville to Norfolk. Either the Cumber- 
land Gap Dispatch, via the I^uisville & Nash^^lle and the Norfolk 
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& Western or the Southern Railway's Ahseville line is considerably 
longer than the Chesapeake & Ohio, but both of these lines are 
recognized as through routes between the two points named. Again, 
the short line between Louisville and Cincinnati is the Louisviue & 
Nashville, but considerable business is very properly moved via the 
Baltimore & Ohio South- Western. The Albert Lea route between 
Chicago and the Twin Cities is considerably longer than the direct 
line, but it should not, for that reason, be deprived of an opportunity 
to handle a share of that particular traffic. There are also the in- 
stances referred to by previous speakers. 

Traffic is diversified, and a railroad may find it advantageous and 
profitable to handle both through and local business. Therefore, if 
the local traffic was of such volume and of such nature that any 
given carrier should find it necessary to either lower its intermediate 
rates, or abandon the through business, there would at once be pro- 
duced a loss of tonnage, consequently a depleted revenue, with the 
enforced necessity for maintaining roadbed and other facilities, in- 
cluding terminals, for which it would have no means of deriving 
adequate revenue. 

Reference has been made to free terminals furnished by carriers- 
It is a recogniztd fact that the road haul rate is made to include the 
expense of terminal delivery. This not only includes business 
handled to and from the carrier's terminals, but it also applies to 
business delivered to or taken from industry sidetrack. It must bo 
borne in mind also, in this connection, that the establishment of a 
sidetrack by the industry serves to veiy materially relieve the rail- 
road of additional expense in the way of terminal facilities. 

Another horn of the dilema is the possibility of a carrier which 
has been forced out of the long-haul traffic and thus deprived of 
needed revenue, being compelled to very materially increase its local 
rates. This could hardly be considered desirable. 

There is another feature that it would be well to consider. Refer- 
ence has been made to the handling of traffic between Chicago and 
Kansas City, the Santa Fe being the short line, and there are other 
similar situations. Now, to force the bulk of the freight traffic be- 
tween Chicago and Kansas City to the Santa Fe would seriously and 
unnecessarilv interfere with the legitimate passenger business over 
the rails of that line and because of its being the short line and having 
the lower rate would take the freight business from the other lines 
that are equipped for handling it and should be allowed to do so in 
order to derive the revenue which such traffic w^ould afford. 

The roads are already built and the facilities they afford should be 
used to the fullest possible extent, and to pass a bill that would serve 
to limit these facilities and restrict the flo^v of traffic is to imperil the 
commerce of the entire country. We need all the gateways, channels, 
and facilities that we can possibly have, and we look with disfavor 
upon any measure that would in any way restrict or limit traffic, 
]|^pecially is this true with reference to New England, where we are, 
as it is restricted to only a few gateways by which we can bring in 
our raw materials and ship out our finished products. 

Mr. Chairman, I have a letter in reference to this subject, from the 
American Glue Co., which I would like to insert in the record, if there 
is no objection. 

The Chairman. That may be inserted in the record. 
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(The letter referred to is as follows:) 

American Glue Co.. 

Boston, March 25, 1918. 
Mr. H. W. Wheeler, 

Trafflc Manager Revere Sugar Refinery, Boston, Mass, 

Deab Mb. Wheeleb : The strict application of the principles announced iii the 
fourth section of the act to regulate commerce and withdrawing from the com- 
mission the power to grant permissions to modify this provision is, to my mind, 
economically dangerous, if not imi)ossibIe, and unwise as a matter of legislation. 

The fourth section of the act as originally written is now a part of the law 
and has never been amended since its first enactment. The debates in Ck)ngress 
when this measure was being considered give the reasons for its enactment in 
its present form. Those reasons are as potent to-day as they were then, and It 
might be useful to those who are considering this proposition to look up these 
debates. 

The proposition to equalize disadvantages of location by adjusting freight rates 
is economically wrong and to undertake it seriously will prove immensely expen- 
sive. If not disastrous. 

The great domestic conunerce of the country has adjusted itself to these condi- 
tions. It can not be said that the law or its administration has hampered or 
restrained development, and to disrupt the structure at this time is, to my mind, 
the height of unwisdom. 

Under Its wise provision the products of farm and orchard, mine, and factory 
reach their widest distribution. The produce of the Pacific slope reaches every 
market of the country at rates which are reasonable and bring them to our 
tables at a price which the poor man can pay. 

Examples of this freedom of movement are so numerous that the limits of 
this letter do not permit even touching the subject. 

Coming down to the Interests intrusted to my care, the plan of restricting 
these movements, if put into effect, would be destructive. 

Our raw material consists of animal by-products of a perishable nature which 
must be moved from tanneries and slaughter houses promptly to the glue fac- 
tories. The production of this material is not regular nor constant. An excess 
at one point must be moved to equalize a scarcity at another. The material is 
of low value and can not stand a high freight rate. It is separated into its com- 
ponents of grease, glue, and fertilizer material, and unless handled promptly it 
is lost This method takes care of material which might be wasted or lost and 
converts same Into a useful article of commerce, paying several gradually 
Increasing freight rates, and gives employment to many hundreds of employees. 

The successful distribution of the finished product — glue and abrasives — the 
by-products of grease and fertilizer material depends upon the utmost free- 
dom of movement at rates which are not unjustly discriminatory. 

Competition regulated by law is the life of business, and I look with serious 
apprehension upon any drastic or revolutionary changes in the act to regulate 
commerce. 

What la true of our business is true of nearly every enterprise in the country. 
There is no business which does not require the utmost freedom and assistance 
to continue In business and to grow and expand as opportunity permits or 
enterprise intelligence and Industry may develop. 
Very truly, yours, 

American Gltje Co., 
J. D. Hashagen, 
Traffic Manager. 

The Chairman. Mr. Barlow, is there anyone else you desire to be 
heard by the committee? 

Mr. Baklow. I would like the committee to hear now Mr. Rhode- 
house. 

SIATEHEHT OF MB. HABEY D. BHOSEHOTJSE, TBAiTIC HANAGEE, 
CSAIOEE OF COMMEECE, YOTJNOSTOWH, OHIO. 

Mr, Rhodehouse. Mr. Chairman, I have not much to add to what 
has been said, as far as the general situation is concerned. I think 



Digitized by VjOOQIC 



248 LONG-AND-SHORT HAUL ON RAILROADS. 

the gentlemen who have already spoken have covered the situation 
pretty thoroughly. 

As we are located in the Central Freight Association territory our 
conditions are similar to those existing in Toledo and Chicago and 
the gentlemen representing those cities who have already spoken 
have expressed my sentiments with respect to the proposed bill, 
H. R. 9928. 

I wanted to mention the conditions that existed during the past 
year and those that exist at present, and the conditions that we 
think would exist if this bill was to become a law. 

Youngstown is located in the Mahoning and Shenango Valleys or 
within a radius of 100 miles of Pittsburgh, which territory is known 
as the Pittsburgh district, and is perhaps the most congested district 
in the United States owing to the volume of traffic which originates 
within that radius. 

In the Mahoning and Shenango Valleys there are 47 blast furnaces 
and 80 open-hearth furnaces. Twenty-two of these blast furnaces 
and 52 of the open-hearth furnaces are located in Youngstown and 
are verjr necessary toward the winning of the war. The Government 
is pressing us all the time for increased production of pig iron for 
the manufacture of war materials, but on account of the larger por- 
tion of the raw materials that are used in these blast furnaces origi- 
nating east of Pittsburgh our supply has been limited to such an 
extent that we have not been operating more than 75 per cent ca- 
pacity. This is due to congestion in and about Pittsburgh, and this 
curtailment of j)roduction exists even though the railroads have 
established additional routes other than the direct lines via which 
these raw materials move under ordinary conditions. We have 
routed some of this material via circuitous routes so as to avoid 
these congested terminals, but if a rigid fourth section was made 
eflFective, it would necessitate the routing of this business via the 
direct lines, and, of course, confine the movement to those direct lines 
which would without a doubt further limit the production of these 
furnaces as well as other war essentials to such an extent that it 
would, in my opinion, be disastrous. 

During the past winter there were times when we did not operate 
over 40 per cent, but our operations have been about 75 per cent 
since the weather conditions have improved. 

Last fall, at the suggestion of the general eastern operating com- 
mittee, the traffic emergency committee, composed of industrial and 
railroad traffic men, was appointed to sit in Pittsburgh as often as 
they saAv fit to work out new routes for raw materials into and semi- 
finished and finished materials out of the territory mentioned. This 
committee met nearly evei-y week during the winter months, and is 
meeting at least twice a month at present. Their most important 
object IS to establish rates and per cents via routes not now open,, 
or establish per cents via routes that are not used at present, but via 
which rates are applicable. 

We have opened up several new routes in the Johnstown. Pitts- 
burgh, Youngstown, and Cleveland districts where thei'e wei*e viola- 
tions of the fourth section, and by so doing have been enabled to 
operate our furnaces and mills to a higher percentage. 

The shippers are all seeking additional avenues of transportation 
on account of congestions, and the Railroad Administration at 
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Washington, through their operating committees, are working out 
new routes all over the country, and we feel that for the period of 
the war at least that this work should not be interrupted by a rigid 
application of the fourth-section law. Even under normal condi- 
tions, if we were confined to the short lines, owing to the density of 
traffic in our district, it would be difficult at times to receive raw 
materials and ship our finished products. 

As an example, the short line to Cleveland is the Erie Railroad. 
If we can not use the other lines, I am satisfied that the volume of 
business moving fi'om our territory would be so great that the Erie 
could not handle it. There are several like situations, such as Akron, 
Canton, and other cities in that territory, where the short line would 
be unable to handle the traffic ; but, as we are now allowed to use four 
routes to that territory from Youngstown, we are able in most cases 
to ship our products without delay. The storage capacity of the 
mills in this temtory is so limited that if we did not make shipments 
promptly a great number of the plants would be forced to close. 

Mr. Hamilton. You say that under present conditions, using all 
the routes available, you are operating only up to 70 per cent 
capacity ? 

Mr. RiiODEHOusE. It is possibly a little more than that now, but 
during the winter it was tar below that figure. During the winter 
months we were operating on an average less than 60 per cent ; the 
increase being due to the better weather conditions. 

Mr. Hamilton. Does that mean that lack of transportation has 
reduced your output by 30 per cent? 

Mr. Rhodehouse. >«ot all of 30 per cent, but nearly all of that 

Mr. Hamilton. Then your production is absolutely curtailed ? 

Mr. Rhodehouse. Yes, sir; we do not have the necessary trans- 
portation. 

Mr. Dewalt. By the use of these routes and the establishment of 
these rates, of course, you are obliged to pay higher rates than you 
would if you used the long haul, are you ? 

itfr. Rhodehouse. I beg your pardon ; I did not understand your 
question. 

Mr. Dewalt. I say by the using of these routes you have fixed 
for this traffic, which have been fixed by this traffic committee, you 
are obliged to pay higher rates than by using a long haul. 

Mr. Rhodehouse. No, sir; if there are any violations of the fourth 
section on those routes application has been made to the commission, 
and special permission given by them to publish the rate on short 
notice, owing to the conditions. If there are no violations the rates 
are put in on short notice, with the permission of the commission. 

Mr. Dewalt. By that privilege being given you and the operation 
of these short routes, is there any discrimination made in your favor 
as against anybody else engaged in the same industry in the same 
locality ? 

Mr. Rhodehouse. Not to my knowledge. 

Mr. Dewalt. Then the result is the general good ? 

Mr. Rhodehouse. Yes, sir; it does not in any way eflFect the points 
that carrj' higher rates. 

Mr. Snook. Did I understand you to say it is your opinion if this 
law was passed it would prohi6it your mdustries at Youngstown 
using the longer route? 
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Mr. Rhodehouse. Yes, sir; to some points. 

Mr. Snook. It would either do that or increase the rates. 

Mr. Rhodehouse. Either one; yes, sir. 

Mr. Sweet. The facts you have related here pertain to the last 
few years, do they not? 

Mr. Rhodehouse. They do particularly ; yes, sir. 

Mr. Sweet. Prior to that time you did not have a congested condi- 
tion, to any great extent? 

Mr. Rhodehouse. At times we did. We are situated in that par- 
ticular territory where we have congestion right along, but there are 
times, of course, when we do not have it. 

Mr. DoREMus. What is the principal market now for the products 
of Youngstown and that vicinity? 

Mr. Rhodehouse. In Youngstown there are a number of plants 
making semifinished materials, such as blooms, billets, slabs, etc., 
which are sent to mills in near-by cities to be finished into war mate- 
rials of one kind or another. 

Mr. DoREMus. What is the ultimate destination of those products, 
do you know ? 

Mr. Rhodehouse. The larger percentage of them are consigned to 
the United States or allied Governments and exported. Some of 
these materials are consigned to firms manufacturing war supplies to 
be shipped to Europe. 

Mr. DoREMus. What particular water competition affects the rates 
from Youngstown east? 

Mr. Rhodehouse. East? 

Mr. DoREMus. Yes. 

Mr. Rhodehouse. There is no water competition affecting those 
rates. You mean to the Atlantic seaboard? 

Mr. DoREMus. Yes. 

Mr. Rhodehouse. There is none. 

The Chairman. The Ohio River is navigable from there west and 
south. 

Mr. Rhodehouse. Xot from Youngstown. We are not on the 
Ohio River. We are on the Mahoning River, which is not navigable. 

The Chairman. We are very much obliged to you. 

FURTHER STATEMENT OF MR. C. H. BARLOW. 

Mr. Barlow. Mr. Chairman, I would like to give some data show- 
ing the extent to which application has been made, granted, and 
denied under the law as it is now on the statute books. It will be 
interesting to see how the whole country would be affected with a 
rigid fourth section act. I will be glad to put these figures in the 
record. 

I have, through the courtesy of the department of fourth sections, 
so called, of the Interstate Commerce Commission, the folowing 
data : 

The total number of applications made by the railroads under the 
fourth section of the law, the long-and-short-haul provisions of the 
law, since February 17, 1911, when the present law l)ecame operative, 
is 11,295. The number of applications filed prior to February 17, 
1911 (the law providing that six months' time should intervene be- 
fore the permissive part of the law became effective), was 5,031. 
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Therefore there has been filed under the law since February 17, 
1911, 6,264 applications. 

The total number of orders issued which have disposed of applica- 
tions in full — ^that is, issued by the Interstate Commerce Commis- 
sion — is 8,302. The number of orders granting the authority sought, 
in whole or in part, is 5,436. The number of orders denying appli- 
cations in toto is 2,866. The number of applications still pending is 
2,993. I will say in regard to the last-named applications that the 
number includes simply the numbers of the applications in the files 
of the commission. For instance, the applications of the Southern 
Railroad would only carr^ one number in the files, but that might 
include, and does substantially include, 500 or more reliefs sought on 
that system. 

Of the 2,993 applications last mentioned — ^that is, those undisposed 
of — ^Iiearings have been held on approximately 500, which are now 
befoi-e the commission for consideration in one report. Of the 
total of 11,295 applications filed, only 28 related to transcontinental 
traffic. Of these 28, 19 were filed prior to 1911 and 9 subsequently 
thereto, and all of these have been disposed of by the Interstate 
Commerce Commission. 

The Chairman. Do you know how many of the last number of 
applications were made upon actual or potential water competition — 
either or both ? 

Mr. Barlow. Of the 28 I do not. Of the total number they are 
mostly such cases as those illustrated by Mr. Glover. 

If the committee will be i)leased to listen to me in regard to that, 
I will say this: The operation of the commission, as I understand 
it, is this: Where two lines from some given point to some given 
point of destination are of different len^hs, the longer line being 
not to exceed 115 per cent of the shorter line, the longer line is per- 
mitted to meet the shorter line rates, but must apply that short-line 
rate at intermediate points, no railroad being given relief where the 
distance is not in excess of 115 per cent of the short line. Where the 
distance exceeds 115 per cent of the short line, it creates prima facie 
evidence that it needs investigation. If it should prove to be 50 
per cent greater than the short line, the policy of the commission, 
as I understand it to be, is this, that the long line must make no 
higher rates for equal distance than is made to the terminal points 
by the shorter line. 
* Belief is only granted in this way : If the short line is 400 miles 
in length, the long line can charge no greater rate for 400 miles, and 
relief is only granted for the difference in distance between 400 
miles and the distance to final point of destination. 

The Chairma:n. You mean an intermediate point that is more 
than 400 miles 

Mr. Barlow (interposing). There relief would be granted. 

The Chairman. They might charge for all over 400 miles, such 
charge as the commission decides is reasonable? 

Mr. Barlow. Yes. There is one instance in the South that I 
would like to call your attention to : The short line was practically 
100 miles long, and the long line was practically 200 miles long. 
The commission denied relief, but upon the reopening of the case 
they granted relief to the longer line. 
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The general policy of the fourth section board, as I understand it, 
is that where the longer line is 100 per cent more distant ,thaii the 
shorter line, they consider that a waste of transportation, and they 
hesitate to grant relief. In some cases relief was denied, but in this 
particular case it was shown that both the shippers and the receivers 
were located at the point of origin and at the point of destination 
on the long line. Tney had three mills there, and they could not 
use the shorter line, and after special investigation and a survey of 
the whole terminal situation, the commission did in that case grant 
relief. 

I mention that to show that each situation arising has its own 
peculiar conditions, and the necessity of leaving the decision of these 
matters where you have placed it, in the hands of the Interstate 
Commerce Commission, so that an intelligent survey may be made 
and each case decided on its merits, which is, as we understand it, 
what the present law contemplates. 

The Chairman. Yesterday you said something that I intended to 
question you about, but which I did not. You said, as I recall, that 
there was a charge for terminal facilities, not as such, but included 
in the rates. Do you mean that is included in the transportation? 

Mr. Barlow. Yes. 

The Chairman. I wish you would explain that so that the mind 
of a layman can get hold of it. 

Mr. Barloav. Let me illustrate it by the so-called trunk line ad- 
justments, which includes the rate from the Atlantic seaboard to 
the territory north of the Ohio and Potomac Rivers and east of the 
Mississippi. That embraces more than half of the traffic of the 
country. 

The Chairman. That is official classification territory ? 

Mr. Barlow. Yes; that is official classification territory. The 
trunk-line adjustment of rates was established in 1876, or about that 
time. It provided that New York and Chicago should be the basis 
of adjustment of rates in that entire territory. That is to say. New 
York and Chicago were the 100 per cent points. All other rates in 
the territory are related to the Chicago rate. That is to say, Pitts- 
burgh takes 60 per cent of the Chicago rate ; Youngstown takes 67 
per cent of the Chicago rate. 

The Chairman. You mean, from New York to Chicago? 

Mr. Barlow. Of the New York to Chicago rate. For instance, if 
the rate is $1 from New York to Chicago, the rate to Buffalo would 
be 60 cents and to Youngstown it would be 67 cents. 

The Chairman. That is, through from Youngstown to Chicago? 

Mr. Barlow. No; from New York to Youngstown. The rate to 
Detroit and Toledo would be 78 per cent of Wie Chicago rate, the 
rate to Indianapolis would be 93 per cent of the Chicago rate, and 
the rate to St. Louis would be 117 per cent of the Chicago rate. 

The Chairman. Leaving New York and going to all of these other 
places? 

Mr. Barlow. Yes. Those are worked out substantially the short 
or workable line distance. In arriving at those percentages they 
took a hypothetical rate of 25 cents from New York to Chicago as 
the basis. They deducted 6 cents from that 25 cents, being 3 cents 
oh each end for terminal charges. They then reduced 
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The Chairman (interposing). You mean, that 25 cents embraced 
3 cents terminal charges at each end ? 

Mr. Bamx)w. Yes. 

The Chairman. That would make the freight charge 19 cents. 

Mr. Barlow. That would make the freight charge 19 cents; yes, sir. 
Then they found what the rate would be to Indianapolis, and they 
set aside 6 cents for terminal charges, and apportioned 19 cents on 
the basis of the distance and then added back the 6 cents for terminal 
charges, and that made the Indianapolis rate 93 per cent of the Chi- 
cago rate. So in all that territory the rates established originally 
since we have had the so-called trunk-line scale, provided a terminal 
charge of 3 cents at each end, and it is always added to the rate for 
transportation, which is obtained in the manner in which I have 
illustrated it in the case of Indianapolis. 

In the recent decisions of the Tntei-state Commerce Commission, in 
reference to the so-called Central Freight Association territory, 
which embraces western New York, Pennsylvania, Michigan, Ohio, 
and Indiana, and business between those States and Illinois, the 
commission devoted a good share of two days to testimony on behalf 
of the carriers as to the cost of the terminal charge at both ends. 

The first-class rate in that territory for 30 miles was 7^ cents, 
and the commission advanced it, T believe to 25 cents, based largely, 
I think, upon the showing made by the carriers as to the cost or the 
terminals. 

The Chair3ian. You say it was increased from 7^ cents to 25 cents 
per hundred pounds? 

Mr. Barlow. Per hundred pounds first class. 

The Chairman. Then the terminal charge is more than double the 
line haul. 

Mr. Barix)w. Yes; in that instance. Of coui'se, 7^ cents was an 
extremely low rate, and it came about by reason of a law passed by 
the Legislature of the State of Ohio in 1854, in which they fixed the 
maximum rate in the State at 5 cents per ton per mile, and 5 cents 
per ton per mile is 7^ cents per hundred pounds for 30 miles. 

The Chairman. That was the statutory rate in Ohio ? 

Mr. Barlow. That was the statutory rate in Ohio, which was re- 
pealed three years ago. That was based on that old law, which pro- 
vided that low rate. 

The Chairman. That is, the low freight rate. 

Mr. Barlow. Yes: of 7^ cents. 

The Chairman. Upon what did they base the excessively high 
terminal rate? 

Mr. Barlow% In the new tariff? 

The Chairman, You said it was 25 cents, and only 7^ cents was 
the charge for the line haul, by reason of an old Ohio statute, and the 
balance between 7^ cents and 25 cents was the terminal charge. 

Mr. Barlow. I beg your pardon. 

The (^hairman. That is the way I understood it. 

Mr. Barlow. I did not intend to convey it in that way. The com- 
mission has determined that 7^ cents for 30 miles was a subnormal 
rate and an unprofitable rate. 

The Chairman. Thirtv cents? 
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Mr. Barlow. No; 7^ cents for 30 miles. They determined that 
was an unprofitable rate. 

The Chairman. Did they determine it was not equal to the cost 
of operation? Was it less than the cost? 

Mr. Barlow. I do not think they said so, but they accepted the 
testimony of the railroads; and I might say, on the part of the ship- 
pers, it was perfectly evident that that was not a profitable rate. 

The Chairman. Was it also perfectly evident that it was below 
the cost of operation i 

Mr. Barlow. I say we thought that the rates were imreasonably 
low, and that the shippers could well afford to pay a higher rate than 
that. 

The Chairman. Then, was not the act of the Ohio Legislature 
void if it required them to perform the service at a loss? 

Mr. Barlow. I rather think that argument had its effect on the 
Legislature of Ohio. The shippers of Ohio went before the legisla- 
ture and asked them to repeal the law. They believed that rate was 
too low. 

In the determination of the auestion finally, due consideration was 
given to the cost of the terminals at each end, and the road haul; and 
the rates in that territory to-day are substantially 37^ per cent higrher 
than they were before the Interstate Commerce Commission fixed the 
rates, and they took effect on October 1 last year. 

I do not mean by that the roads will earn 37^ per cent more, 
because I have no idea what proportion of business was carried 
under each rate ; but, figuring the rates themselves as rates merely^ 
they are substantially 37^ per cent higher than the old scale — forced, 
to some extent at least, by the old statute of the State of Ohio. 

The Chairman. Xow, did the Interstate Commerce Commission 
authorize the 25-cent rate and the excessive terminal charge in order 
that the haul charge and the terminal charge together should he a 
reasonable rate? 

Mr. Barlow. Yes; I would so understand. 

The Chairman. Without any reference to how much the terminal 
service was actually Avorth ? 

Mr. Barlow. Very exhaustive figures were given showing the cost 
of the terminals, which were pretty generally accepted by the protes- 
tants as well as the carriers. 

The Chairman. What was the relative difference in the cost for 
terminals and for transportation service within the 30 miles? 

Mr. Barlow. That is difficult to determine in discussing one i*oadr 
which carries first, second, third, and fourth class merchandise in 
less-than-carload quantities. 

We assume that, substantially speaking, the cost of terminals on 
each one of those classes is almost alike. But the first-class rate is 
much higher than the fourth-class rate, of course, because the first- 
class rate includes dry ^oods, boots, and shoes, and the fourth-class 
rate includes soap and iron. The expense of terminal handling is 
substantially the same on all four classes. 

If we make a rate of 26 cents on first class, 20 cents on second 
class, 15 cents on third class, and 10 cents on fourth class, we must 
say that the aggregate of those four rates, based upon the tonnage 
handled under each one of the four classes, will aggregate the ter- 
minal charge at each end, and also the line hauL It you haul 30 per 
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cent of your business at fourth class, and 20 per cent of your busi- 
ness third class, and 10 per cent of your business second class, and 
the remainder first class, then you must fix a fibrst-class rate, so that 
when the percentage relation of the second, third, and fourth classes 
to the first class is established the four of them combined will pro- 
duce a charge that will, in the aggregate, cover the terminal expense, 
the line haul, and a fair profit. 

Mr. Dew ALT. One of the gentlemen who appeared before the com- 
mittee, in his statement the other day gave this example of discrimi- 
nation — and if my figures are incorrect I hope you will correct me — 
he said that the freight charge from Pittsburgh to San Francisco 
on structural steel showed a discrimination as against Reno, Nev., 
of 78 per cent at one time, and that that discrimination had been 
i*educed to 15 per cent. 

Mr. Shaughxessey. It had been reduced by the order of the Inter- 
state Conmierce Commission ; yes. 

Mr. Dewalt. And that afterwards that was modified to make a 
discrimination of 48 per cent as against Reno, and that that was the 
present rate now existing. 

Mr. Shaughnessey. Subject to certain modification, that illustrates 
it up until the 15th of March, when the discrimination was removed. 

Mr. Barlow. There is no so-called discrimination now. 

Mr. Dewalt. In presenting that thought to my mind, this occurred 
to me, and I want to know whether it is correct : That discrimination 
of 48 per cent, if it still existed, would it permit people to ship iron 
to San Francisco, and they getting control of that freight afterwards 
ship it back to Reno and sell it mere at such prices as they saw fit, 
because of the fact that the transportation rate from San Francisco 
back to Reno would permit them to do that? Do you know whether 
or not that was done s 

Mr. Barlow. They did do that up to the time you changed the 
law, and the Interstate Commerce Commission took hold of the 
matter. The rates to Reno were the full combination of locals on 
Sacramento. In some instances in past years the rate to Salt Lake 
City has been the combination of locals on San Francisco. The 
sp^ker condemns that unqualifiedly as being unjust and unreason- 
able, 

(Thei*eupon, the committee took a recess until 2 o'clock p. m.) 

after recess. 

The committee reassembled at 2 o'clock p. m., pursuant to recess. 
The Chairman. You may proceed, Mr. Barlow. 

STATEMENT OF H. C. BARLOW— Besumed. 

Mr. Barlow. Mr. Chairman, if the members of the committee 
please, I would like to refer to the last question asked, I think by 
Mr» Hamilton, in regard to making rates to interior points the com- 
bination of the locals, a practice which I condemn. 

The Chairman. That was a question by Mr. Dewalt. 

Mr. Bahlow. My judgment on those questions is this : That where 
a railroad asks to voluntarily depart from an established adjustment 
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of rates at San Francisco, for example, as I illustrated, it takes upon 
itself duties which it owes to the intermediate country. It can not, 
in my judgment, disrupt a normal situation without doing substan- 
tial justice to those that may be or are affected by it. I do not mean 
by that that the rates to Reno should always be the same to San 
Francisco. There may be reasons why they should not be, under 
certain conditions. But Reno should be treated fairly when the 
rate to San Francisco is changed, and to make the rates to Reno a 
combination of locals on San Francisco is unjust and unreasonable, 
in my opinion. 

Now I have always felt that it was the conditions growing out of 
past situations which made the rate to Reno the full combination 
of locals on San Francisco, that lead this Congress, in their judg- 
ment, to change the law and put the power to control that situation 
in the hands of the Interstate Commerce Commission; because you 
say the extent to which they may depart from the prohibition of the 
fourth section, the long and short haul provision. It rests there. 
I can not voice the opinion of the Interstate Commerce Commission, 
but I have been before them for twelve years. I have been in this 
work all my life, and I am trying to speak viewing the whole inter- 
ests of the country, and not representing Chicago m this matter. I 
do not believe that the past conditions under which this intermoun- 
tain country had, in my opinion, just reason to complain, will ever 
exist again under the law as it stands to-day ; that when the rates 
are from necessity reduced to the Pacific coast, due and proper con- 
sideration will be given to that changed condition and its operation 
upon the interests of the interior, the intermountain country, and 
all the rest of the country. That is the purpose of the law as I 
understand it to-day. 

The Chairman. Well, Mr. Barlow, I want to ask you a few ques- 
tions about terminal charges that, I will admit, are not very pertinent 
to this bill, but they are pertinent to the whole railroad" situation ; 
and you seem to be so well informed on these matters, which is tJie 
reason I am asking you, not with any particular reference to the 
present bill, and I feel like apologizing for going outside of the 
bill, but we have to get information where we can, and as you are 
here and available, I want to ask you some further questions on the 
general effects of the bill. Now, in speaking of terminal charges 
being included in the rates so far, are the rates being adjusted 
to-day so as to absorb the terminal charges — has that applied alone 
to freight traffic or does it also apply to passenger traffic? 

Mr. Barlow. My judgment is that it has been in the major por- 
tion applied to freight traffic and not to passenger traffic. 

The Chairman. The terminals are usually separate. 

Mr. Barlow. Usually the terminals are separate. The standard 
passenger rate was fixed at 3 cents a mile, generally, in this so-called 
eastern territory. Some of the States have found it desirable to make 
it less. Now, what operated on their minds to fix those rates I, 
not having had much experience in passenger service, being a freight 
man, am not prepared to answer. I should think, however, that in 
the main the discussion of the terminal situation has been devoted 
more to freight than to passenger traffic. 
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The Chaibman. Is it not also substantially true that about three- 
fourths of the entire revenue of railroad companies is derived from 
freight traffic? 

Mr. Barlow. Yes, sir; or two-thirds is a fair estimate. 

The Chairman. Now, is it a fact that in arranging or adjusting 
or arriving at the amount of terminal charges of 3 cents a himdred 
it was applied generally to all kinds of traffic and classes of traffic 
and to all kinds and classes of terminals? In other words, did it 
appl^ to all the freight uniformlv, 3 cents a hundred, regardless of 
the investment in station, or wherever it was, or the amount of 
expense involved to the railroad company in the construction and 
maintenance of terminals? 

Mr. Barlow. That is true in the official classification territory. 

The Chairman. I mean official classification territory. 

Mr. Barlow. I apprehend that that was a fair estimate of about 
what the terminals would be. You will appreciate the fact that in 
many instances the terminal at the smaller stations is more expensive 
than at the larger stations. 

The Chairman. That is, the buildings are not, but the mainte- 
nance of it? 

Mr. Barlow. No; the expense of receiving and delivering the 
freight. 

The Chairman. Per hundred pounds? 

Mr. Barlow. Per hundred pounds. That depends upon the vol- 
ume of traffic. You can readily appreciate that to load a box into 
a train, to unload it at some little small station, stop that train, and 
go to all the expense of stopping it, the crew going back and finding 
that box and unloading it, then relocking the car and starting the 
train again, is a much more expensive terminal per hundred pounds 
than it cost originally to handle that box in Chicago, where there 
were hundreds of carloads. 

The Chairman. That is undoubteldy correct. I do not know my- 
self, but it is so evident that it does not require any evidence in sup- 
port of it. 

Now, I want to ask you this further question: Has the terminal 
charge that has been made, 3 cents a hundred, has that been suffi- 
cient to give a reasonable and fair return upon the value of the prop- 
erty comprising the terminals and the services, the special terminal 
services, that had to be rendered regarding the freight handling? 

Mr. Barlow. Well, my judgment would be this, Mr. Chairman, 
on that point: Inasmuch as that terminal of 3 cents at each end was 
fixed in, say, 1876, it is either too small or too large now, under the 
changed conditions. I am inclined to think that it is too great on 
the straight carloads of freight which the shipper loads and unloads 
on his own private sidings; and you may say that the carload freight 
of this country is approximately 90 per cent of the gross traffic 
hauled by the railroads. The less-than-carload merchandise traffic 
is substantially 8 per cent of the tonnage, and constitutes from 16 
to 19J per cent of the gross tonnage of the railroads. Now, since the 
deduction of 3 cent^ on all freight was put into effect — or the calcula- 
tion of that — ^the terminals providecl bv the shippers have very 
greatly increased. I am inclined to think that the value of the 

6065»— 18 n 
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lerininals which are now provided hj the shipper may be greater 
than the value of the terminals provided by the railroads. 

The Chairman. And to that extent the railroads are relieved of 
having to provide the terminals ; or if they did provide them, would 
it substantially increase the terminal capital charge and service of 
the railroad company ? 

Mr. Barlow. Yes; enormously. The^r would have to provide 
team track or 3ome other manner of receiving and delivering ireight, 
and that in the great cities now, as well as in the smaller towns, 
would be an enormous burden. Now, inasmuch as the development 
of the private terminals owned by the shipper has increased so in 
recent years, I am inclined to think that the 3 cents deduction for 
terminals on carloads is a little bit excessive. I am inclined to tliink 
that the 3-cent deduction on less than carload traffic is too smalL 

The Chairman. Well, now I want to find out if I can — ^and I 
think you know — as to whether or not the terminal revenue — I will 
put it this way — that is, that is absorbed in the line haul, in the 
charge — if that terminal revenue is equivalent as a fair return for 
services and capital investment, is sls fair a return as the rate charged 
on the freight — for the actual movement of the traffic? Is the return 
on capital that the railroads have put into railroad terminals, to- 
gether with the necessary services performed, on a parity with the 
return on capital that is invested in the railroad and equipment, 
or about what relation does it bear? In other words, which does 
the railroad make the most money on, on the capital and services 
rendered in the movement of the freight or on the capital and serv- 
ices rendered in what you would call terminal services? 

Mr. Barlow. Well, my judgment would be that they make the 
most money out of the movement of the freight. 

The Chairman. In other words, that the charge that it receives 
for moving the freight, the fare received, is a better return on the 
capital invested and the services rendered on the movement for line 
haul, than it is in the way of return on the amount of capital invested 
and the expenses incurred in maintaining terminals? 

Mr. Barlow. This is my idea, that there is more profit in the 
amount apportioned to the line haul than there is in the amount 
apportioned to the terminal charge. 

The Chairman. That is a very good expression, and better than I 
could have formed it. 

Mr. Barlow. For this reason : The terminal charge is a stationary 
thing at both ends. It may vary a little with increasing cost of han- 
dling, but the haul charge increases in relative profit as your distance 
increases. That is to say, by way of illustration, take a train of 
2,000 tons from Buffalo to Chicago over the Lake Shore road; deduct 
your terminals, and it would be almost impossible to determine how 
much the last hundred miles of that haul cost per hundred pounds. 
You could not find it. 

The Chairman. It would be so little ? 

Mr. Barlow. Yes; you could not find it. Therefore, as your haul 
increases, and vour rate relatively increases — not at the same rate per 
mile but at a lair relative increase — ^your profits, of course, multiply 
very rapidly, and your terminals are substantially a fixed quantity on 
both sides. Therefore I say the major profit of the railroads is in 
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that portion allotted for line haul and not in the amount allotted for 
terminals. 

The Chairman. Well, is it not also a fact that in the last 10 or 15 
years the increased requirements in the way of capital inyestment for 
terminals has been much greater, relatively, than the increased de- 
mand of capital for the facilities for line hauls? 

Mr. Barlow. I don't know, but it ought to have been. And, Mr. 
Chairman, what we are suffering under now is the want of engines 
and terminals; we have got plenty of cars if we had room to handle 
them 

The Chairman. The congestion, then, is not a question of moving 
the freight over the rails so much as it is at the terminals and the 
number of cars necessary for the movement of the freight? 

Mr. Barlow. WeU, I would answer that in this way, if you please. 
I think there is a sufficient number of cars. There is a lack of loco- 
motives and a very severe lack of terminals. 

The Chairman. I intended to say .locomotives instead of cars, be- 
cause if the trains — ^if the cars can not be unloaded — if they can not 
be carried because of insufficient locomotives, and then in" the next 
place can not be expeditiously unloaded when they arrive, that pro- 
duces congestion. 

Sir. Barlow. Yes. It is nothing unusual to take a week' to deliver 
a car after it reaches Chicago. Now, that is a cruel waste of equip- 
ment. It is a cruel penalty on the shipper. And right on that 
thought, if I may digress a little, I think we should always bear in 
mind what it costs commerce to have poor transportation service. 
We lose sight of that. Say the value of the commerce carried by the 
railways in this country is $220,000,000,000 a year — that was esti- 
mated for one year, I think 1908 or 1910 — and there is an unusual 
delay of a day or two days. See what 6 per cent interest on that 
means. And somebody must pay it. You can't avoid that, and that 
gives vou some idea how good or bad service affects commerce. 
Therefore we need terminals and engines for rapid movement. The 
shipper wUl unload the car, and he will load it promptly if the rail- 
roads can get it to him. 

The Chairman. Well, now I am coming at last to what seems to 
me to be a very pertinent question, and that is whether we shall not 
at least commence to make a specific separate terminal charge for 
terminal services; and that the terminals, or the capital invested in 
terminals and the services rendered, should render a reasonable and 
fair return to the railroad company, which is not done now, but 
ma^ be made up by tm in crease of terminal charges, looking to an 
ultmiate reduction in the transportation charges as much as possible. 

Mr. Barix)w. My judgment" is in the negative of that, Mr. Chair- 
man. That is foreign to the way of making American freight rates. 
Under a system of that kind you might make the terminals of the 
railroads so profitable as a going institution that they would abso- 
lutely discourage the shipper furnishing his own terminals, and 
that would add infinitely to the capital invested in railway terminals, 
»5 is the situation in England to-day. Now, Mr. Chairman, I be- 
lieve we should continue to make rates, including in the rates a fair 
allowance for terminals, but they should be published as one rate. 
I believe we are moving rapidly toward the solution of the terminal 
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problem in that direction, as all the recent decisions of the Inter- 
state Commerce Commission point. We wish to conduct our busi- 
ness with one gross statement of what it is going to cost us to do it, 
from me to you, and you to me. We do not want any division of it. 
And I repeat, you might encourage by trying to fix a terminal charge 
that would make terminals profitable, an enormous increase in the 
capitalization of the railroads for terminals which you would be con- 
stantly compelled to pay on, and possibly ultimately absolutely elimi- 
nate the shipper's private terminals, the development of which I say 
is in large measure the solution of the terminal question. 

The Chairman. Well, the shipper's private terminals, as I under- 
stand it, are simply a convenience to himself, and the cars are car- 
ried there to his private terminals and he loads and unloads the cars 
with an economic benefit to himself that he does not have to haul his 
freight from his manufactory to the railroad company wherever it 
might be, wherever the railroad terminals might be ; and I can not 
see why we would not still have private terminals, just as we have 
now, provided it did not involve an additional expenditure on the 
part of the railroad company. 

Mr. Barlow. The private terminal is a convenience to the shippei 
and one of great economy to the railroads. There is a mutual rela- 
tion there. 

The Chairman. I know the railroad is released from providing ter- 
minal facilities; in other words, it can get along with less terminal 
facilities by these private companies arranging for themselves their 
own terminals, but the private manufacturer or shipper would do 
that anyway. 

Mr. Barlow. Let us see, Mr. Chairman, whether he would. 

The Chairman. Why wouldn't he? 

Mr. Barlow. Let us see what the result might be. 

The knowledge that the shipper can have and build his own 
private terminal takes him out of the congested districts of a great 
city. If he did not do that, the railroads might be compelled, and 
would be, to furnish terminals in the congested district of the city. 
I have in mind one team track in Chicago owned by a railroad which 
holds 33 cars, and the property on which it is located is worth about 
$4,000 a front foot. Now, that team track is in great demand, be- 
cause it is located near Madison and Canal Streets, right in the 
center of the city. People would want to use the most expensive 
terminals. Now, why not say to them, " No ; we can not go on in- 
creasing terminals oi that kmd. Go outside; get away from this 
congested district; put in your own terminals and use them." And 
that saves the enormous capitalization of the railroads and lets the 
shipper bear his part of it. And I apprehend and fear that any 
attempt to subdivide the rates of the railroads into line haul and 
terminal, fixing the terminal at such an amount as would bring a 
fair return upon the investment would, as I again repeat it^ lead to 
enormous expenditures by the railroads for terminals, because they 
would be profitable and curtail the movement for private terminals. 

The Chairman. You think that the railroads — ^that the capital 
invested in terminals of the railroads, if the terminals were remu- 
nerative, that the terminal charge that was provided for would be 
more profitable than the capital invested in the rest of the railroad 
property? 
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Mr. Barlow. Perhaps not; but wherever you fix a compensation 
that will make an investment profitable, you encourage that invest- 
ment. You can not avoid it. 

The Chairman. But at the very moment you begin to do that, you 
reduce the profit on the terminal charge that is not now included as 
part of the movement of the car. You are taking off of one and put- 
ting it onto the other. 

Mr. Barlow. But I would approach that with a great deal of 
apprehension. I think we had better stand by what has been the 
long-established American principle. 

The Chairman. Which is in effect what? 

Mr. Barlow. That the terminals are comprehended and included 
in the gross rate. 

The Chairman. And the effect of which is forever and continu- 
ously to increase the freight rate, the movement charge. 

Mr. Barlow. No; I think not, Mr. Chairman. I think the way 
we are approaching the subject now, that due consideration will be 
given to the line-haul profit in connection with whatever is considered 
a fair apportionment for terminal. And again, Mr. Chairman, if 
you are to fix the terminal charge based upon a return upon the 
property investment, you would have a different terminal charge at 
every city; and while it might not be_ undue and unjust discrimina- 
tion, yet it would be discrimination and would tend to restrict the 
movement of traffic to and from certain points. It might have that 
effect, and my idea is that the ^eatest distribution of traffic possible 
under all and competitive conditions is the best method of building 
up the country at large. 

The Chairman. The result of present conditions is, as I see it, 
practieally that terminal service is a free service to the man who 
receives it. 

Mr. Barlow. No; if you will refer to the decision of the United 
States Supreme Court in the Los Angeles switching-charge case, the 
court held there that it must be a fair assumption that these terminal 
expenses are included in the rate. There an effort was made to put 
on an extra charge at Los Angeles, appealing from a decision of the 
Interstate Commerce Commission which was against it, and the 
courts sustained it. 

The Chairman. Because the custom had been just as you have 
been stating it — that the terminal service was part of the line haul 
or charge or fare. 

Mr. Barlow. Included and taken into consideration. 

The Chairman. And increased the charge to that extent. Now, 
then^ you are afraid that a fair return on terminals would be so 
printable that the railroads would no longer permit shippers to have 
their own private terminals? 

Mr. Barlow. Not that they would refuse, but they would dis- 
courage it. 

The Chairman. They would not discourage it unless the charge 
made for terminal was more than an average fair return on the rest 
of their property. 

Mr. Barlow. I can only repeat that where you make any particular 
service profitable you encourage the investment in that service. That 
is human nature. 
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The Chairman. Then that implies, of course, that the only way to 
prevent that is that you shall have an unprofitable service — I mean 
that a branch of this service shall be unprofitable. 

Mr. Barlow. Not necessarily. Your terminal service should be 
fairly adjusted, but included with and in the rate itself, and all ttie 
conditions and circumstances must be taken into consideration. It 
was disclosed, if you please, in the Texas-Louisiana case that to 
charge for the short distances, even the full amount which the com- 
panies claimed was their actual terminal expense, the business would 
all go by automobiles. 

The Chairman. Well, but your arrangement of terminal charges 
could vary just like the rate does. Now, I do not remember a single 
case, a large case, in which there has been an application for an in- 
crease of freight rates that the complaint has not been made by the 
railway executives that by virtue of local requirements and pride 
and pressure of cities that they were continually having to add to 
their capital in the way of increased terminal facilities and the 
expense connected with these nonremunerative investments — that is 
what they call them, nonremunerative. Now, if the terminals do not 
pay, are nonremunerative, if it is a losing investment, the more that 
investment is increased with no return for it the more you have got 
to earn on the remunerative portion of the service, and I see no end 
of increased freight rates and transportation charges. I see no 
injustice to the passenger that gets off in the city of New York in 
a splendid passenger terminal, where he does not have to travel in a 
hack or in a boat — I see no reason why he should not pay a terminal 
charge for the benefit of that splendid passenger terminal in Ne^*' 
York City. 

Mr. Barlow. I can not discuss with you the passenger situation, 
but let us see if the argument of the railroads in regard to freight 
terminals is not in large measure a f alacy ; the investment in freight 
terminals and the investment of this so-called unprofitable amount is 
made necessary only because of an increase in business. And if there 
is an increase in business that requires an increase in terminals, then 
the investment in terminals is not unprofitable. It must be profitable. 

The Chairman. But, Mr. Barlow, the increased cost of the added 
land in congested cities is out of all proportion to the increased 
demand for those facilities. Now, an ex-Member of the House, and 
a gentleman of high character, whose word will be taken anywhere 
where he is known, told me that, in conversation with James J. Hill, 
when Mr. Hill was thinking about building a railroad from Chicago 
into the city of New York — that Mr. Hill said, after making a thor- 
ough investigation of it, that it would cost as much to him after 
reaching the city limits of New York to build into New York, and 
the terminals, as the whole 1,000 miles would cost from Chicago to 
New York. 

Mr. BARiiOw. That may be true, and the rates that he might be 
permitted to charge would be altogether out of proportion to just 
simply the line haul from the city limits of Chicago to the city limits 
of New York. 

The Chairman. Now, do you mean to be understood that if such 
a road was built from Chicago to New York, costing as much to gjet 
into the cit\', which is a purely terminal matter, as it did to build the 
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entire 1,000 miles, that then that entire terminal aervicse should not 
be determined or measured — ^I mean the value of it — ^by the invest- 
ment, but that it should remain at your stationary idea of 3 cents a 
hundred, regardless of the cost of the land that it takes to get in 
there, the cost of the millions that has to go in to buy the right of 
way and ground on which to put up a terminal ? 

ilr* Babi/)w. Well, as I stated, Mr. Chairman, you will recall that 
I thought that inasmuch as the 3-cent terminal at each end was fixed 
in 1876, or thereabouts, it is probably either too low or too high now. 
My judgment is that it was too high on carloads and too small on less 
than carloads. But I still maintain that it would be unwise, bad 
economy, to undertake to subdivide the line haul from the terminal 
and make a separate charge for each. I, however, frankly concede 
the justice of a fair computation of the value of the terminal service, 
and it to be included in the line-haul rate. To build a road from 
Chicago to New York now and buy the terminals that would take 
care of any volume of business in the two cities would probably make 
necessary such rates, if a return was to be paid upon the entire value 
of the property, that the public could not use the road at alK 

The Chairman. It is true that rates are not altogether made with 
reference to the value of the property, but the capital put into rail- 
roads must return something or it will not be put in. The road 
would not be built, and that brings about your congestion. Now, it 
seems to me that we are going to have to come to that, and the sooner 
you practical men begin to think about it, the better, because it is 
now a question, as I understand it, whether it will take more money 
to contmue to build terminals to the extent that business requires 
them than it will to build any and all additions to the railroads; and 
that the capital invested in terminals to-day is practically equal to 
all the rest of the capital invested in the railroads. 

A gentleman from Chicago, who was president of a very great 
railroad company, once told me that if he were given the choice 
between the terminals of the Illinois Central Eailroad Co. and the 
rest of the property, he would take the terminals and make money 
by doing it. 

Mr. Barix>w. I would not do that. I think the Northwestern 
would come nearer to it. 

The Chairman. Now, is the increase of capital for terminals — and 
they are needed, and we have got to have them ; there is no question 
but what you are right about that, and without it we are going to 
have congestion and no movement, or very much of a restricted move- 
ment — it seems to me that the traffic — ^that is, the movement of traffic 
can not stand the increased freight rates that naturally are required 
to take care of all these unremunerative investments, and I do not 
know of anyone that I could talk to that knows any more about it 
than you do. 

Mr. Barlow. Mr. Chairman, you woiXld find, if you were familiar 
with Chicago, that the majority of the nonremunerative investments 
in real estates, etc., which the companies have bought, they have 
bought to protect themselves against the future growth of the city, 
and they bought much of it very cheap. 

The Chairman. I was out to Kansas City, a short time ago, and I 
saw the new passenger station almost as high as the dome of the 
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Capitol, and .1 wondered what utilitarian purpose there was con- 
nected with the building of such a station as that — ^there was no reve- 
nue from it. 

Mr. Barlow. Mr. Rea, of the Pennsylvania, on the witness stand, 
said that the Pennsylvania Railroad, as I recall it, built the terminals 
in New York because he thought that it was proper that the greatest 
railroad in America should have a station of that kind in the metro- 
polis of the country. 

The Chairman. But it seems to me that the gentlemen who get the 
benefit of it ought to pay for it. 

Mr. DoREMus. As a general proposition, under normal conditions, 
does the through rate from coast to coast, control the rates from in- 
termediate points to the coast? 

Mr. Barlow. From intermediate points to the coast, yes; in a 
general way. That is to say, it has been the policy of most of the 
roads — ^not the policy of one road — ^to place Chicago, St. Louis, De- 
troit, Toledo, and Atlanta on a system of rates that will permit them 
all to sell their goods in competition with the water-borne traffic, 
whethef from the United States or Europe, at San Francisco. 

Mr. DoREMus. Npw, that being true, I suppose it necessarily fol- 
lows that the lower the through rate from coast-to-coast points, the 
lower will be the rate from intermediate points to the coast. 

Mr. Barlow. No higher rate from the intermediate points to the 
coast has been the rule in the past, to the coast city. 

Mr. DoREMus. If the through rate from coast to coast controls to a 
large degree the rate from intermediate points to the coast; then, 
doesn't it necessarily follow that the higher the through rate, the 
higher will be the rate from intermediate points to the coast f 

Mr. Barlow. I do not just follow you there. 

Mr. DoREMus. Well, let me see if I can state it in another way. 
Let me illustrate the point I am getting at in this way : A manufac- 
turer in Chicago has a competitor on the Atlantic seaboard. Both of 
them are reaching out for the Pacific coast business. The manufac- 
turer on the seaboard can use the water route by way of the canal. 
The manufacturer in Chicago can not. In order to compete for the 
Pacific coast trade the Chicago manufacturer must have a rate west- 
ward that is fairly competitive with the water route by way of the 
canal. 

Mr. Barlow. Yes, sir. 

Mr. DoREMus. If he does not get that competitive rate he loses 
the business? 

Mr. Barlow. Absolutely. 

Mr. DoREMus. And if the railroad does not grant him that com- 
petitive rate the railroad loses the business ? 

Mr. Barlow. Absolutely. 

Mr. DoREMus. Now, here is what I am trying to get at: That being 
so, isn't it to the interest of Chicago, Cleveland, Youngstown, De- 
troit, St. Louis, and Niles, Mich., the home of my fnend Ham- 
ilton 

Mr. Barlow (interposing). And where I was bom. 

Mr. Hamilton. I congratulate you. [Laughter.] 

Mr. DoREMus. Is it to the interest of all those points that the 
water rate from coast to coast should be as low as possible? 
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Mr. Barlow. Commensurate with a fair profit and with a stabil- 
ity of service ; yes. But if competition runs to that ruinous condition 
where the service is impaired or eliminated, which would be the re- 
sult if there was no profit in the traffic, then we would all suffer from 
the elimination of the service. But a reasonable rate — that is reason- 
ably profitable to the boat line — would be a benefit to all of us if we 
enjoyed a competitive relation with that rate. 

Mr. DoRBMtJS. And the converse of that proposition would also be 
true, would it not, that if you made any material increase in the 
through rate by way of the canal it would be detrimental to these 
cities to which I have referred? 

Mr. Barlow. I do not just follow that either. I beg your pardon, 
will you repeat it ? 

Mr. DoBEMus. I think you admit that the through rate from coast 
to coast controls to a large extent the rates from intermediate points 
to the coast. 

Mr. Barlow. It does. 

Mr. DoREMus. That being true, the higher the rate, we will say, 
from New York to San Francisco, by way of the canal, the higher 
will be the rate from Chicago by rail to San Francisco? 

Mr. Barlow. Yes, sir; I presume so, up to the point where the rate 
is reasonable and fair. 

Mr. DoREMus. Now, isn't that true not only as to Chicago and 
Detroit, Cleveland and Niles, but also to the entire section of the 
United States, we will say, lying between Alleghany and the Rocky 
Mountains? 

Mr. Barlow. I should think it would be ; yes. But that condition, 
as you define it, must be confined — ^and is naturally confined — ^in 
great measure to the point affected by the unusual competition. 

Mr. DoREMtrs. Now, I did not hear your testimony yesterday. 
What, in your judgment, would be the effect upon the rate from coast 
to coast of the adoption of this bill ? I am speaking now of the all- 
rail route. 

Mr. Barlow. My judgment is this: If we had a rigid fourth sec- 
tion, it would permit of only a very limited competition by the all- 
rail lines in the Pacific coast traffic proper. That, of course, would 
advance your ocean rates. It would possibly eliminate the entire 
central part of this country from any commercial relations with the 
cities on the Pacific coast and confine the interchange of commerce 
to the seaboard ports to a great and major extent. San Francisco 
would then be compelled, substantially, to have all her commercial 
relations on the Atlantic seaboard, to the exclusion of Chicago, the 
benefits which she may derive from buying in Chicago, and we may 
derive by selling to her, which, in my judgment, would be an unfor- 
tunate situation. 

Mr. DoREMus. I thank you very much. That is all I have. 

Mr. EscH. There is just one question I have: Since the 15th of 
March rates to the intermountain country, westbound traffic, are the 
same as to Pacific coast terminals? 

Mr. Barlow. In some instances, yes; in other instances it is lower 
to the intermountain country on some commodities than to the 
coast 

Mr. EscH. The justice of the claim made by intermountain repre- 
sentatives to this equalization of rates, intermountain and Pacific 
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coast terminals, is based upon the fact that they are nearer to the 
sources of production here m the East? 

Mr. Barlow. Yes, sir. 

Mr. EscH. If that contention is well founded, why are they not 
entitled to claim a lower rate than the rate to the Pacific coast 
terminals? 

Mr. Barlow. Under present conditions the rates from Chicago to 
Reno, Spokane, should be less than to Portland or San Francisco 
on every commodity transported. 

Mr. EscH. They are now, you say? 

Mr. Barlow. They are not; but they ought to be now, because of 
the fact that there is no extraordinary controlling condition that 
fixes the rate at San Francisco. 

Mr. EscH. Other than the factor of water transportation. 

Mr. Barlow. Yes, sir. 

The Chairman. Does any other member of the committee wish to 
ask Mr. Barlow any further question? 

Mr. Sanders. I would like to ask Mr. Barlow a question or two, 
Mr. Chairman, bearing strictly on the bill. 

Do you think that water transportation, not destructive of rail, is 
a good thing or a bad thing? Now, you can answer that yes or no. 

Mr. Barlow. Water transportation not destructive? 

Mr. Sanders. Not destructive of rail; is it good or bad? 

Mr. Barlow. Good, because it adds to our total transportation 
facilities. 

Mr. Sanders. Then, is any system of law that permits — ^now, re- 
member I am not saying any system of law does permit — but is any 
system of law that permits the destruction of water transportation 
by rail good or bad ? Just answer yes or no. I don't want to get 
into any argument. 

Mr. JBarlow. That is like asking me have I stopped beating my 
wife. [Laughter.] 

Mr. Sanders. But is any system of law that permits the destruc- 
tion of water transportation by rail good? 

Mr. Barlow. No; I don't tnink we ought to permit the destruc- 
tion 

Mr. Sanders (interposing). That is all I want to know. 

Now, another quCvStion: If there is a system of law on the statute 
books, or a series of decisions by the Interstate Commerce Commis- 
sion — remember, I do not say there is, but if there is — that permits 
the rail communication to destroy water communication, ought that 
condition to be changed by Congress or not? 

Mr. Barlow. I can not answer that yes or no, Mr. Sanders. 

Mr. Sanders. You don't know. 

Mr. Barlow. I do know, but I can not answer it yes or no. 
Mr. Sanders. Then answer it in your own way. 
Mr. Barlow. The question would then be this: What is the class 
of water transportation that you have? 

Mr. Sanders. I am just making an ideal^ illustration. I have not 
cited anv opinions or any law. I am asking the direct question — 
if there is a system of law or a series of decisions of anybody that 
permits the destruction of water transportation by rail, is that a 
good thing for the country at large or not? 
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Mr. BARiiOW. That would depend entirely upon circumstances and 
conditions. If to have a law that will prohibit that we must pay 
rates that will permit a scrap heap of a boat line to run, I would 
say you had better let it alone the way it is now. Let me illustrate 
that, if you please, by referring to the Goodrich Line between Chi- 
cago and Milwaukee. There is a steamboat line that has kept itself 
modern in every sense of the word. They have bought and put on 
fast steamers, they have ffood terminals in Chicago and Milwaukee, 
and their rates between Chicago and Milwaukee are higher than the 
all-rail rates, and they do about all the business 'they want to carry. 
Why ? Because their service is so infinitely better than the all-rail 
lin^. 

Mr. Sanders. Now, I will take your illustration right there. 
Would you indorse a system of laws or a system of decisions of any 
body of men that would permit the destruction of that all-water 
route? 

Mr. BARiiOw. No; I would not, under those conditions, if it is a 
modem steamship line. I think that would be unwise. 

Mr. Decker. I want to ask one question there, because I can not see 
the point. I would like to ask you this question, Mr. Sanders. 

Mr. Sanders. I will answer it if I can. 

Mr. Decker. Don't you believe that horse transportation and auto- 
mobiles are both^ood things? 

Mr. Sanders. Yes. 

Mr. Decker. Well, do you think that we have a right to let the law 
exist so that it will permit the automobile to put the horse out of 
business? 

Mr. Sanders. The automobile can not put the horse out of business. 

Mr. Decker. Why? 

Mr. Sanders. Because no automobile has ever been able to put a 
horse out of business in the field of transportation that the horse is 
specially adapted to. 

Mr. Barix>w. That is my point in regard to the Goodrich Line. 

Mr. Deckers But this is the point I am getting at : What business is 
it of the law to permit or to fail to permit the automobile to put the 
horse out of business if he can? 

Mr. Sanders. None in the world except this: That if we had a sys- 
tem of laws that would prohibit the use of a horse, the use of horse 
transportation where the horse would render better service than 
motor transportation, then I would say that such a system of laws 
was absolutely ridiculous. 

Mr. Decker. You jumped over the word " permit '' and got on to 
the word *' prohibit.' I agree with you on " prohibit," but not on 
"permit." 1 believe in laws that will permit anything to put any- 
thing out of business that will do it honorably. 

Mr. Sanders. I have used the word " destroy," which is to prohibit. 
When you destroy anything — ^my use of the words " all-rail route de- 
stroying a water route," carries with it the prohibition. 

Mr. Baru>w. I would invite the Congressman's attention to the 
fact that under the laws on the statute books to-day that could not be 
done, because the commission may determine the extent to which they 
may make rates that you might fear would bring that about, and I 
think Congress had that in mind when they made the law. 
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Mr. Sanders. As a matter of fact, and not theory, do you not know 
that by the depression of rates and by other means the railroads, par- 
ticularly in the South, where I come from, have put water transporta- 
tion out of business? 

Mr. Barlow. I do not know anything about the South, Mr. San- 
ders. I have traveled there a good deal, but I have never made a 
study of the Mississippi River. 

Mr. Sanders. Now, is it not a fact that bulky, heavy freight — I 
will use, for instance, coal — can be and is transported over water 
cheaper than any rail can handle it ? 

Mr. Barlow. Yes, sir; and my judgment is this 

Mr. Sanders (interposing). Isn't that a fact? 

Mr. Barlow. Yes, sir. 

Mr. Sanders. Now I want to ask you another question about that. 
There is deep water from the coal fields, from the headwaters of the 
Ohio River clear down the Mississippi River to the mouth of it. 
The time was in the recollection of people who are living to-day — 
myself amongst them — when the coal of that country was floated 
down the river by barges. To-day that coal is hauled in freight 
cars. Is that a healthy or an unhealthy condition? 

Mr. Barlow. Well, that would depend entirely upon the benefits 
which the public got out of it. If the public is receiving more bene- 
fit by movmff that freight by rail than it would to turn it to the 
water, I would say let the rail haul it. 

Mr. Sanders. Well, assume, which was the fact, that we got our 
coal cheaper by water than by rail. 

Mr. Barlow. I see no reason why the water line should not oper- 
ate. My judgment is this, if I may be permitted to say so: No 
railroad restricted by the present law that the rate they must make 
must be more than their out-of-pocket expense, can successfully 
compete with a well-organized, responsible boat line that has pro- 
vided itself with terminals where the haul is 500 miles or over. They 
can not do it, and you need not have any apprehension of driving 
any man out of water transportation who equips himself to do 
that business that way. 

Mr. Sanders. Does it not assume that the out-of-pocket cost is 
made up honestly ? 

Mr. Barlow. We have the Interstate Commerce Commission to 
determine that, and I believe they will determine it fairly. 

Mr. Sanders. But I asked you a question^ would you not presume 
that the out-of-pocket cost was made up fairly and honestly? 

Mr. Barlow. Yes ; we must assume tnat ; and we assume that the 
commission will determine whether it has been made up honestly 
or not. 

Mr. Sanders. Now I will ask you a question as a traffic man. If 
this bill would be so amended so as to protect the water routes of 
America from such discrimination and practices as have driven these 
boat lines out of business, would you object to that or not? 

Mr. Barlow. Why, I must answer that no, on the broad statement, 
without any argument over it. 

Mr. Sanders. I do not want any argument. 

Mr. Barlow. But the question is, What is going to be the result 
upon the public? Are we going to increase transportation charges 
to the public merely to build up water transportation ? 
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Mr. Sanders. Of course not. 

Mr. Bablow. Then your answer and mine would fit nicely together. 

Mr. Sanders. Then, as a matter of fact, I misunderstood you the 
other day when I got the impression that you were opposed to water 
transportation per se. 

Mr. Barlow. I beg your pardon ; I did not touch on that. 

Mr. Sanders. I say, I misunderstood you, because that is the 
impression I got. You are not opposed to water transportation 
per se, if it can be handled to the benefit of the public at large? 

Mr. Barlow. Certainly not. 

The Chairman. Right in that connection, what do you think of 
the policy or the practice of allowing a railroad rate to be fixed or 
determined by potential water competition, where there is no water 
competition in fact? 

Mr. Barlow. The consideration of the influence of potential water 
competition should be surrounded with safeguards, and it is so sur- 
rounded under the law now, and it was not before the law was 
amended. Some railroads thought they were justified, because there 
was a little creek running through a town, to make water-compelled 
rates,, and that led to unjust and undue discrimination; but under 
the law now it has been stopped. The potentiality must be appre- 
hensive, and I think that wherever a railway company sees the possi- 
bility of losing traffic, and the possibility of the disturbance of rates 
by tne putting on of boat lines, they are well within their right to 
come before the Interstate Commerce Commission under the present 
law, lay the facts before them, and let that body determine whether 
the conditions, either actual or potential, are such as would warrant 
a departure from the prohibition under the long and short haul law. 
That is where the speaker would like to cofitinue the authority. 

The Chairman. Well, while there is actually no water transporta- 
tion in existence, I do not mean no water routes, but such a one as 
was referred to yesterday. 

Mr. Barlow. Mr. Chairman, your water is there, if it is navigable. 
The only question of competition is the putting on of a boat. 

The Chairman. Well, Mr. Devant yesterday referred to the fact 
as to the rate on cotton from Memphis to New Orleans — ^I mean rail 
rates — ^both on the Missouri Pacific line on the west side of the river 
and the Yazoo and Mississippi Valley line on the east side, that 
that rate from Memphis to New Orleans was made by reason of the 
Mississippi River, the rate that the Mississippi River or boats on 
the river could make. Then, if the boat is actually carrying cotton 
at that rate, that is real existing water competition, but he admitted 
a few minutes later that there were not any boats from Memphis 
to New Orleans ; therefore there w&s only potential or possible water 
competition. Now, where no competition actually existed, if these 
railroads carry cotton that way — ^as everyone would rather ship by 
the railroad than the river, at the same rate 

Mr. Decker. Why would they ? 

The Chairman. On account of the loading and unloading facili- 
ties^ and the quicker movement. 

Mr. Barlow. And the responsibility back of the service. The 
financial responsibility back of the service is a great element also. 
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The Chairman. Then I want to ask you this: Is it wise to permit 
railroads to make a rate, not to meet a condition but to prevent any 
condition of the sort ever arising? 

Mr. Barlow. Well, it would appear academic that we oyght to 
say no to that; yet I think that is a question of dispute, and the 
commission ought to determine it. 

The Chairman. The Government has spent millions out of the 

S)ckets of the people to improve navigation from Memphis to New 
rleans, and now a Government agency ib preventing the develop- 
ment, or rather the accomplishment, of the intended purpose of 
Congress in making these appropriations. 

Mr. Barlow. True, the Government has spent millions. Now 
ought it to take millions more out of the shippers' pockets simply to 
put on a boat line ? 

The Chairman. How are you taking it out? 

Mr. Barlow. You would if you increased the rates. 

The Chairman. But if both of them went on and carried cotton 
at the same rate, how are the people hurt by having a boat line! 

Mr. Barlow. Mr. Devant said the rates had more than doubled, 
yet no boats had come back. 

Mr. Sanders. I want to ask one question right there, as a citizen : 
Do you mean to say, with the actual knowledge of conditions of rail- 
road transportation in America, where there isn't an industry, I dare 
say — ^I am going to ask a long question, and I want you to follow it — 
where there isnx an industry, I dare say, that has not suffered from 
what is known as car shortage, not since the war but before; where 
the greatest authority on railroads, perhaps, that this country has 
ever produced — Mr. Hill — ^stated several years ago that we would 
have to spend billions on top of billions every year from now on to 
get the railroads in a condition to handle our traffic — do you mean to 
say that under those conditions the proper governmentEil policy is 
to permit the railroads to go to the Interstate Commerce Commission, 
unable to handle the very traffic that is offered them to-day, unable 
to handle the traffic that was offered them before the war, and yet to 
put in a rate on the water, not for the purpose of competing with an 
existing line, but for the absolute, express purpose of keeping another 
method of transportation from benefiting the people? Do you mean 
to say that that is a good governmental policy? 

Mr. Barlow. I mean to say it would be better governmental policy 
to leave the determination of those questions to the Interstate Com- 
merce Commission rather than to undertake to legislate about them. 

Mr. Sanders. Hasn't it been the policy of this Government from 
the very beginning, both by Nation and by State, that if bodies 
intrusted with the interpretation or the execution of the law do not 
execute it or interpret it as the legislative body intended they should, 
that those laws are amended all the time and every time? 

Mr. Barlow. Sometimes they are; not always. 

Mr. Sanders. Well, to come back to the' original proposition, 
everybody in this country knows that the railroads can not handle 
the traffic even in peace tunes. 

Mr. Barlow. That is true. 

Mr. Sanders. Now, do you mean to tell me that under those con- 
ditions this Congress should not legislate so ns to prevent a railroad, 
not competing with an existing line, but putting its rates so that a 
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competiuflr water line can not even be established? Is that good 
buauiess for tiie People of this country? 

^ ^f. BARiiOW. Well, I have to come back to my original answer. 
i ^'^ it is wiser to leave the determination of that question to the 
J'^^fstate Commerce Commission than it is for Congress to under- 
^^ to legislate, because all the conditions are dissimilar. You 
^^kt say Congress could legislate between New Orleans and Mem- 
^ Tu' ^^^ ^^^ ^ ^^ ^ ^^ ^^' Th^t is only one part of it. 

Mr. Sanders. Well, we would not legislate between Memphis and 
"N^ey Orleans, but we would establish a policy, Mr. Barlow. The 
policy would simply be this: The legislative policy that no coordi- 
nate branch of the Government should and could under the law, by 
M V decree, prohibit the establishment of lines of transportation 
absolutely essential to the well-being of all the people of this country. 
Mr. Baklow. That is a broad principle, which I would agree with 

you on. We can't help that; but in the determination of that 

Mr. Sa:nders (interposing). And you leave that to the commission. 
But the policy of the Government must be declared by the legislative 
branch, inust it not? 

Mr. Baklow. Certainly ; and my idea has been that you have de- 
termined your policy, and it is now voiced in the fourth section. 

Mr. Saj^ders. And fixed; and, no matter how it works, our hands 
are tied and we can not change it. Is that your idea? 
ilr. Ba^blow. No. 
Mr. Sa.3s'ders. Of course not. 

Mr. Ba^rlow. But I say it would be unwise to change it at this 
time. 

Mr. Sa^^^ders- Why should it be unwise to change it at this time, 
when wo are more cramped for transportation than we have ever 
been in Our history? 

Mr. Baru)w. Because, in my judgment, the Interstate Commerce 
tommissiion views this question just as broadly as we do, exactly, as 
they are going to determine it in the light of the broad view of it; 
and the c^j methods and practices, in my judgment, never will come 

ti n "^^^^^^ -^d under the law as it has been administered prac- 
^jv ^very steamboat has been driven from every river. Is that 

.L " , • **A.Bix)w. Mr. Sanders, that happened long before you amended 

\f ' §^^^^^®« "^ understand that. 
\ ?:^*^w- I think if we had had the law in the first place that 
we nacl j^^ jg^l the situation might have been materially better and 

*"• Sanders. Do you know, Mr. Barlow, that one of the reasons 
^>' w^B steamboats have been driven off the Mississippi River before 
thev had any law was that the railroads would blacklist merchants 
jnd planters who shipped one bale of cotton by steamboat? Do you 
know that? 

^^- Barlow. I do not. 

V ; S A>'DER8. And would refuse to haul one pound of freight for 

Mr. Baru)w. I do not know that. 
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Mr. Sanders. I do, because I lived there. . 

Mr. Barlow. I do not know that about the Mississippi River, but 
I think it used to be done in San Francisco. 

Mr. Sanders. And do you know, further, that the railroads have 
tried to grab every river front and every landing so as to prevent 
steamboats from landing on the river? 

Mr. Barlow. Unfortunately, I do know that. 

Mr. Sanders. And, then, don't you think that, knowing those con- 
ditions. Congress should do at least something to restrain the hands 
of the railroad when it reaches out to crush the life, not out of an 
existing line, but to say to capital, " You shall not put a boat on the 
river. We can not handle the freight ourselves, but you shall not 
handle a pound of it " ? 

Mr. Barlow. I think you have done that. I think you have done 
it exactly the way you ought to have done it in the amendment in 
1911 to the fourth section. 

Mr. Sanders. Why, it doesn't reach it in any way, shape, or form. 

Mr. Hamilton. Let him amplify that, Mr. Sanders. 

Mr. Barlow. I think you have done exactly what you ought to 
have done in the very beginning of the law, and you would have 
saved the situation if you had done it; and I want to say, further, 
that the National Traffic League does not urge changing the present 
law as it stands to-day. 

Mr. Hamilton. Will the law as it stands to-day tend to restore 
river traffic? 

Mr. Barlow. I think it will, in time. 

Mr. Sanders. As a man who lives on the Mississippi River and 
wants to ship on the river, I know what I say when I state that my 
brother from Chicago does not know one single thing about the 
condition, if he says that the present law will reach it — ^not one soli- 
tary thing about it. You will never turn a wheel under that law. 

Mr. Barlow. Isn't it profitable to haul cotton from Memphis to 
New Orleans at $1.25 a bale by steamboat? 

Mr. Sanders. Yes, sir. 

Mr. Barlow. That is the rate to-day. 

Mr. Sanders. Yes, sir. 

Mr. Barlow. Now, is there any condition there that disturbs the 
river situation? They used to haul it for 40 cents when there was 
no railroad competition, didn't they ? 

Mr. Sanders. Yes. 

Mr. Barlow. Now the all-rail rate is $1.25. 

Mr. Sanders. Yes. 

Mr. Barlow. Why don't the boats go up there and make a $1 rate? 
The railroads can not reduce the rate to meet the rate without coming 
to the Interstate Commerce Commission. 

Mr. Sanders. The fact of the matter is: Whenever a boat would 
start from Memphis to New Orleans — three men could not gather 
together in New Orleans or in Memphis with the purpose of putting 
a boat on but what there would be an application made to meet 

Potential competition of a boat that is still within the brain of the 
esigner, and the rates would be reduced and people would say, 
" What is the use?" That is the situation, and I mow it, and every- 
body that lives on the river knows it 
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Mr. Bablow. I doubt if you need apprehend any fears of that 
kind. They used to do that. 

Mr. Sanders. They have reduced freight rates to-day, Mr. Barlow, 
and you know it, and I know it, to meet phantom boats — ^boats that 
are only in the dream of the imagination of the railroad magnate. . 

Mr. Sarijow. Not since the law was amended in 1911. They have 
not done it to my knowledge. 

Mr. Sanders. They have not done it since, because the bill is new. 
It was only passed last March. 

Mr. Barlow. They did do it before that. 

Mr. Sanders. Yes; of course they did. 

The Chairman. What is your judgment of the policy that seems 
to be included in this decision of the Interstate Commerce Commis- 
sion, 30 I. C, C, 263 : 

" There is a disconnected service between New York and Memphis, 
regular boats plying between Natchez and Vicksburg and Memphis. 
The water competition is to be regarded as potential and not actual, 
and the testimony in this case indicates that any material advance 
in the rates from New York to Memphis " — supposed to mean rail- 
roads — ^" would without doubt result in the reestablishment of active 
competition on the Mississippi River." 

And they provided in the possibility of the reestablishment — 
which admits that they once had it and that it is gone, and if they 
increased railroad rates from New York to Memphis it would no 
doubt result in the reestablishment of active river transportation, 
and so disallowed it. That is the potential competition I referred 
to a moment ago. 

Mr. Barlow. Generally, I think potential competition is worthy 
of consideration and determination. I could not pass judgment on 
this decision in the lan^age of the commission, because I am not 
conversant with the testimony on which they base it. I only know 
the decision. What the testimony was that lead to that finding I 
do not know. 

The Chairman. The conclusion is that if they increased the rail 
rate from New York to Memphis it would result in water competi- 
tion, therefore they declined it. 

Mr. Barlow. I presume the commission from the testimony offered 
in that case — and it was very bitterly tried — ^had reason to find that 
way. I acquiesced in it, as I do with the findings of all Govern- 
ment bodies. 

The Chairman. So do I, unless 

Mr. Barlow (interposing). And I must assume that where I do 
not agree with it, it is because I do not understand all the facts and 
circumstances connected with the case. 

Mr. Sanders. I do not think it is the duty of a good citizen to 
acquiesce in a decision of a court or of a legislative tody when that 
decision is a^inst what he personally thinks is public policy and 
for the vast mterest of the whole people. He ought to protest. 

Mr. Barlow. We reserve the right to appeal, and we do; but we 
soon learn to take the decisions of the courts and bodies and go 
ahead. 

60653—18 ^18 
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Mr. Snook. Isn't the argument you gentlemen make rather for 
a change of the personnel of the commission than a change of the 
law? 

Mr. Barlow. I think the discussion leads to a criticism of the 
' commission rather than of the law. That is to say, that if the law 
was interpreted by this body of men, the Interstate Commerce Com- 
mission, on the lines which the questions indicate, then the law 
would be all right. 

The Chairman. I am assuming that they interpreted it according 
to existing law. This bill proposes to change existing law. 

Mr. Barlow. No; they have exercised the discretion which the 
law gives. 

Mr. Snook. There is no question under the present law but what 
the Interstate Commerce Commission, if they saw the facts as these 
gentlemen j)ointed out, th6y ought to make a decision in accordance 
with their line of thought. 

Mr. Barlow. Not at all. 

Mr. Snook. Then it i^ a criticism of the Interstate Commerce 
Commission. 

Mr. Sanders. It is a criticism of the law-making body in permit- 
ting digression where this digression ought not to be permitted. 

Mr. Hamh^ton. And you would avoid that by a legislative declara- 
tion of policy? 

Mr. Sanders. Absolutely; and that is no reflection on any court 
or commission. 

Mr. Decker. Just for my own information, don't your policy re- 
sult in asking for a law that will prevent the railroads from hauling 
freight cheaper than the boats, even though they can do it as well 
and better, and at a profit? 

Mr. Sanders. No, sir; under no circumstances. 

Mr. Decker. Well, under this law, as I now understand it, and 
as it has been explained, the railroad can not haul any freight except 
at a profit. 

Mr. Sanders. That is not the fact. 

Mr. Decker. Then it is the fault of the Interstate Commerce Com- 
mission, and there is no use of complimenting them. 

Mr. Sanders. It is not the Interstate Commerce Commission's 
fault, either, if you will pardon me for interrupting you. 

Mr. Decker. Well, the law says 

Mr. Sanders (interposing). That they can not- 



Mr. Decker (continuing). The law says that they can not. 

Mr. Sanders. The out-of-pocket loss must be at least paid, and 
plus. 

Mr. Decker. Does the law say that, or a decision ? 

Mr. Sanders. That is a decision. It is court-made law ; but it is 
in harmony with the general provisions of the Interstate Commerce 
Commission. 

Mr. Decker. And it is in harmony with the law Congress passed, 
that rates must be reasonable and just. 

Mr. Barlow. If you want to meet the issue, Governor, which I 
think you have in mind, I think we should approach it from the 
fourth section — long and short haul. 
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Mr. Sandebs. Yes; I have got an amendment to this section. I 
am perfectly frank to say that I would not vote for the bill as it 
stands to>day. 

Mr. Barlow. Now, jou have got another section that prevents the 
railroad from increasing rates made to meet water competition ; but 
you have got a little provision in there that says, " unless for some 
reason other than the elimination of water competition." And 
the word " elimination " has been interpreted to mean the doing of 
something on the part of the railroads at the present time that abso- 
lutely drove the boat off. Now, if you want to penalize the rail- 
roads for attempting to drive off the boats it seems to me you might 
find some relief in that section rather than the long and short haul. 

Mr. Sanders. But we have got the section up. Let's get relief now. 

Mr. EscH. This is a paragraph of section 4. This is part of the 
same section. 

Mr. Decker. I want the governor to answer this question : If the 
law as it stands now does not allow the railroad company to haul 
freight except at a profit, what right have we to pass a law that will 
require them not to haul freight when they can do it at a profit, in 
order that a boat line may be established and live ? That is the point. 

Mr. Sanders. That is not the point at all, if you will excuse me. 
The point is this: Take this, very case that the chairman just 
quoted from. There is a case where the railroads asked to make 
a rate to Memphis. Grand Junction was involved. Grand June- ' 
tion is a ffood deal shorter haul than Memphis, and it costs less 
to make the short haul than it does the long haul, and yet they 
charged more for the short haul. For what purpose? Not to make 
money by going into Memphis, but to keep out the potential opposi- 
tion of a toat fine, a boat line absolutely essential to the public wel- 
fare, yet they keep it out of the river by hauling freight to Memphis 
at a loss. 

Mr. Decker. Is it at a loss? Hasn't the commission then made an 
error that they have let that railroad company haul at a loss? 

Mr. Sanders. I think so. 

Mr. Decker. Then that is against the law. Then the fault is not 
the fault of Congress but the fault of the commission. 

Mr. Sanders. Well, one of the biggest railroad men in the country, 
a man who ought to know, told me less than a year ago that there was 
no human being on earth, himself included, who could understand 
the system of bookkeeping adopted by the railroads of America ; and 
I am prone to believe that what he said was true, and I am prone 
to believe that when they want to make a rate to a seaport or to a 
river town that they can figure any out-of-pocket cost that they want 
and convince the commission that the rate at least covers out-of- 
pocket plus. 

Mr. Decker. Well, it looks to me, too, that the Interstate Com- 
merce Commission has got a hard job when they try to determine 
those things. 

Mr. Sanders. They have, and what we ought to do is to face the 
bard job and pass proper legislation where this discriminatory prac- 
tice could not be carried on. 

Mr. Decker. I know, and we are trying to discuss between us what 
would be proper legislation. Would it be safe to fix it so that they 
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could not haul it at a profit and still at a rate cheaper than the boat 
would want to haul it? 

Mr. EscH. The commission, of course, has only got the power to 
fix maximum rates and charges. Do you think that the river trans- 
portation could be revived if the commission were given the right 
to fix the minimum charge? 

Mr. Barlow. I think it would assist very materially, and the power 
to make the minimum charge should be reposed in the Interstate 
Commerce Commission, in my judgment. 

Mr. EscH. Wouldn't that very largely remedy .this complaint that 
we hear from the inland water towns for failure to restore boat 
service? 

Mr. Barlow. I think that would go a good ways, Mr. Esch, to 
help the matter; yes. 

Mr. Hamilton. Are you going to propose an amendment, Mr. 
Esch, of that kind? 

Mr. Esch. We can not do it on this section. It would not be 
relevant. 

Mr. Snook. As the law now stands Congress, as I understand it, 
has conferred the rate-making power on the Interstate Commerce 
Commission. 

Mr. Barlow. No; the railroads initiate the rates. The commission 
then can make the rates. 

Mr. Snook. They can make the rates ; Congress does not undertake 
to make rates. They have conferred that power on the commission. 

Mr. Barlow. Yes. 

Mr. Snook. Now, the question I wanted to ask you is this: The 
law, this proposed law, is in the nature of fixing a rate — that is, it 
says that the short rate shall not be any larger than the long rate, 

Mr. Barlow. It is in the direction of fixing the measure of the 
rate. 

Mr. Snook. It is in the nature of fixing the rate. 

Mr. Barlow. The basis of the rate. 

Mr. Snook. Now, if Congress should take that power and itself 

Sass this law at the behest of one class of people who think they are 
iscriminated against, what effect do you think it would have in the 
future as to different localities coming to Congress and asking them 
directly to fix rates that should govern? 

Mr. Barlow. It would have the tendency to encourage that. And, 
if I may be permitted to say, I think Congress should dele^te to 
the commission the power to determine all those things and only 
indicate the general policy of the Government and leave it to the 
intelligence of a body of men who have the time and patience to 
inquire into every specific instance and case and determine that on 
its merits, having in mind the general good of all. I should think it 
would be immensely unwise for Congress to undertake to specialize in 
this transportation question. 

Mr. Snook. Now, I want to ask this question: Would it have a 
tendency to have any community that thought they were discrimi- 
nated against come to Congress and ask them to fix the rates in the 
first instance or to fix a principle like this within which the rates 
must be adjusted? 

Mr. Barlow. Undoubtedly if a certain community comes before 
the commission and does not get the relief they desire, and then can 
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come to Congress and get it, they will all come here, of course, and 
you will be burdened to death, and you will be the rate-making power, 
rather than delegating it to some other men who have time for it. 

Mr. Dbckes. As a matter of fact we are the rate-making power, 

Mr. Baklow. You are, but you have delegated that, and wisely, 
we think. 

The Chairman. Mr. Barlow, did you state this morning the num- 
ber of these fourth-section applications? My recollection is it was 
very few of them that were based on water competition. 

Mr. Bablow. I gave the memorandum to the reporter. It is in the 
record in full. But only 24 of the, substantially speaking, 11,500 ap- 
plications had any relation whatever to this transcontinental inter* 
mountain situation. 

Mr. Each. Twenty-eight. 

The Chairman. But the whole number that had reference to water 
competition, according to my recollection, was very few as compared 
to the total. 

Mr. Barlow. I do not recall that my statement separated the appli- 
cations as between routes, but the commission can undoubtedly give 
you that information. 

The Chairman. I thought your statement gave that, 

Mr. Barlow. No. 

Mr. Decker. There is just one other question. Doesn't the com- 
mission in a sense have a right, in a practical way, to determine the 
minimum rate that is fixed on thi& water competition at least, because, 
as I understand it, when the railroad makes an application to put in 
a rate, under its power to see that these rates are not discriminatory 
then the commission says to the railroad, ^^ We will investigate this 
and see whether you have got this so low that it in fact discriminates 
against some other inland town or in favor of a seaport town to a 
greater extent than its natural advantages entitle it to." The com- 
mission is in fact answering that question, compelling a minimum 
rate, on the grounds of discrimination. It places the complainant 
and the intervenors in rather an awkward situation, because we inter- 
vene in a case, either one side or the other, and we do not expect a 
split decision; that is to say, a decision that will compel the advance 
in rates to relieve discrimination, but only orders the removal of the 
discrimination. Now, I think we ought to approach the question 
direct and give the commission power to make a minimum rate in 
the first place. All you can ask is that they do not make the rate 
fixed, because it is discriminatory. 

Mr. Barlow. Yes; and they issue an order that the discrimination 
must be removed. 

Mr. Decker. And they might then in fact let the rate that causes 
the discrimination in the first place remain still low enough to cut 
out legitimate shipping, and lower the rate at some other place and 
remove the discrimination in that way. 

Mr. Bareow. No; it works this way: A complains of the rate& 
from B to C. The commission finds that the rates from A to C are 
just and reasonable, per se, but that the rates from C discriminate 
a^inst A; and they call upon the roads to relieve, to remove the dis- 
crimination, and consequently the rate from B to C is advanced, be* 
cause the rate from A to C is pronounced just and reasonable. In 
that way they work the minimum rates. My opinion has always been 
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we ought to give them the power right off, and we would know in 
each one of these cases that it was not only the maximum rate but 
the minimum rate that was involved. 

. The Chairman. The railroads would fight any such proposition as 
that very strongly, wouldn't they ? 

Mr. Barlow. I don't think so. 

The Chairman. Minimum rates? 

Mr. Barlow. I don't think so. They have gotten by that, because 
it is being exercised by the commission in the manner I have de- 
scribed, anyway. Now, you will see, as lawyers, A complains against 
rates to B, and I come in as an intervener because of the effect it will 
have upon Chicago; and they say to me, "Are you for or against the 
complaint?" I am neither. I don't want anything done that will 
affect Chicago ; but I am told I must take a position one way or the 
other. I want to intervene as my interests appear. Well, then, I 
find that a decision has come out that pronounces one rate just and 
reasonable, the other discriminatory, calling upon the roads to re- 
move the discrimination, and the rates to Chicago are increased, and 
I never appeared in the case. 

A Voice. Will the chairman direct Mr. Barlow's attention to the 
provisions of section 15, as now amended, which in that contingency 
would require a fifteenth-section application for authority to advance 
the rates, and an affirmative showing at that time, at which Mr. Bar- 
low could be represented ? 

The Chairman. The law as it exists now ? 

A Voice. The act of last August. 

Mr. Hamilton. Mr. Chairman, there is just one question that I 
wanted to ask. This morning, Mr. Barlow, you stated the rule, if I 
understood you correctly, under which the Interstate Commerce 
Commission proceeds as to rates. For illustration, you stated, as I 
understood it, that where one line was, say, 100 miles long, another 
150 miles long, that the rates on both lines were uniform for 100 
miles ; that after the 100-mile point was passed on the long haul, that 
another rate might be put into operation, a long-haul rate. 

Mr. Barlow. A greater rate. 

Mr. Hamilton. So that it might happen that there might be a sub- 
stantial difference in rates between pomt A and point B on the long- 
haul run, point B being the farthest of the initial points, and the rate 
might be much less than the rate at A, although the distance between 
them might not be over 10 miles. That is about the way I under- 
stood you it might work out. 

Mr. Barlow. I don't quite follow that. I can state it in my own 
way in this way: Say the rate from Cincinnati to Detroit is gov- 
erned by the short-line mileage. Now, the Cincinnati Northern 
wants to come into Jackson. You are familiar with that territory. 

Mr. Hamilton. Yes. 

Mr. Barlow. The distance from Cincinnati to Detroit, say, is 260 
miles. The Cincinnati Northern would come in by Jackson. For 
250 miles, say, as a general rule, it would not be permitted to charge 
more than the 250 miles to Detroit, but for the additional mileage 
from Jackson to Detroit, there the commission would give them 
relief, under the fourth section, to charge a higher rate than the lower 
distance rate from Cincinnati ito Detroit. 
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Mr. HamujIdk. I understand. I had in mind an illustration that 
has been suggested here in the hearings, calling the short haul the 
cord of the bow, and the long haul the wooden part of the bow. 
I had that illustration in mind when I was figuring on the 100-mile 
run on the cord and the 100-mile run on the wooden part of the bow, 
the rate being nmiform per 100 miles on the cord and on the bow, but 
beyond that on the bow, then the other rule would be enforced. 

Mr. Barlow. Now, right in that connection I came here last sum- 
mer and served with the Interstate Commerce Conmiission on their 
car-service division under the Esch law, I believe it was. We found 
Toledo greatly congested with coal, by reason of moving so much 
lake coal to Toledo. I immediately suggested that we open the Cin- 
cinnati & Northern route by Jackson to take care of all the Detroit 
coal and get it out of the Toledo congestion. You are familiar with 
that, perhaps. The question immediately arose. What will we do 
under the fourth section to open up a condition like that and get out 
of the Toledo congestion, and give Detroit her coal at the Detroit 
rates, and open another new line? And we were immediately told 
that, if we required it, they would give us relief at once, and we could 
go on and use the line. Now, if you had a rigid thing of that kind 
you could not do it at all. 

Mr. Hamilton. You made the same rate for the long haul that 
you would for the short haul ? 

Mr. Barlow. Yes ; and get out of the Toledo congestion ; and used 
another road, the Cincinnati & Northern. 

Mr. Hamh/ton. I see the point 

Mr. Bablow. Is that all, Mr. Chairman? 

The Chairman. That is all, unless some other member of the 
committee wants to ask something. 

Who is your next witness? 

Mr. Seth Mann. Mr. Lallier, who is here from Galveston, might 
be heard now, and then I shall hope to follow, and then 'Mr. Wetrick, 
and that is all. 

The Chairman. Proceed, Mr. Lallier. 

STATEMEirr OF HE. F. A. LALUEB, SEPSESENTING THE GALVES- 
TON COMMESCIAL ASSOCIATIOIT, GALVESTON, TEX. 

Mr. Lallier. I represent the Galveston Commercial Association, of 
Galveston, Tex., as its traffic manager, and I appear at this time in 
opposition to the bill, to the proposed bill. 

I was very much surprised to hear the statement that tlie entire 
Soiitli was complaining against the present operation of the long- 
and-short-haul clause. I have been actively engaged in handling 
rates in the South for the last 10 years, in Texas, not in the eastern 
part of the South, and during that entire period I have not heard 
of one single complaint against the operation of the long-and-short- 
haiil clause. I thmk that statement can possibly be explained by the 
fact that the case originally — ^the complaint originally originated in 
the intermountain territory, and grew^ out of a decision in a rate case 
which po.ssil)ly they felt was unjust and unfair to them. I recall 
*^me four or five months ago — I do not remember the exact date — 
at any rate I recall receiving various circulars and letters inviting 
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US to unite in support of this bill. It was stated in those circulars 
and letters that it would cure all of our ills, which we had not been 
aware of up to that time, and we were requested to give our support 
to the bill. I think possibly that accounts for the fact that some 
localities in Texas have joined in this what might be termed com- 
plaint. 

For instance^ in Dallas, Tex., I was still more surprised to learn 
that they had joined in tnis complaint, because I recall that at the 
last hearing in the Shreveport case in Dallas, Tex., when the traffic 
manager representing the Dallas Chamber of Conamerce was on the 
stand, he had one particular complaint to make regarding the exist- 
ing Shreveport order which was in effect then, and regarding the 
curtailment of his facilities for shipping ^oods out of Dallas. In 
the July, 1916, order of the commission, in the Shereveport case, 
the commission had prescribed a certain scale of mileage rates which 
were considerably higher than the old existing State-made Texas 
rates. Take, for instance, first class. The old Texas commission 
first-class rate for the shortest distance was 13 cents. The Inter- 
state Commerce Commission first-class rate for the shortest distance 
was 23 cents. Their order applied to the railroads in Texas and 
did not apply to the interurban routes. Dallas has several inter- 
urban routes radiating from that city at various points. It was a 
specific complaint of the traffic manager of the Dallas Chamber of 
Commerce that this order had limited to a great extent the shipment 
of their goods out of Dallas to the interurban routes, because the rates 
were lower, they applying the old Texas rates while the railroads 
were applying what is termed the Interstate Commerce rates — the 
Shreveport rates, I mean to say. He stated that his facilities were 
not sufficient to ship tonnage out of Dallas on the interurban as they 
then existed, and certainly they could not be handled by the inter- 
urban routes. Now, with the rigid fourth section long-and-short- 
haul clause he would still be very greatly restricted to certain routes. 
In other words, he would be res&icted to his direct routes out of 
Dallas and would not get the advantage in shipping over the cir- 
cuitous routes. That is because all the rates in Texas are mileage 
rates. They are uniformly mileage rates, and the mileage rate is 
the maximum. We have had mileage rates for a great many years 
before the Shreveport case ever arose, and the commission adopted 
that scheme of rate making in its various decisions in the Shreve- 
port case. 

As an example of how that would work, we will take, for instance, 
the distance iroip Houston to Shreveport, which is 235 miles over 
the Houston, East & West Texas Railway, one of the Southern 
Pacific Lines. That entire territory is covered by the Shreveport 
case. The first-class rate under the latest decision of the commis- 
sion for that distance would be 85 cents. That is the most direct 
route between Houston and Shreveport, and is the rate-making 
route. 

The Chairman. You mean the Texas commission ? 

Mr. Lallier. No ; the Interstate Commerce Commission's rate. It 
is 85 cents. It is an interstate rate, because it goes to Shreveport, 
But the Houston, East & West Texas is the most direct route be- 
tween those points. They have very strong competing routes, formed 
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by two of the Gould lines, the International & Great Northern, 
operating from Houston to Long View, in a northeasterly direc- 
tion, and the Texas & Pacific Railway, which operates from New 
Orleans westward through Shreveport and Dallas to El Paso. The 
distance via the International & Great Northern through Long View 
and then in connection with the Texas & Pacific from Houston to 
Shreveport would be — ^I don't recall the exact distance, but it is 
approximately 275 miles. 

Marshall, Tex., is a point located on the Texas & Pacific ap- 
proximately 40 miles west of Shreveport. 

The Chairman. And also on the international & Great Northern, 
isn't it? 

Mr. Laixier. No; it is not on the International & Great Northern. 
It is on the Texas & Pacific, approximately 40 miles west of Shreve- 

rn:t. The haul via International & Great Northern and the Texas 
Pacific to Houston is a joint-line haul, and joint-line rates in that 
section of the country are uniformly higher than single-line rates 
until they reach their maximum. For instance, the joint-line firsts 
class rate is made by adding a differential or an arbitrary, or what- 
ever it may be termed, to tne rates which apply to single-line hauls 
for similar distance. ^ 

Mr. Hamilton. Will you state that again? 

Mr. Lallteb. I say the joint-liiie rate is made by adding a certain 
arbitrary, or a differential in this case-j-in first class it is 8 cents — 
to the rate for a single-line haul of a similar distance. So that the 
rate of the joint line, the first-class rate, from Houston to Shreve- 
port via this longer competing joint route would be for the distance 
of 275 mUes, 97^ cents, while the rate via the Houston, East & West 
Texas is 85 cents. There Shreveport has a rate of 85 cents by the 
Houston, East & West Texas, and if the longer route does not par- 
ticipate in the traffic, they still have that 86-cent rate. 

Now, Marshall, as I said, is 40 miles west of Shreveport, and it is 
practically 236 miles from Houston — just about the same distance 
rrom Houston on the joint route that Shreveport is on the single-line 
route, but their rate, of course, will be 8 cents higher than Shreve- 
port's rate, because it is a joint haul, which would make it 98 cents. 
The Marshall rate is 93 cente; the Shreveport rate by the short route 
is 85 cents. Can there be any reason why the longer route formed 
by the two lines should not be allowed to participate in the Shreve- 
port rate when Shreveport is going to get that rate anyhow ? 'Just 
take, for instance, a carload of canned goods, a meat deal of which 
moves through Galveston to joints in Texas. It comes from the 
Baltimore district via steamship line^. It does not cost very much 
additional to the International & Great Northern to place a carload 
of canned goods in a through freight train that is going from Gal- 
veston or Houston to Long View anvway, and it doesn't cost very 
much additional for the Texas & Pacific to put this carload of canned 
g;oods into a through freight train which is going to move to Shreve- 
port anyway; and certainly by meeting the Houston, East & West 
Texas rate they can haul it at a charge which would be in excess 
of the out-of-pocket cost, even if they had to haul it to Shreveport 
for less than the maximum rate provided to Marshall. 

That is a tvpical example in Texas. There are probably thousands 
of them, and in the last decision of the Interstate Commerce Com- 
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mission it permits thousands of them throughout that entire section 
of the country, because the Shreveport case has now 3pread over 
Louisiana, and the shippers and jobbers have all had their rates — 
or the railroads have had their rates increased by reason of the 
Shreveport case. It spread to Oklahoma; it spread to Arkansas: 
it spread throughout the entire Southwest. 

Jiow there ha^ been some suggestion that possibly the longer 
route should be allowed to meet that Shreveport rate, but reduce the 
rate to the intermediate points. In that instance you would have 
a rate to the intermediate point which would be lower than the 
standard mileage scale, and you would immediately have a com- 
plaint from some point 235 miles west of Dallas, saying that they 
are entitled to a rate on the same level, and you would have number- 
less new complaints from Shreveport saying that Houston is mov- 
ing tonnage mile for mile, lower mile for mile than they can move it. 
The illustration I have just given with respect to Marshall, Tex., is 
typical of the bow-line illustration that was given the other day — 
Monday, I think it was. And I also recall that it was stated that the 
railroads almost invariably, when they found a situation like that, 
increased the string-line, or the direct-line, rate. Now, it is impos- 
sible to do that in Texas, because we have there a maximum mileage 
rate, and they can not go beyond that; it is impossible to do that 
wherever they have mileage rates in effect. 

The Chairman. Do the mileage rates in Texas apply to interstate 
transportation through Texas? 

Mr. Lallier. Yes, sir; they apply to interstate transpoiiation with- 
in that territory. 

The Chairman. I say, do they apply to interstate transportation 
within the State of Texas. 
Mr. Lallier. Yes, sir; within the State of Texas. 
Mr. Shaughnessy. But they are fixed by the Interstate Commerce 
Commission. 

Mr. Lallier. Yes ; they are fixed by the Interstate Commerce Com- 
mission at present. Formerly we had State-made rates in the State 
of Texas, but those State-made rates did not apply to interstate 
transportation; they applied only to intrastate transportation. 

The State Railroad Commission of Texas has always recognized 
that principle. They have a rule which provides that the nite be- 
tween any two given points shall be the lowest rate which can be 
figured by any route, and that intermediate points shall not be 
affected by rates so made. 

We have numberless circuitous routes in Texas. There are four 
principal north and south trunk lines from Galveston to the northern 
part of Texas. The shortest line from Galveston to Dallas is the 
Houston & Texas Central, one of the Southern Pacific lines. The 
Houston & Texas Central can not handle all the triffic that moves into 
Houston and Galveston from the northern part of the State, nor can it 
handle all of the traffic that moves from Houston and Galveston to the 
northern district. But if the rigid long-and-short-haul clause is put 
into effect, as proposed by the bill, it will have to haul all the traffic, or 
else these three longer routes will have to charge higher rates; the 
shipper will have to pay higher rates for using the only lines which 
will be available to him, because the short line will be too congested to 
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use. Or if the short line could handle the business the longer roads 
would simply have to retire from the traffic. And since they are 
making a revenue by this competitive traffic, by retiring from that 
traffic they would subtract from the revenues of the entire system; 
and I am convinced that if such a situation ever comes about whereby 
they are forced to retire from that competitive traffic they will be 
placed in a position where they will have to recoup somewhere, and 
the only place where thejr can recoup will be in the local or interme- 
diate rates; and if they increase those it will be a detriment to the 
entire country; and that will apply throughout the whole United 
States. I think it would absolutely disorganize all rates built upon 
the mileage system. 

I think there was also some discussion last Monday upon the con- 
ditions which caused the Shreveport case. The Shreveport is gen- 
erally known throughout the country, so I will not describe it in 
detail. But I have been very actively and intimately connected 
with the Slireveport case for the last three or four years, and I 
can say emphatically that there was never a complaint of discrimina- 
tion in the Shreveport case by reason of long-and-short-haul viola- 
tions. In fact, Shreveport is better situated than any city in the 
Southwest, with the possible exception of New Orleans; that is, it 
has more advantages, due to long-and-short-haul violations, than 
any city I know orT Shreveport, in fact, has been built up by long- 
and-short-haul violations. The traffic has been moved through 
Houston, Houston taking higher rates than New Orleans does; it 
has been moved through Dallas, Dallas taking higher rates than 
Shreveport does. Shreveport has been favored by these long-and- 
short-haul violations. However, the Texas people have never made a 
complaint against that, because they recognize their right to it. 

Of course, there are a great many long-and-short-haul departures 
in Texas which are made to meet water rates. The way in which 
traffic into Texas was originally handled was by the water routes; 
that is, it was handled from New York or New Orleans by boat lines, 
and then transported by streams or ox wagons to the interior of the 
State. With the development of railroads — ^the railroads were origi- 
nallv built from the coast up toward the interior of the State — they 
all had rates to the coast which had been fixed by the boat lines. 
As those railroads gradually built northward, they were gradually 
built as far as St. Louis and other large distributing centers. Natu- 
rally, those railroads wanted to secure a great deal of business. 
They could not subsist on the local tonnage entirely. But in order to 
pet into the business they had to make rates from St. Louis to Texas, 
which were in relation to the rates from New York to Texas by the 
water routes, and that arrangement has benefited the entire country 
in general. We have rates from St. Louis to the southern coast of 
Texas — Beaumont, Orange, Houston, and Galveston, cities which are 
in the so-called Houston and Galveston group — ^which are lower 
than the rail rates from St. Louis to Fort Worth. The rate on iron 
pipe from St. Louis to Houston is 27 cents, while the rate from St. 
Ix)uis to Dallas is 46 cents. That rate has been made so that the north- 
and-sonth lines can meet competition from Pittsburgh by Gulf steam- 
ship lines. It gives the interior manufacturers a chance to compete 
with the Pittsburgh manufacturei's, and it gives the north-and-south 
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railroad lines an opportunity to procure tonnage at something above 
the out-of-pocket cost in competition with the boat lines by the Gulf 
routes. 

There has been a great deal of discussion upon the policy of 
allowing the railroads to so make rates as to secure this tonnage 
from the boat lines. It seems to have been the opinion that they are 
hauling it below cost in order to put the boat lines out of business. 

But, as Mr. Barlow said just before he got off the stand, we now 
have a clause which is a part of the fourth section of the act which 
prohibits the railroads from increasing their rates after they have 
reduced them to meet water competition, except upon some showing 
of cause other than the elimination of this water competition. That, 
to my mind, serves as a check upon the railroads from reducing their 
rates below what would be a compensatory figure. 

Nevertheless, and notwithstanding the relationship of rates from 
the interior to meet those of the Gulf routes, we find that the tonnage 
by the Gulf routes has grown within the last 30 years by leaps and 
bounds. We have two very dependable steamship lines between New 
York and Galveston. They absolutely control rates to that section 
of the country. They probably handle 90 per cent of the local 
business which is handled in Galveston, and 60 per cent of the local 
business handled in Houston, the north-and-south lines to St. Louis 
and those jobbing cities handling the balance. Those lines have 
not been put otit of business by railroad competition, because they are 
efficient boat lines and give dependable service ; they handle business 
on a minimum of time. I think the Morgan Line makes a time of 
five and a half days from New York to Galveston. 

Mr. Sanders. As a matter of fact, the Morgan Line is owned by the 
Southern Pacific, is it not? 

Mr. Laixeer. Yes; it is owned by the Southern Pacific. The other 
line is the Mallorv Line, which is an independent company. 

Mr. Sanders. But the Morgan Line is a part of the Southern 
Pacific system? 

Mr. Laluer. Yes; I understand so. 

Mr. Sanders. And they have been giving very good service, have 
they not? 

Mr. LAiiLiER. They have been giving good service; and in the 
Morgan Line divorce proceeding the Interstate Commerce Commis* 
sion found that it would be very bad policy to divorce the Morgan 
Line from the Southern Pacific. 

The Chairman. Well, the Morgan Line is not a competing line 
with the Southern Pacific Line? 

Mr. Laluer. No ; it is not a competing line with the Southern 
Pacific. 

Mr. Sanders. They are a feeder of the Southern Pacific; they 
bring the freight from New York to Galveston and distribute it 
from there over the Southern Pacific lines. 

Mr. LAUiiER. I have heard it said that the coastwise business 
through the port of Galveston has reached a higher degree of volume 
and efficiency than that of any other port in America, with the excep- 
tion, of course, of New York ; and all of our coastwise business origi- 
nates or terminates in New York, or, at least, moves through there. 

During the year 1914, out of 5,794,000 tons which moved through 
the port of (ralveston, of all water traffic, almost half of it, or 
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2,072,420 tons, was coastwise business handled by the Morgan and 
Mallory Lines. I do not think that the meeting of these water rates 
by the rail rates has had any depressing effect upon the operations 
of the Morgan and Mallory Lines. On tne other hand, it has served 
to benefit the entire State of Texas as a whole; we have better rates 
than we would have if we did not have the Morgan and the Mallory 
Line competing with the railroad lines, each operating as a check 
upon the other. 

They handle enormous volimies of tonnage, which is distributed 
throughout the State of Texas. Tonnage moves from the East as 
far as Wichita Falls and Amarillo, which is handled by the Morgan 
Line. Of course, that competition is met by the north-and-south rail 
lines; and in meeting that competition they have reduced their 
through rates, which has a beneficial effect upon the entire system 
as a whole. 

The Chaikman. Have you any internal water transportation in 
Texas — ^I mean river transportation, of course? 

Mr. Lau^ier. To a very limited extent. We have inland water 
transportation between Houston and Galveston. That is largely 
cotton. 

The Chaibman. I am speaking of real river competition with the 
railroads? 

Mr. Laixier. Practically none._ 

Mr. Sandebs. You also have a little water transportation at Beau- 
mont and a little at Orange? 

Mr. LAiXiiER. Yes; that is practically the same situation as that at 
Houston. 

Mr. Sanders. Yes; it is a very small amount. 

Mr. Lallier. And it can not properly be considered inland naviga- 
tion« because those cities are deep-water ports. 

Mr. Sanders. Practically all of your river transportation in Texas 
is deep-water coast transportation, is it not? 

Mr. Laujer. Practicallv all; yes, sir. 

Mr. Sanders. Brownsville and Beaumont? 

Mr. Lallier. I do not know of any at Brownsville. 

Mr. Sanders. Do they not have any deep-water coast transporta- 
tion at Brownsville? 

Mr. Lallier. I do not think so. 

Mr. Sanders. I know they used to have it. 

Mr. Lallier. They may have small luggers, or what we term 
" mosquito fleets," down on the Gidf coast that navigate those water- 
ways. 

Mr. Sanders. But you have no inland waterways in Texas such as 
we have in Louisiana? 

Mr. Lallier. Not to the extent that you have in Louisiana — of 
course not — ^we have not anything like the Mississippi Eiver. We 
have some rivers in Texas which are navigable. I was in the oflSce 
of the Board of Engineers, in charge of the improvement of rivers 
and harbors, which is located here m the Colorado Building, a day 
or two ago, and I was interested in a map that I saw on the wall. I 
noticed that the Trinity Eiver was marked there as being navigable 
all the way up to Dallas. 

The Chairman. If you liad heard some of the arguments made 
by some of your Representatives in Congress as to the necessity of 
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appropriating money for improving the rivers in Texas so as to 

?rovide water transportation to meet the rates of the Houston & 
'exas Central Railroad, you would have thought there were a good 
many navigable inland waterways there. And I remember I aft-er- 
wards saw a photograph of a boat which did come down from Dallas, 
somehow or other, with 50 bales of cotton on it. 

Mr. Lallier. Yes, sir; that was frequently done in the past. As 
I said before, practically all the original commerce of Texas was 
borne by the shallow-draft boats or by ox wagons. 

Mr. Sanders. They can still do that now and then ? 

Mr. Lallier. Yes; they could do that during the time of high 
water. 

This development of our railroads has been a wonderful benefit 
to the State of Texas. Of course, it has relegated to the background 
this miscellaneous commerce on the streams, and it has put the ox- 
wagon competition out of business, just the same as it has put out of 
busmess those small, insignificant streams. 

The Chairman. I am glad to hear you have good railroad trans- 
portation in Texas, because the next time a Member of the House 
from Texas gets up and wants to improve the rivers in order to 
bring the rauroad rates down I can tell him what you have said. 
[Laughter.] 

Mr. Lallier. Well, we have some very efficient north-and-south 
transportation, but we feel that the rates are abnormally high. 

Mr. Sanders. And east and west. 

Mr. Lallier. Not so much east and west as north and south ; that 
is, not down in the coast country. We have only one east-and-west 
line which parallels the coast, and that is the St. Louis, Brownsville 
& Mexico. 

Mr. Sanders. Well, the Southern Pacific is practically an east- 
and-west route, is it not? 

Mr. Lallier. That is more in the interior of the State. Yes, it is 
an east-and-west route, but it does not parallel the coast, except in 
the eastern portion of the State. 

By reason of those lower rates which have been established in the 
Gulf coast region in Texas in oixler to meet those rates by the water 
carriers, we, of course, have what is apparently a discrimination 
against the inland cities, such as Fort Worth and Dallas, but we 
maintain that it is not an undue discrimination; and, as I have 
stated, they have never made a complaint before the Interstate Com- 
merce Commission or anywhere else that that iidjustment discrim- 
inated against them. 

. On the other hand, you will find that the greatest development in 
Texas has been in the northern part of the State, where they pay 
the higher intermediate rates. Dallas is considered the largest city 
in the State, and Fort Worth is only 30 miles from Dallas, and is 
also a very large city. All the largest cities are in the northern part 
of Texas except San Antonio and Houston. 

The Chairman. Well, is that not due to those cities being in a sec- 
tion which has better soil, and to other natural advantages ? 

Mr. Lallier. That is one factor; and possiblv another factor is 
that possibly they are not only willing to take a chance, as one of our 
friends expressed it, but they actually did take a chance. 
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The Chairman. In other words, the higher rail rates did not build 
those cities up ? 

Mr. Laluer. Did not militate against them. 

Mr. Sanders. They were built up, not on account of the higher 
rail rates, but in spite of them; I think that is what the chairman 
wanted to bring out. 

Mr. Lallier. They were built up by reason of the fact that these 
north and south roads could get that additional revenue to swell the 
revenues of the entire system. 

Mr. Sanders. That may be true ; but the higher rates were not the 
cause of the great development. 

Mr. Lallier. Oh, no; they grew up notwithstanding that. 

Mr. Sanders. Yes. 

The Chairman. They would be willing to have those rates reduced, 
I suppose ? 

Mr. Lallier. Naturally so. But I am very firmly convinced in 
my own mind that to deny the north and south lines the right to 
compete for this business along the coast would cause them a loss 
in revenue which they would nave to make up by increasing their 
rates to Dallas and Fort Worth. I' do not think there is any doubt 
about that; and the Dallas and Fort Worth jobbers would still be at 
jus t as great a disadvantage as they are now; the Dallas or Fort 
Worth jobber would not be any better oflf than he was before, because 
Houston and Galveston would still be getting their lower rates by 
the water routes, 

Mr. Sanders. If there was any proposal to drive the Morgan Line 
and the Mallory Line away from Galveston, you would not indorse 
it, would you? 

Mr. Lallier. No ; I certainly would not indorse that. 

Mr. Sanders. You think the Morgan and Mallory Lines a good 
thing, do you ? 

Mr. Lallier. Yes, sir. 

Mr. Sanders. They are a fine thing, not only for Galveston but for 
Texas, are they not? 

Mr. Lallier. Yes, sir. 

Mr. Sanders. And I agree with you on that. 

Mr. Lallier. I think that because they are able to meet these rates 
and handle the business. 

Mr. Sanders. I want to ask you one question about the Morgan 
Line, and if I am wrong I want to be corrected : The Morgan Line 
is controlled by the Southern Pacific, is it not? 

Mr. Lallier. So I understand. 

Mr. Sanders. Well, everybody knows that. Now, here is what I 
%vant to ask you: The Mallory Line is considered an independent 
line, is it not? 

Mr. Lallier. Yes, sir. 

Mr. Sanders. But, as a matter of f act^ — and this is nothing against 
that line, but I am bringing this out in connection with anoth^ 
point that I have in mind — the rates on the Morgan Line and those 
on the Mallory Line from New York to Galveston are identically the 
same, are they not? 

Mr. Lallie». Yes, sir. 

Mr. Sanders. That is my understanding, and there is no reason to 
believe the contrary ; it is nothing to be ashamed of ; those rates have 
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been mutually agreed upon by those lines, and there is no cutthroat 
competition in them? 

Mr. Lallier. It is just the same as all rates in the United States 
are mutually agreed upon. 

Mr. Sanders. But you understand that in the case of the Mallory 
and Morgan Lines they can each fix their own rates? 

Mr. Lallier. Yes; they can fix their own rates. 

Mr. Sanders. But, as a matter of fact, the Mallory Line and the 
Morgan Line have identically the same rates from New York to 
Galveston ? 

Mr. Lallier. Yes; whenever one line reduces the rate to 25 cents 
the other does the same. 

Mr. Sanders. And whenever one raises the rate the other line does 
the sa^e? 

Mr. Lallier. They do not usually raise the rates; and one line 
would not raise it unless they knew the other was going to do so. 

Mr. Sanders. Exactly. 

Mr. Lallier. I have known of cases where one line increased the 
rate by itself, but that was immediately followed by the same action 
by the other. It all comes back to the same thing; whether it is a 
water line or a rail line it must meet the competition if it does the 
business. And it is this check provided in that section of the law 
which prevents the carrier who reduces the rate to meet this com- 
petition from afterwards increasing it after the competing line has 
been put out of business which protects the shippers. 

The Chairman. That applies only to railroads. 

Mr. Lallier. That applies to all carriers subject to the act. 

The Chairman. Yes; all carriers subject to the act; but that means 
only railroads. 

Mr. Lallier. But if the Morgan Line would reduce such a rate 
and put the Mallory Line out of business, for example, I think the 
law would prevent it afterwards increasing its rates. 

Mr. Sanders. That is not a hard-and-fast rule, is it ? Is there not 
an exception to that clause of the act? It says they can not after- 
wards raise the rate, except 

Mr. Lallier (interposing). Except upon a showing of cause other 
than the elimination of the competing water line. 

For instance, I will cite such a case. Possibly you will recall thft 
recent agitation for an increase of 15 per cent on all rates. That was 
done jointly by all the rail lines and some of the water lines also. 
And they based their contention or request for that advance upon 
different conditions — ^higher cost of material, equipment, supplies, 
coal, etc. That would be one of the exceptions, ana it would affect 
all carriers alike ; if it would affect one, it would affect all of them. 

The measure of the Morgan Line rates is controlled hj the com- 
mission. And, under the law which created the Shipping Board, 
the rates of the Mallory Line are controlled by the Shipping Board 
and must be filed with the Shipping Board. However, tney nave not 
yet assumed any such active jurisdiction over rate making or rate 
jurisdiction as the Interstate Commerce Commission has. 

The Chairman. What would you say as to the wisdom of amend* 
ing the laws of the United States so that foreign vessels could par- 
ticipate in the coastwise trade? Would not that give you water 
competition that you can not get now? 
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A!r. Lallikr. I understand that the law has Ikhmi amended so that 
th«*y oan participate in coastwise trade. 

Mr. S.\Ni)ERft. Yes; but just for the period of the war; that is purely 
teninorary. 

Tlie CiiAiRMAx. I tried to have that provision inserted in the law 
at the time of tiu» Panama Canal art — that is, so that forei^^n vessels 
vttuUl take carjjoes from the Atlantic coast through the Panama 
(anal to the Pacific coast, but I was voted down. 

.Mr. L\LLiRR. Well, if you will permit me to say so, we people of 
(iiilveMon are interested in our rates; we are interested in any kind 
of rates that will move tonnage through Galveston^ and it does not 
make any difference to us whether the Morgan I^ine or somebody 
<*Im'^ line handles that tonnage so long as we get those rates and tliie 
l»i-nefit- which arise from water transportation facilities. 

Mr. Sanders. (ickkI service and cheap rates f 

Mr, I^\Li.iER. (Jood service and cheap rates. We do not neces^^arily 
depend uixm low rates which apply bv the rail routes, but I think 
if ilie rail rout<»s want to meet some of that competition and get the 
business thev should l>e allowed to do so. 

If I may l>e permitted, I will cite another case. As the committw 
know>. the port of (lalveston is the greatest cotton port in the world; 
It hamlles practically one-third of America's cotton, and it handles 
one-fourth of the world's entire output in normal times. I regret 
tt» vay that that is not the case now. 

Mr. Sanders. Normally (lalveston handles l>etween five and six 
million bales a rear? 

.Mr. L\LLiER. Very rarely it is 0,000,000; generally it is 5,000,000. 
iialve-ton also handles a great deal of grain which moves from Mis- 
Mniri Kiver territorv and territory noi-th and we-t of there through 
(JalvtMon. Our exports for 1014 were around $:i(K).0(K),(KM). That 
was ea*<ily the si»cond port in North America for exports. Our 
inij)ort-» were less than it^.V),()(K),000. That means that nearly all of 
oiir tonnage is outbound movement. Our tonnage moves from the 
north down to Galveston, and the railroads have to handle a corre- 
>pon<ling movement of empty cars back North. 

.Mr. Sanders. Well, your sliips come into (lalve^ton empty, too, do 
they not ? 

Mr. Laijjkr. The >hips come into (ialvest<m empty or in ballast. 

Mr. Sanders. Yes; that is what I mean. 

Mr. Lalmer. Now, the problem there is, siiice the railroads have 
t*» lnin<lle th(M» cars empty northboimd is there any reason in the 
vorhl why they should not 1h» provide<l with sonu* tonnage for tho-e 
<ars. '^ince they have to haul them anyhow? We have a great move- 
ment of tl^we empty cars noilhi)omid. It is true that the State of 
Ti'xa'^ i> a great State and pnKluccs a h)t of tonnage which moves 
nortliboun<l and eastbound from Texa> to varit)iis point - in the 
Tnited States, Imt that does not come anywhere near filling tho-e 
northbound cars moving from Texas port^. 

The Chairman. Y<»u will not allow any company in Texa-; unK*>is 
it domesticates itst»lf by taking out a charter under your State laws, 
will youi 

Mr. Laujer. We have a great many of them there. 
durc^- IS — 10 
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The Chairman. And you have a control over interstate railroads 
that you would not otherwise have by reason of that provision ? 

Mr. TiATJiTER. We have not any control over the rates. 

The Chahiman. Well, railroads from one State into another cease 
to be interstate railroads when they get into your State under that 
provision. 

Mr. LiALLiER. But our State commission has not any control over 
even intrastate rates. 

The Chairman. They make the companies take out citizenship 
papers in the State, so to speak. 

Mr. Lalleir. Now, going back to the car movement in Texas. 
Naturally, those railroads want to get anything that they can out of 
handling those cars northbound; and they have made efforts to in- 
crease their import business so as to load the cars going back north. 

Is there any reason why they should not make a rate on coffee 
or sugar from Galveston to Kansas City or St. Louis the same as the 
rate that applies from New York to St. Louis, so that they can en- 
courage some of the business through Galveston northbound, while 
at the same time they will carry a higher rate to Oklahoma City, 
which is not hurt anyhow ? St. Louis is going to get her rate, any- 
how, from New York ; she is going to get her import rate on sugar. 
So why could not the railroads encourage imports by allowing a 
lower rate on sugar that would be loaded on cars that otherwise 
would move back empty, anyhow ? There certainly can not be any 
gi'eat additional out-of-pocket cost for handling that sugar back 
there. 

That is our situation. And we think that to amend the law in the 
way proposed by this bill would absolutely deprive us of that north- 
bound import traffic, because we are primarily an export point. 

There is another point that I want to mention regarding Mr. 
Spence's testimony. There has been some mention made of the fact 
that the coastwise lines — meaning those operating from New York to 
San Francisco and other Pacific ports — -had secured approximately 
1,000,000 tons westbound that otherwise would have gone to the rail- 
roads. And it seemed to be the opinion of the committee, if I may be 
permitted to say so, that they should be allowed to handle that coast- 
wise business through the Panama Canal, in order to justify the dig- 
ging of the canal. 

Our ports down on the Gulf coast are situated closer to the Panama 
Canal than any other port in the United States, and we certainly do 
not think the Panama Canal was built to handle interstate coastwise 
business alone. Certainly we do not expect to profit by any interstate 
coastwise business through the canal. We do not think that the in- 
terstate coastwise business handled through the Panamn Canal would 
justify a single dollar that has ever been used to dig it. 

The Chairman. Do you mean from coast to coast? 

Mr. Laixier. From coast to coast of the United States. 

Mr. Sanders. You are speaking now for Galveston? 

Mr. Laij:jer. I am speaking for Galveston.^ 

Mr. Sanders. That is not our idea in Louisiana. 

Mr. Laluer. That is from coast to coast of the United States. 
What is 1,000,000 tons of freight moved through the Panama Canal 
compared with the $450,000.0W) that has been spent to develop it? 
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Mr. Sanders. That was just the beginning of the movement 

Mr Lallier. We think the advantages of the Panama Canal will 
come from foreign business — from Asia, the Philippines, and the 
islands of the Pacific Ocean, and from the west coast of South Amer- 
ica, and from the different coasts of Mexico. That is where the value 
of the Panama Canal, as we look at it, will come in. 

The Chairman. Why not include California, Oregon, and Wash- 
incfton as well as Mexico in that list? 

Mr. LaLtLIer. Well, we think their tonnage can possibly better be 
jriven to the railroad lines. 

The Chairman. You want the railroad lines to have thai but not 
the Mexican tonnage ? 

ilr. Laixier. I do not mean to say that the vessels operating 
through the Panama Canal from the Atlantic to the Pacific coast 
should he deprived of the chance of competing for that toimage. 
1 think they sliould compete for it; but if they can not haul freight 
from Xew York to San Francisco at the same rates that the railroads 
haul it for they ought not to try to compete for it. Did they not 
make their i*ates lower than the railroads applied to the Interstate 
(onimerce Commission for in those fifteenth section applications? 
As I understood it, Mr. Spence testified yesterday that their rates 
were made 35 cents: none of his rates were lower than 40 cents. If 
>Ye apply this rigid fourth section clause, we are merely making all 
the consumei-s on the Pacific coast pay higher charges, because those 
rates will l)e raised; and, fui-thermore, it is a significant fact that 
various steamship lines operating between those two coasts have been 
very active in fighting for this bill. 

Mr. Sanders. Have they been any more active than the trans- 
continental lines have been in fighting against it? 

J[r. Lallier. Certainly they have been as active. Xow, here is a 
case: Why do they want this 40-cent rate between the Atlantic sea- 
l)oard and California raised to 75 cents? Is it not very apparent 
that it is because then they can raise their steamship rates? During 
a good many years in the past the water competition between the 
Atlantic and the Pacific coasts was on ships that passed through the 
Straits of Magellan or around Cape Horn. That is what originally 
caused these 75-cent and 60-cent rates between the Atlantic coast 
and the Pacific coast. Those old sailing vessels, those clipper ships, 
required 4 months to make their tnp from Xew York to San 
Fran('is(*o; and if they could ccmpete with the railroad lines is it not 
fair to assume that a steamship line operating through the Panama 
Canal. re(|uiring some 22 days for the trip, am compete with the 
railroail lines? 

Mr. Sanders. Did not the clipper ship go out of existence before 
tlie transcontinental lines came into operation? 

Mr. L.\LUER. No, sir. 

Mr. Sanders. When were the transcontinental railroad lines 
joined together? 

ilr. Laixier. If you recall one of the old investigations of the 
Interstate Commerce Conmiission into these transcontinental rates — 
I do not recall the name of the case or the volume of Interstate Com- 
merce Commission Reports in which it is reported — but in the de- 
cision of the commission there is a good deal of discussion of this 
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active competition which existed between the transcontinental routes 
and the clipper ships. 

Mr. Sanders. Well, as a matter of fact, the transcontinental routes, 
if my memory serves me right, were joined up in 1866, or about that 
time. 

Mr. Lallier. The clipper ships have existed since that time ; some 
of them are in existence now. 

Mr. Sanders. But do you not remember that a gentleman of the 
Gulf ports, whose name was Semmes, was practically eliminated 
from the clipper ship industry, in 1864, in an engagement between the 
Kearmrge and the Alabama — that was the end of the clipper ships? 

Mr. Lallier. I do not remember that far back — that was befort. 
my time. 

Mr. Sanders. I would advise you to read " Semmes Afloat."' That 
would show you the end of the clipper ship. There was no American 
merchant marine after the war. 

The Chairman. Well, did the long time that was occupied in sail- 
ing around the Cape limit the competition very materially? 

Mr. Lallier. Yes ; I think it did, notwithstanding the fact that the 
railroads had reduced their rates below what, I think, is a reasonable 
rate. I think 75 cents is a very low rate from the Pacific to the 
Atlantic coast, provided all tonnage has got to move on that 75-cent 
rate; but, if you have your fixed expenses anyhow and your trains 
are moving from West to East and there is a great deal of business 
that is not moving on those trains, I think if two carloads of freight 
can be placed on those trains and handled fi'om coast to coast, it is 
just that imich above out-of-pocket cost; and the railroads are not 
going to attempt to decrease their rates merelv for the pleasure of 
putting coastwi.se lines out of business when it is not going to benefit 
theni, and they know that they can not come along later and raise 
their rates to a remunerative figure. 

There is just one more point that I wish to touch upon, and that 
is the transportation on the Mississippi River. I will say, before 
starting, that I am not very familiar with transportation upon the 
Mississippi River; but I do agree with Mr. Sandei-s's statement that 
many years ago coal used to be floated from Pittsburgh down to Xew 
Orleans in barges. I have heard that many times. What did those 
barges carry back on their return trip? Is it not fair to assume that 
the reason that they could not continue to operate in competition 
with the railroads was because they had to haul those barges all the 
way back to Pittsburgh empty? Your water rates upon the Missis- 
sippi River last year were ccmsiderably lower than your rail rates. I 
had the tariffs of the Inland Navigation Co. — plying South from St. 
Louis to Xew Orleans; they also made stops at Memphis, and, I 
think, at Vicksburg, and Baton Rouge — and I made several compari- 
sons of them. The rail rates had been reduced to meet what once was 
active water competition, but which to-day is potential competition. 
Potential competition, in the sense in whch I regard it, does not mean 
competition which may come sometime in the niture — it means com- 
petition which has once existed and may exist again in the future. 

The Chairman. It is just about as dead as if it never had existed. 

Mr. Lallier. That barge transportation did not cease to exist be- 
cause they could not handle the barges cheaply enough southbound ; 
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it was because they could not handle them southbound and then carry 
them back empty when the railroads were carrying their cars back 
loaded. 

Mr. Sanders. As a matter of fact, could they not move the barges 
down the river loaded and haul them back to the headwaters of the 
river empty as cheaply as the railroad could move the cars ? 

Mr. LalLier. I think they can. 

Mr. Sanders. The fact that there is no coal going north is no 
reason why they should not haul it south. You can haul the barges 
back empty cheaper than you can haul the coal down originally by 
the railroads. 

Mr. Lallier. Well, I think they should do it. I think the boats 
could haul as cheaply as the rail lines; but possibly that does not 
offer as large a profit as some other investment of their capital. The 
railroads operate on what they claim is a very narrow margin of 
profit ; possibly the boat lines want 50 per cent. 

Mr. Sanders. Well, you have heard of a railroad owning its own 
coal mines, have you not ? 

Mr. Lalljer. Yes. But it has been my understanding that the great 
demand for coal at New Orleans is not for railroad coal, and there- 
fore it is not controlled by the railroad lines, but it is for bunker 
coals. We have a great demand for coal at Galveston, but I do not 
know of a single railroad operating out of Galveston that is burning 
coal; they are all burning oil. Still, there is a great demand for 
bunker coal and for coal for household use. 

(Thereupon, at 4.45 p. m., the committee adjourned until Friday, 
March 29, 1918, at 10.30 o'clock a. m.) 
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FBIDAY, MABCH 29, 1918. 

Committee on Interstate and Foreign Commerce. 

House of Representatives, 

Washington^ D, C. 
The committee this day met, Hon. Thetus W. Sims (chairman) pre- 
siding. 

The Chair3ian. The committee will come to order. Mr. Mann, I 
believe you and Mr. Wettrick have the floor this morning. 

STATEMENT OF HE. SETH MANIT, ATTOEHEY AND KANAOEE OF 
THE TEAFFIC BTJEEAIT OF THE SAN FRANCISCO CHAMBEE OF 
COMMEECE. 

Mr. Mann. If the chairman plea&e, and the members of the com- 
mittee, my name is Seth Mann, and I represent the San Francisco 
Chamber of Commerce, my title being attorney and manager of the 
traffic bureau of the San Francisco Chamber of Commerce, and also, 
by request, I represent the Portland Traffic & Transportation Asso- 
ciation of Portland, Oreg., as our interests and attitude are the same. 

Before I proceed I desire to invite the committee's attention to the 
history of water transportation between the Atlantic and the Pacific 
coasts, referred to here hy Mr. Lallier in his testimony, but the cita- 
tion not given at that time. The report to which he referred is 
found in the case of the Railroad Commission of Nevada v. Southern 
Pacific Co., reported in Twenty-first Interstate Commerce Commis- 
sion Reports, at pages 345 to 352. The decision is by then Commis- 
sioner Franklin K. Lane, and contains a very full history of the water 
transportation between the coasts. 

The Chairman. Do you want that incorporated as a part of your 
hearing? 

Mr. Mann. I think it would be an excellent thing if it could be 
done. 

The Cairman. Is it a long or cumbersome document? 

Mr. Mann. No ; I have only quoted certain portions of it. 

The Chairman. I think it is highly important that it should be 
included in your hearing somewhere, as you have adverted to it. 
Suppose you arrange it and leave it with the stenographer before 
you leave, to be considered in connection with you statement and 
made a part of your statement? 

Mr. Mann, Yes, sir. It is, of course, the statement of an impartial 
person. 

The Chairman. I know ; but you are introducing it in support of 
vour statement. 

29.-) 
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(The matter referred to is here printed in full, as follows: 

No. 1665. — Railboad Commission of Nevada v. Southern Pacific Co. et al. 

[21 I. C. C, 345-352, extracts.] 

THE troublous SEA. 

In 1869, when the Union Pacific and Central Pacific railroads were nulled at 
Promontory Point, Utah, there was no such thing as a transcontinental rate, 
excepting as it was made up of a combination of locals. In fact, at that time 
it was not expected, so Senator Stanford has testified before a Senate com- 
mittee, that there would be any real competition between the transcontinental 
railroad lines and the ocean carriers. The original purpose of constructing 
the Central Pacific road, so far as its California promotors were concerned, 
was to carry eastward from the Pacific coast to the interior, and the rates 
made across the Sierra Nevada Mountains were made to meet and overcome 
the then existing competition of the mule team. It was not the primary pur- 
pose to extend this road across Nevada, but only to furnish a means of commu- 
nication between the city of Sacramento and the rich mining towns along the 
ridge of the Sierra Nevadas and on their eastern slope. Confessedly It was 
the lure of the Government subsidy which Induced the extension of this line to 
the eastward. The pui-pose of the Central Pacific was to act as the distributor 
of the ocean-borne freight which was brought into the Bay of San Francisco 
by sailing ships coming in around the Horn; and for some time following the 
class. This rate was scaled down, being lower from Pittsburgh, and still lower 
apparently made to induce the all-rail overland movement of trafllc, which did 
not require especial or express service. 

The first through rate published was an open rate of $8 per 100 pounds, first 
class. This rate was scaled down, being lower from Pittsburgh, and still lower 
from Chicago and other points. When competition was begun with the clipper 
ships out of New York, class rates were reduced to a $6 scale, and these were 
graded from the east westerly. Commodity rates were also at this time estab- 
lished in an effort to take from the ships Important volumes of business. These 
open rates, however, were found to be unsuccessful in developing any consld- 
erable amount of transcontinental business, owing to the fact that whatever 
rates the railroads made were met by the boat lines. Accordingly In 1877 the 
Union Pacific and Central Pacific, which worked together in this matter, in- 
stituted what is known as the special contract system, under which they pub- 
lished two rate sheets, one known as the " white list " and the other as the " pink 
list." The white list contained the open or public rate ; the pink list contained 
the contract rate. Contracts were made with individual shippers that if they 
would give to the railroad line all of their traffic for a year to the exclusion 
of ocean carriers they would have a rebate down to the figure fixed in the pink 
list. 

The battle began in earnest at this time between the railroads and the ocean 
lines. Whatever competition there had been before was Insignificant when com- 
pared with that which followed the year 1877. At that time the railroad inter- 
ests evidently determined upon driving the ships from the sea. and tliey very 
proudly admit that they succeeded In this effort at least to the extent of nulli- 
fying or controlling the water competition. The jobbers? of the Pacific coast were 
individually dealt with; their waybills by the w^ater lines were furnished to 
the railroad, from which It estimated the volume of traffic and the amount of 
charges paid thereon by the shipper. Upon this basis a rate was made by 
adding to the ocean charge an additional allowance for the saving in Insurance 
arising out of movement by rail, the saving In Interest upon the value of the 
freight, and an additional amount for the comparative certainty of delivery 
and expedition. Different rates apparently were made to different Bhlppeni. 
This secret contract system, by which a rate was made to each Individual. 
firm, or shipper, was a logical application of the principle that the carrier 
should charge w^hat the traffic would bear. For several years this system was 
successfully pursued with Increasing advantage to the railroads; but under 
the pressure of strong popular agitation, and owing to the fact that the ship- 
pers were In many cases found to have broken faith, the railroads determined 
upon again publishing but one rate. To arrive at this rate they adopted a 
policy of "harmonization," as it was termed; they averaged the rates upon 
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various comiuodities which had been charged to various shippers and made a 
new schedule of rates, from which they varie<l as emergency might require 
or expediency advise by the current method of rebating. 

Thus far we have taken no account of the Panama route, whlcli had been 
open and operated since the early days of the rush to the gold fields. This 
route was in the control of the Pacific Mail Steamship Co. In 1871, hardly 
two years after the opening of the transcontinental rail route, the Union 
Pacific and Central Pacific railroads entered Into agreement to subsidize 
the Pacific Mail, buying its space at an agreed figure, and often running the 
steamships empty. This arrangement was continued until 1881, when the 
steamship line was turned over to an association known as tlie transcontinental 
association, which continued the arrangement until 1893, so that during this 
period the Panama route offered no serious competition to the rail lines. And 
to continue the history of this negligible factor in sea competition, it may at 
this time be Siiid that the Pacific Mail Steamship Co. is now controlled, through 
stock ownership, by the Southern Pacific Co., and has been since the year 1900. 
Throughout this period of competition between ocean and rail lines w-e find 
this Interesting rate condition to have existed: Class rates to Pacific coast 
terminals increased with the distance and were higher from Atlantic seaboard 
points than from interior points ; commodity rates, however, which were created 
to meet special conditions at the seaboard — the weapons fashioned for the de- 
struction of the clipper ships — were lower at the ports than at the interior 
IxMnts. In the language of Mr. Luce, of the Southern Pacific, " commodity rates 
were scaled up from the seaboard in the first instance, but the class rates were 
scale<l down from the seaboard. There was always a higher class rate from 
New York than from Chicago, but often a lower commodity rate from New 
York than from Chicago.*' In 1883 a new competitor entered' the field — the 
Sunset-Gulf route, a water line from New York to New Orleans owned by and 
connecting with the Southern Pacific line from New Orleans to San Francisco. 
This new line was looked to by the carriers generally to " take care " of water 
competition, in the significant language of a Southern Pacific official. It entered 
upon the work with such heartiness that before long the Pacific Mail alone 
kept on its perfunctory way between Panama and the Pacific coast terminals. 
The clipper ship as a competitor had been destroyed, Pacific Mail had been 
subsidized, and the transcontinental lines were in control of ocean as well as 
land transportation. 

h is the estimate of the Southern Pacific that of all the traflic moving from 
the Atlantic seaboard to California from 1885 up to 1891 the Sunset-Gulf route 
^rried from 76 to 90 per cent, and of the balance practically all went by rail. 
The aggressive policy of the Southern Pacific Co. in instituting a water line 
*'J its own between the Gulf and the Atlantic drove Its water competitors out 
'« the field and took from the rail lines all but the most Insignificant proportion 
^^ transcontinental trafl5c. Those were the fine free days when '* all sorts of 
fates Could be had and all sorts of tariffs could be found." 



A merchant's line. 

to ^*^^ ocean competition being out of the way, and the railroads having come 

^ ^^ understanding as between each other, matters went smoothly until the 

jjT^ ^ancisco merchants in 1892, being roused to activity by a recent increase 

the transcontineutal rates, instituted a boat line of their own. This brought 

dd ^'^^ther rate war in which the merchants lost heavily and rates w^ere re- 

thn^ by the rail lines to absurdly low figures. The lines east of Chicago and 

thft^ >vest fell out over the division of the joint through rates, and for a time 

Cm*^ were no joint through rates extending from points farther east than 

^Ur *^' and blanket rates were made by the western carriers from Chicago, 

jjjlj^^sippi River, and Missouri River points. After the railroad lines had 

tiiii^ off the San Francisco merchants' steamship line, losing thereby several 

a ij ^^ dollars, they came to an agreement with their eastern connections as to 

•^^' basis of divisions and a new scheme of rate making. 
^V)tj|i ** ^^ come to the year 1896, at which time the blanket system at present 
ti,^**iing %va« first authoritatively announced. This blanket extended from 
cojj^ ^tissouri River to the Atlantic seaboard. We hear very little of water 
g^l^^tition for the next three or four years. In 1900, however, the American- 
^^lian Steamship Co. established its first steamer line through the Straits 
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of Magellan. In 1900 also, as we have already seen, control of the Pacific Mall 
was purchased by the Southern Pacific Co. Neither one of these facts seems 
to have disturbed transcontinental rail rates. 

In 1906 another step forward was made in the matter of water competition 
by the opening of the Tehuantepec route. The American-Hawaiian Co., under 
an arrangement made with the Mexican Government and with the sugar planters 
in the Hawaiian Islands, instituted the most satisfactory ser>'lce which up to 
that time had obtained between the Atlantic and Pacific seaboards by water. 
Eastbound tonnage was furnished by Hawalinn sugar, and westbiumd toimage 
was gathered at the Atlantic seaboard. 

In 1907 the volume of westbound business carried to Pacific coast terminals 
via this route was 112,39o tons; In 1908. 117,203 tons; In 1909, 204,000 tons; in 
1910, 239.500 tons. The total volume of transcontinental tonnage was, two years 
ago. estimated by the carriers at 3.000.000 tons i>er annum, while the total water- 
borne trafiic is about 10 per cent of this figure. Inasnmch as the traffic of the 
country increases at the rate of nearly 10 per cent per year It would appear 
that in nearly four years ocean competitors of the transcontinental rail lines 
have been enabled to secure a total tonnage of approximately the normal In- 
crease in westboimd transcontinental freight for a single year. In giving this 
figure we are allowing to the American-Hawaiian line all the advantage of the 
acccumulated business of the six years preceding 1906, in which It had in oper- 
ation Its steamship line through the Straits of Magellan. Considering that this 
carrier has reduced Its time of movement between the Atlantic and Pacific to an 
average of a little more than 25 days and gives a service that never before has 
been equaled by an ocean line, the slight Increase In Its tonnage either evidences 
that all-rail rates are more attractive for the great volume of business or that 
the water rates are maintained at a figure so nearly approximating those ex- 
tended by the rail lines as not to overcome the difference in the service. 

THE OCEAN " NEUTRALIZED." 

We have thus traced the history of this protracted struggle between the ocean 
and the land carriers that we might clearly appreciate the strategy of the rail- 
roads and Its effect upon the ocean-born traffic. One water route after another 
has been rendered innocuous. To meet the competition of the railroads the 
tendency of the ocean carriers has been to shorten the time consumed in passing 
by %vater from coast to coast. The clipper ship has been forced to give way to 
the steamship, and the steamship has been compelled to transship by rail a por- 
tion of the distance. The routes by way of Cape Horn and the Straits of Magel- 
lan have been virtually abandoned. For nearly 40 years the Panama route has 
been under railroad control. When an attempt was made to reestablish this 
route as a vital competitor the railroads used their own ocean-and-rail line to 
eliminate It from the field. So that for several years there has been but one 
ocean line which apparently has no railroad connection, that of the Amerlcan- 
Haw^allan Steamship Co. ; and this line lives upon sufferance. Its rates being 
made with the knowledge of the railroad company and with a more or less 
definite relation to the transcontinental rail rates. Within the past few months 
another w^ater competitor has entered the field — the California- Atlantic Line — 
which has done an extensive business both eastbound and westbound for the 
short time that It has been In existence, but the prophecy made by the railroad 
witnesses Is that It will not last long. 

In the light of this history It is not to be gainsaid that the transcontinental 
lines must give consideration to sea competition. For 30 years and more their 
effort has been to " neutralize and control " such competition. In the phrase of 
Mr. Stubbs, vice president of the Southern Pacific system. While they have 
subsidized, bought, and controlled the water carriers, there has always been 
present to the mind of the traffic manager of the transcontinental railroad the 
existence of the ocean and the possibility of Its use. Without a ship upon it the 
ocean has the power to restrain in some degree the upward tendency of rati 
rates. A railroad may not safely Indulge its desire to Impose all the traffic will 
bear between two ocean ports, and it may truly be said that the least poetical of 
railroad traffic managers never looks upon the ocean without a sense of awe. 
• The railroads, moreover, must soon meet with a competition by water more 
intense than any that they have heretofore suffered, for within three years nn- 
other route, one more Important, searching, and determinative in its effect upon 
railroad rates than any other, will be openetl — a route all water by way of the 
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Panama Canal. The cutting of this canal \\ill, in effect, bring the Straits of 
Magellan 3,500 miles to the northward, and with modem steamships it is esti- 
mated that San Francisco will by water be removed from New York but 14 days, 

Mr. Maxn. Now, then, pursuant to the permission of the chairman 
and the committee, I will introduce as a part of my statement a 
portion of my statement made before the Joint Committee on Inter- 
state Commerce, which met in San Francisco, at which the chairman 
was present. I have crossed out such portions of it as referred to 
other matters and will leave in such as have reference only to the 
long and short haul clause. 

The Chairmax. That will be very material. 

(The matter referred to is here printed in full as follows:) 

STATEMENT OF MB. SETH MANIT. 

Mr. Maxx. If it please the chairman and members of the com- 
mittee, my name is Seth Mann, and I am attorney and manager of 
the traffic bureau of the San Francisco Chamber of Commerce. I 
have been engaged in this traffic work, and to some extent in the 
matter before the commission, involving the administration of the 
long-and-short-haul clause, for some twelve or more years. 

The first matter that I think I should touch upon in connection 
with this long-and-short-haul clause controversy is this, that we 
consider that this matter is not primarily a matter for us to de- 
fend or to support, but that it is primarily a matter for the carriers 
themselves to sustain and support. We have no right whatever, 
legally or otherwise, to enforce before any court or any tribunal, 
any alleged right or title to terminal rates that shall be lower to 
the coast cities than to the intermediate points, and we never have 
claimed that. A loose use of the word "entitled" has sometimes 
been made in connection with the rates to the terminal points, and 
is used to indicate and to connote the advantages which attach to 
the coast cities by nature, and from the fact that they are situ- 
ated upon the unmonopolizable highways of the sea. So that we 
frequently say, in this matter our appeal is to the sea, because 
we have no appeal to any other place, tribunal, or court. 

AVhen the question of lower rates to a competitive point is up it is 
a matter for action on the part of the carrier. That is the method 
of all statutes of that character. The statute of our State here in 
California authorizes the carriers to make application to our State 
commission for relief from the long-and-short-haul clause of this 
State, and this commission of the State of California has granted 
this relief in a number of instances and denied it in a number of 
others. 

A simple illustration of the relief from the absolute or rigid long- 
and-short-haul provision is the rate between San Francisco and Los 
Angeles. Heretofore regular lines of steamers were constantly ply- 
ing the seas daily between San Francisco and L#s Anffeles, carrving 
freight and passengers. Accordingly, while the first-^ass rate from 
San Francisco to Los Angeles is 60 cents, the first-class rate from 
San Francisco to an intermediate point rises aboye 6d cents to 82 
<*ents, I believe — some points below Bakersfield — and so it continued 
to this high point, and then the rates proceed to diminish down 
toward Los Angeles until the 60-cent rate is met, for the reason 
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that goods may move by the sea from San Francisco to Los Angeles 
at a rate which justifies the 60-cent rate, and then may be brought 
back north to j)oints north of Los Angeles toward San Francisco, 
and that combination of movement and rates brings about the situ- 
ation that the rates after reaching the high point go down to the 
ultimate competitive point, Los Angeles. So we have rates drop- 
ping from 80 cents to 82 cents down to 60 cents, as we go farther 
south and as the haul gets longer. 

Now, we in the coast cities have endeavored to support this situ- 
ation on the ground that the carriers have a riglit to make these 
lower rates to the competitive points if they see fit to do so on the 
ground that it is of greater advantage to the carriers and to the 
mtermediate points to make this rate to the coast a lower rate than 
to the intermediate points, and that in our enjoyment of those rates, 
while to our benefit and advantage, it is not our absolute or legal 
right, but that the carriers are entitled to that relief because of the 
competitive conditions, and that in that sense we may enjoy those 
lower rates without the charge of enjoying an undue or unjust pref- 
erence or discrimination. It is a discrimination to make a lower 
charge to a farther distant point, even if it be upon the ocean, than 
to an intermediate point. Discrimination exists because theix* is 
a difference in the rate, the rate to the longer distant point being 
lower than the rate to the shorter distant point; but it is not, accord- 
ing to the holdings of the court and Interstate Commerce Commis- 
sion, an undue or unjust discrimination, and therefore in the general 
sense it is not an illegal discrimination. It is a lawful discrimina- 
tion, and therefore we in the coast cities, I think, should especially 
impress the fact that we have never in any of these cases, notwith- 
standing the various severe charges that are made against us from 
time to time, claimed that we were either entitled to lower rates to 
the coast as a matter of law, or that we were profiting by an illegal 
or unjust discrimination, when the law and the Interstate Commerce 
Commission gave relief from time to time to the carriers from the 
absolute demands of the fourth section, and permitted them under 
the law to make lower rates to the coast than to the interior. And 
it is in that attitude that we present ourselves, as we always have 
presented ourselves, to bodies investigating the subject of this long- 
and-short-haul clause both the Interstate Commerce Commission and 
the courts and before this committee. 

Therefore, logically as it appeared to me, the matter of this in- 
vestigation on this subject should properly have been met in the be- 
ginnmg by the carriers w^th their deiense, but I am given to under- 
stand that they may be heard later upon this subject and that this 
meeting of this committee here in San Francisco is for the purpose 
of receiving the testimony of shippers on the coast, and accordingly 
w4th that introduction I will make some statements, such as we have 
frequently made heretofore, covering the situation as we understand 
it to exist. , 

As to the existence of water competition, it has been claimed by 
the intermediate points, particularly the intermountain cities of 
Spokane and Eeno, that water competition is an excuse. We have 
heard that word used here in this testimony. They have also ap- 
plied bitterer words than that at times and have called it bunk, an 
absurdity, and a fake. They have claimed that the existence of 
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\Miter competition was of so small moment that there was no justifi- 
cation for its having any effect whatsoever upon the transcontinental 
rates, particularly as far as the terminal rates were concerned. In 
that regard they find themselves in opposition to and in disagreement 
with a line of decisions of the Interstate Commerce Commission 
handed down for the last 25 years. 

The first case in which this matter arose was the case of the city 
(»f Spokane, and was entitled The Merchants' Union of Spokane 
Falls V. The Northern Pacific Railroad Co., and it is reported in 
4 I. C. C, at page 183. The complaint was filed April 2, 1889, and 
was decided May 28, 1892. The existence of water competition was 
directly challenged in that complaint. The commission examined 
the situation and held that water competition, even at that somewhat 
distant date of 1892 was a forceful competition and a compelling 
competition which justified the carriers in meeting that competition 
at the coast points by making rates such that some at least of the 
traffic would continue to move by rail instead of being transported 
entirely by water. 

There has been some statement here to the effect that the Intiir- 
state Commerce Conmiission has been derelict in its duty and has 
taken an unconscionable time in the decision of these matters and has 
rendered only one decision — at least that seemed to me to be the 
result of the testimony of one of the witnesses — and that of June 30, 
last. I should like, in this connection, to suggest a few of the deci- 
sions with their dates of decision, which have been rendered by the 
Interstate Commerce Commission, and which decide this question of 
the existence of water competition and its materiality and force of 
determining rates which the carriers were justified in charging to 
the competitive points. 

The first is that very early case of some 25 years ago, which I have 
just cited. Then we have the case of the City of Spokane, i\ the 
Northern Pacific Railway Co., decided June 7, 1910, and reported in 
1^ I. C. C, page 162. That covered certain recommended commodity 
rates. They were not ordered in by the commission, but they were 
recommended by the commission; and later certain action was taken 
pursuant to that decision, although not directly in accordance with 
the rates there fixed. Then we have the Commercial Club of Salt 
Lake City i\ the Atchison, Topeka & Santa Fe, reported in 19 1. C. C, 
l>age 218, and decided June 7, 1910. An order was issued later in 
that case on June 11, 1911. That covered also certain recommended 
commoflity rates to these inteiTnediate points; and I may say that 
these recommended commodity rates — recommended by the commis- 
sion—Avere rat<*s lower than those in effect at that time to the inter- 
mountain points, and the decisions were followed later by schedules 
of lower commodity rates to these points, and while those rates were 
not accepted by the conmiission as just or reasonable, they were per- 
mitted to go into effect and reduced the rates to the intcrmountain 
points and to Salt Lake. Then we have the Railroad Commission of 
Nevada v. the Southern Pacific Co., reported in 19 I. C. C, page 238, 
decided June 6, 1910. This case involved the class rates to Reno, 
Xev., and a scale of rates was fixed in that case, w hich is still in effect, 
the decision of the Interstate Commerce Commission, of course, being 
based on the reasonableness of the rates themselves. The rate estab- 
lished in that case, first class, from New York to Reno was $3.50, 
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and the carriers graded that rate to San Francisco on the basis of 
$3.70, first clagl^, and those are the class rates to-day. 

Then there was the Spokane case decided about the same time, and, 
I think, reported in the same volume of the Interstate Commerce 
Commission reports, which fixed class rates upon a similar basis, as I 
remember, to Spokane. Then we have the decision entitled The 
Railroad Commission of Nevada v, the Southern Pacific Co., and the 
Maricopa Commercial Club v. the Atchison, Topeka & Santa Fe, 
reported in 21 1. C. C, page 329. That case was decided June 22, 
1911. It was decided after the amendment to the fourth section, of 
June 18, 1910, and took into consideration and discusvsed the amend- 
ments to the fourth section of the act as they were made in 1910. 
That was the decision on what is known as Schedule B, or Order Xo. 
124, which tied the intermountain rates to the coast rates on a per- 
centage or proportion of the coast rates, whatever they migh be from 
^ time to time, the order being substantially this, that the rates to Chi- 
cago to the intermountain points should not exceed 107 per cent of 
the rates contemporaneously charged to the coast, so that if the rate 
was $1 to the coast the rate from Chicago to the higher intermediate 
points could not exceed $1.07, and so on, on any other rates that 
applied to the coast, and also changing as the rates to the coast 
changed, and so, as I say, fixing a proportional arrangement as be- 
tween the intermediate rates and the coast rates and tying those rates 
to the coast rates. That order also prescribed that the rate from the 
Buffalo-Pittsburg territory should not exceed 115 per cent of the 
contemporaneous coast rates, and that the rates fi*oni the Xew York 
territory should not exceed 125 per cent of the contemporaneous rates 
to the coast, whatever they happened to be. That is often referred 
to as the Schedule B decision, or the percentage dK'ision, or the 
decision which resulted in Order No. 124. 

The case for the north was the City of Spokane r, the Northern 
Pacific, et al., and that was decided June 22, 1911, and is reported in 
21 I. C.' C, page 400, and established the same relation between the 
intermediate high points and the coast. Then came the San Fran- 
cisco and Portland cases, decided by the Interstate Commerce Com- 
mission. This was Docket 1243, and is reported in 22 I. C. C, at 
page 366, and there the Interstate Commerce Commission 

Mr. Thom. What was the date of that ? 

Mr. Mann. The date of that decision was Febmiary 5, 1912. The 
subject matter of that decision was largely water competition, which 
exists between San Francisco and Portland, Oreg., and the carriers 
were permitted to charge lower rates between San Francisco and 
Portland and to charge higher rates to intermediate points for a 
less distance, on the ground of the existence of this water competition 
between the two cities. 

In the City of Spokane ?'. The Northern Pacific Railway Co,, 
decided May 14, 1912, and reported in 23 I. C. C, at page 454, the 
Interstate Commerce Commission authorized the carriers to put into 
the city of Spokane and that territory, proposed commodity rates 
less than those existing at the time, I think, hoAvever, i>assing on 
those rates as the final rates which could be there established, and in 
the Railroad Commission of Nevada r. The Southern Pacific Co., 
*23 I. C. C, 406, decided Mav 15, 1912, one dav later, a similar decision 
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T^as made by the commission with respect to rates applying at the 
intermediate points of Nevada and Arizona. 

It should be said there, perhaps, than some other time, that the 
decision of June 22, 1911, the schedule B decision — that is to say, 
the percentage decision — was at that time in course of appeal through 
the Commerce Court to the United States Supreme Court and the 
questions there involved were serious, involving the question of the 
constitutionality of the newly amended fourth section, and also 
invohing many other things, the power and jurisdiction of the Inter- 
state Conunerce Commission to establish zones or blankets, etc., from 
^nich rates should apply, as the railroads had theretofore done, 
^iat case was finally decided in the United States Supreme Court, 
I think, in June, 1914, and during this period of time which was 
elapsing from June, 1911, to June, 1914, over 10,000 applications on 
the part of the railroads all over the United States from North to 
South and from East to West were pending before the Interstate 
Commerce Commission, requesting relief from the fourth section an<l 
a right to charge a lower rate to the farther distance points than to 
the intermediate points. The applications of the Southern Pacific 
Co., for example, to make these rates via the Sunset & Gulf eastbound 
on asphaltum, beans, barley, canned goods, dried fruit, and wines, 
are mimbered in the 10,000 and during this period of time the Inter- 
state Commerce Commission was awaiting, and properly awaiting, 
the decision of the court of final resort, the ultimate authority in the 
United States, as to whether this statute or this amended fourth 
section was constitutional and as to what the powers of the com- 
mission were under that statute, and these applications awaited that 
decision. After that decision was handed down, the commission pro- 
ceeded, in my opinion, with celerity and efficiency, to handle these 
numerous applications for relief from the fourth section from all 
over the United States, until now, I think they are fairly well on 
their way to fijiishing all that work. 

But that delay of three years is not properly chargeable to the 
Intei*state Commerce Commission, for they were awaiting the in- 
struction and information from the Supreme Court of the United 
States as to what their powers were, if any at all. It was claimed 
in some sources, and from some sources, that they had no power 
whatsoever under the statute on the gi-ound tht it was unconsti- 
tutional and void. 

In Fourth Section Application Docket 1243 (24 I. C. C, p. 34), 
decided June 6, 1912, the Interstate Commerce Commission on the 
application of the carriers reviewed their decision in the Portland 
case and affirmed it. Then came the Santa Eosa terminal case, 
^hich has been referred to in the testimony at this hearing: (24 I. C. 
C, p. 46), decided June 4, 1912. That was the case when Santa 
Kosa said "If there are 92 teiminal points in and around San Fran- 
cisco Bay getting terminal rates, why should we not have them ? " 
and the commission said "You may have them." That was the 
first Santa Bosa case, and out of that situation, which was a loaded 
on^ althouffh the Santa Eosa people did not know it, arose consider- 
able litigation. The result was that under the order, as Santa Rosa 
had complained only against San Jose. Sacramento, Maryville, and 
Santa Clara, that the order ran to those four ]K)ints and ordered the 
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carriers to remove the discrimination, which they promptly did, of 
course, by putting in higher rates to San Jose, Sacramento, Marys- 
ville, and Santa Clara. Whereupon there was great declamatory 
oratory, and suits were commenced by these 4 towns charging that 
they were discriminated against and a preference had been gi\'en 
the other 92 terminal points. The upshot of that situation was that 
the Interstate Commerce Commission held that the true terminal 
points were the ports of unloading, and established San Diego, San 
Pedro, San Francisco, Portland, Seattle, and Tacoma as the Pacific 
ports of unloading at which, only, such terminal rates could possi- 
bly apply. 

There was another Santa Rosa terminal case reported in 29 1. C. 
C, page 65, decided January 5, 1914, and a third Santa Rosa case 
reported in 32 I. C. C, page 249, and decided December 29, 1914. 
In the meanwhile, on July 21, 1914, the Interstate Commerce Com- 
mission decided Fourth Section Applications 349, etc., reported m 
31 I. C. C, page 511, which covered the rates on sugar eastbound 
to Chicago and there the commission authorized again a departure 
from the rigid rule of the fourth section in order that California 
beet sugar and Hawaiian sugar, which is produced in large quanti- 
ties and refined in large quantities at San Francisco and elsewhere 
in California, might be marketed, presumably to the benefit of the 
consumers in Chicago in competition with the refined sugar coming 
from or through the ports of New Orleans and New York. The 
basis of thp,t decision, as I understand it, is what is known as mar- 
ket competition, which is one of the exceptional cases under the 
head of the words "exceptional cases," in section 4 of the act, to- 
gether with other competitive conditions, not onl}'^ those on the 
water but those on the land, where the longer line must meet the 
rate of the shorter line, both of them being railroads. 

Then there is another jurisdiction of the Interstate Commerce 
Commission under the fourth section, in exceptional cases, and that 
is under the provisions of the statute that through rates may not 
exceed the sum of the locals, and, subject to the jurisdiction of the 
commission, relief may be granted from that provision of the statute, 
I understand. The objection of Mr. Gardner, I think it was, that 
the rates from San Francisco to certain points in Nevada were less 
than the sum of the locals from San Francisco, we will say. to Reno 
and from Reno to Winnemucca, is not violative of that provision of 
the section. There is no objection — no inhibition — against the car- 
riers charging lens than the sum of the locals. The inhibition was 
against charging more than the sum of tlie locals. 

Then we come to what are known as the s(*hedule C cases. The 
first one I have here is entitled " Fourth Section Applications 205. 
etc. Commodity Rates to Pacific Coast Terminals and Intermediate 
Points, reported in 32 T. C. C. page 611, and derided Januarv 29. 
1015." These cases are referred to as schedule C cases, and I will 
take a few moments, with the permission of the committee, to en- 
deavor briefly to outline what is meant by schedules A, B, and C, 
as I understand them. 

Schedule A includes a number of commodities moved between some 
eastern defined territory and Pacific coast points which do not move 
by sea — do not conveniently move by sea,ordonot ordinarily move by 
sea — and therefore it mav be said substantially do not move bv sea. 
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household furniture being a good illustration. That is a bulky com- 
modity liable to be injured and costs a great deal to be packed and 
shipped by sea and does not move by sea ordinarily, and there are a 
number of items of that class, and in the course of this intermountain 
litigation, which has steadily caused, I may say, an advancement in 
the rates to the coast and a depression of the rates to the interme- 
diate points, the carriers were called upon to take out of their ter- 
minal rate system those items which were readily not competitive 
items, and the arrangement ultimately arrived at was that the car- 
riers made a list of those articles, and they have been carried in that 
tariff now for five years, at least I think, and as to those schedule A 
articles, a large number of them do not violate the fourth section and 
are not departures from the fourth section. The rates to the inter- 
mediate points are not higher than the rates to the coast. So, sched- 
ule A is to one side, out of the commodities moving from the eastern 
defined territory to the coast points. 

Schedule B articles are the articles which move by sea, but which 
da not move by sea in such large quantities, or on which the com- 
petition of the sea is not so keen as those articles classified in schedule 
C. The first order of the commission in the schedule B cases, and 
which ultimately went to the Supreme Court, was decided on the 
basis of percentage, as I say — 7, 15, and 25 per cent — and at that 
time, and after the decision of the United States Supreme Court, 
and when the carriers were engaged in endeavoring to comply witli 
the order of the Interstate Commerce Commission in the so-called 
schedule B cases, or Order No. 124 cases, they appealed to the com- 
mission and asked for a hearing with respect to these commodities 
which were subject to the keenest kind of sea competition, in order 
that they might present to the commission the facts concerning those 
commodities, with a view to obtaining from the commission, if pos- 
sible, some further relief from the fourth section than was awarded 
in the schedule B cases. 

So, we have schedule A, which does not depart from the fourth 
section at all; schedule B, which is adjusted on the basis of 7, 15, 
and 25 per cent; and schedule C cases, in which the commission, after 
considering the testimony, authorized the carriers to have some fur- 
ther relief from the absolute provisions of the fourth section than 
had been granted in the schedule B cases, and here, upon carloads, 
theji^ allowed them 15 cents higher to the intermediate points, from 
Chicago, to 25 cents higher, on the Buffalo-Pittsburgh territory, and 
35 cents higher from New York territory. 

Of course that differentfal in cents per 100 pounds now — it was 
formerly in percentages — still ties the intermediate rates — the rates 
at Reno, the coast rates — ^because whatever the coast rate is up 
or down that general maximum is applied. There were, of course, 
some further details of this matter concerning Missouri River rates 
and a method of conducting rates on the basis of Missouri River 
rates, which I will not burden ray statement with at the present 
time, merely outlining the general scheme of the schedule C cases. 
Tliat case was Fourth Section Application 205, etc.. Commodity 
Rates to Pacific Coast Terminals and to intermediate points, de- 
cided January 29, 1915, and reported in 32 I. C. C page 611. There 
was a later decision in that same case, decided April 30, 1915, re- 
eM)653— 18 20 
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ported in 34 I. C. C, page 13, and then we have the decision of 
June 5, 1916, entitled "' In Application 205," etc., and the decision of 
June 30, 1917, also entitled " In Application 205," etc. Application 
205, gentlemen, is the first application that was made on behalf of 
the railroads generally here— in a way a blanket application — and 
filed shortly after the amendment of the statute of June 18, 1910, 
which protected the carriers under the language of the statute itself, 
which required that they should file their applications within six 
months after the effective date of the statute, and they should be 
protected in those rates; that is to say, not penalized for charging * 
them until the Interstate Commerce Commission had had an oppor- 
tunity to decide upon those applications. 

The decision of June 5, 1916, was made pursuant to the new action 
taken by the intermountain cities. The canal was opened about the. 
1st of August, 1914, contemporaneously with the commencement of 
the European war. It became immediately efficient to a high degree, 
as the findings of the commission in these cases will show, and it 
was closed by a slide in the canal on September 1, 1915. Thereupon, 
as the ships were not moving through the canal because of the slide, 
the intermountain points, seeing that this canal competition, this 
sea-borne competition, through the canal had ceased, petitioned the 
commission to reopen these intermountain cases — ^these Applica- 
tions 205, etc. — and to adjudicate the question anew upon the basis 
of this interruption of sea competition between the two coasts. The 
commission then investigated that subject at great length, and I 
may say that in all of these actions that the commission has engaged 
in — hearings covering weeks and months in each instance, and re- 
ceiving testimony covering thousands of pages in each of these cases, 
and cubic feet, if not cubic yards, with thousands and tens of 
thousands of figures showing the various details and the ultimate 
figures on each one of these investigations — during all this period of 
time, I may say, the competition of the water route oetween New York 
and San Francisco has been steadily increasing, starting in with 
the clipper ships around the Horn, followed by steamers around the 
Horn, and then by steamships conveying the freight across the 
Isthmus of Panama by railroad, and then through the American- 
Hawiian system — conveying freight from the Atlantic to the Pacific 
over the Isthums up to Tehuantepec, and it was a good service, in- 
deed — and then, on the opening of the canal on August 1, 1914, the 
initiation of transportation by water through the canal, then the 
slide, and the petition of the intermountain points for relief because 
of the slide or the interruption of the water competition. 

The commission again entered upon long hearings of this situa- 
tion, and at the time of the final hearings and arguments in Wash- 
ington, in April. 1916, the report of the commission, which had been 
sent down to examine the Panama Canal had just been filed in 
Washington, and they reported that the canal was a safe instrument 
of transportation and would continue so to be, and the canal was 
opened to traffic on April 15, 1916. But, pursuant to that investi- 
gation of the commission, they rendered the decision of June 5, 1916, 
in which they held that because of the diminution in the effect 6i 
water competition between New York and San Francisco, or the 
New York territoiy and the Pacific coast, perhaps I should say. 
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the former decision in the schedule C articles — by which the car- 
riers had been wanted this further relief from the fourth section — 
should be modified and abrogated, and that the carriers should be 
compelled to comply with the original order in the schedule B cases; 
or, in other words, adjust their transcontinental tariffs to the per- 
centage system of 7, 15, and 25 per cent in connection with these 
common points. 

The carriers proceeded to prepare tariffs which, in the language 
of the Interstate Commerce Commission, purported to comply with 
this order, but those tariffs did not meet with the approval of every- 
body, apparently. The^ were protested not only by the Pacific coast 
but by the intermountain points to some extent, and by merchants, 
manufacturers, and commercial interests of the whole United States 
as well, and a hearing was held in Washington in August, 1916, at 
which representatives from all over the United States were there 
complaining of this proposed adjustment by the railroads purport- 
ing to comply with this order of June 5, 1916. 

In the meanwhile, pending this hearing, the carriers proposed to 
raise the rates to the coast points without raising the rates to the 
intennediate points by adding 10 cents per hundred pounds per 
carload, and 25 cents per hundred pounds to the less-than-carload 
rates; and those rates to the terminal points were advanced on 
December 30 of that year by 10 and 25 cents a hundred pounds with- 
out any advancement to the intermediate points. That resulted, of 
course, in a narrowing of the differential, or a difference, if you 
please, between the rates on any one commodity carried in those 
rates and the rates at the intermediate points. Those additions 
referred to schedule C commodities. But ^he commission, after hav- 
ing heard this situation, was confronted by a still further applica- 
tion on the part of the intermediate points to not only adjudicate 
the nuestion of the disappearance of the ships on the basis of the 
schedule C commodities but also on the basis of the schedule B com- 
modities; or, in other words, raising the whole question of the right 
of the carriers to make any lower rates to the coast than to the inter- 
mountain points. This new application was due to the fact that, 
notwithstanding the removal of the slide in the canal, the activities 
and exigencies of the European war had transferred the ships into 
the trans- Atlantic trade. 

The amounts of freight offerings to the European ships were 
enormous. I was told in New York this spring that the fair average 
rate on a ton of freight moving from America to Europe was $100 a 
ton, and yet we had rates through the Panama Canal of $5 and $6 
per ton, and even before the canal was opened of $9 per ton on the 
low -grade commodities of structural steel, etc. Under those circum- 
stances it is not to be wondered at that the ships of available lines 
should be taken to the Atlantic Ocean and should go into that trade, 
and, in fact, they did so, and the American-Hawaiian Steamship Co., 
which has been in this business for many years, withdrew from the 
trade and chartered their ships in that trade, and the Luckenbach 
Co. did the same with their ships, and the other companies did the 
same. It was demonstrated at one of the hearings before the com- 
mission that there were 49 ships engaged in that business that disap- 
peared, and the result has been that there has been no regular line in 
that transportation service since that time. 
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Of course, the people on the coast quite strenously insisted that 
this is not a normal condition, and almost everyone seems to be will- 
ing to admit it. I say almost everyone. After the war is over we 
will expect the ships to return, and we will expect this great increase 
in United States snipping to find its way through the canal, as be- 
tween the coasts, and in the meanwhile during the abnormal situation 
brought about by the European war we have endeavored to insist and 
urge before the . commission that the whole transcontinental rate 
structure should not be thrown overboard and constructed anew when 
it can not be a matter, according to the opinion of the great mass or 
the majority of people, of more than two or three years until the 
Bituation will right itself and the conditions of competition return. 

Commissioner Harlan, of the Interstate Commerce Commission, 
agrees with that. He writes a dissenting opinion, and a very able 
one, indeed, we think, to the decision of June 30, 1917, in which he 
deprecates the interference with this rate structure and commercial 
relationship on the coast and throughout the United States to a very 
large extent because of this abnormal and merely temporary condi- 
tion. It is temporary surely ; that is to say, it can not last forever. 
It is not normal, and it is not permanent. 

But the majority of the commission did not agree with Commis- 
sioner Harlan, and they held that the water competition had been 
interrupted, and that accordingly there was no reason for a continu- 
ance of departures from the fourth section, and they so ordered, and 
that is the order of June 30, 1917. They have withdrawn all au- 
thority from the carriers to depart from, or violate, if you please — 
if you prefer that word — to depart from the rigid provisions of the 
fourth section and have denied them all right to cnarge any higher 
rate to a farther distant point than to an intermediate point on the 
same line in the same direction on the like kind of goods. That also 
applies on the eastbound rate, that rate which was permitted as a 
departure from the fourth section, whereby the carriers were allowed 
to carry these goods, such as asphaltum, beans, barley, canned goods, 
dried fruit, and wines, at 40 cents from San Francisco to New York, 
while charging higher rates from Fresno, for example. They were 
allowed to charge a higher pate from New Orleans to New York, but 
that departure from the fourth section has been removed. As far 
as the Pacific coast is concerned, Mr. Chairman, the rigid fourth 
section is in effect. The rates are not in effect ; and as that has been 
the subject of more or less testimony here, I would like to endeavor 
to clear it up. 

The amendment to the fifteenth section of the act to regulate com- 
merce, signed by the President on August 9, 1917, and instantly be- 
coming law, provides as follows : 

Provided fin'thet\ That until Jnnunry first, nineteen hiindre<l and twenty, no 
Increased rate, fare, charge, or class! ficatlmi shall be flle<l except after approval 
thereof has been secured from the commission. Such approval may, in the 
discretion of the commission, be given without formal hearing, and in such rase 
shall not affect any subsequent proceeding relatltve to such rate, fare, charge, 
or classification. 

The decision was rendered June 30, 1917, and the effective date 
of the order was made by the commission October 15, 1917, by no 
means a time too long, when you consider that the carriers were not 
only obliged to amend these great transcontinental tariffs which ai^e 
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volumes in themselves, but were also required to have them on file 
so that the commission and the public may have 30 days' notice 
before they become effective. Now, 30 days from October 15 leaves 
September 15, a month, and ordinarily in order to comply with this 
section the carriers require, instead of 30, 45 days, which takes it to 
September 1, and accordingly, they had but a very brief time to 
prepare these tariffs, and while in their preparation, I presume, came 
this law of Congress, and surely that snould not be charged to the 
Interstate Commerce Commission as a part of the delay. The law 
says that they can not even file their tariffs without the previous 
approval of the commission. 

Therefore, the carriers asked permission to file, obeying the law, 
and I understand about the 8th of September, and prior, of course, 
to October 15, they filed their application to file, and I am told 
that there are now on file with the Interstate Conmierce Commission 
over 1,200 applications to file under this section, covering all sections 
of tfie country. I presume by this time — inasmuch as that informa- 
tion is a couple of weeks old — ^those applications number 2,000 or 
1,500. The carriers pursued the rule enacted by Congress, and the 
Interstate Commerce Commission, seeing that under the new statute 
it would be absolutely impossible for the carriers to get those rates 
on file and give 30 davs' notice of the rates, etc., by the 15th of Octo- 
ber, suspended the erfective date of the order until the further order 
of the commission. In other words, until it could have time to act 
upon these tariffs as filed. The tariff is filed. We have already re- 
ceived copies of the proposed tariffs, and we all concede — I mean the 
men who are devoting themselves more or less to the study of traffic 
conditions — we all agree that an immense transcontinental tariff, 
such as this is, amended and changed in so many particulars, in 
order to comply with the rigid rule of the fourth section, would 
hardly be permitted to go into effect unless the commission held some 
^rt of a hearing. 

There were immense protests when 15 per cent advances were pro- 
posed by the carriers, and it looked for a while as though we were 
not going to have any preliminary hearings on them ; but the commis- 
sion, of course, granted the hearing; and now, while it is not to be 
denied that the commission may accept tariffs for filing without a 
hearing under this amended fifteenth section, yet it was very clear, 
and almost absolutely positive, that the commission would be obliged 
to call a hearing when so many rates — thousands upon thousands of 
rates — were involved in this new tariff proposed by the carriers, pur- 
suant to the order of the commission and in accordance with the new 
law of Congress, and the commission has proceeded by way of infor- 
nial hearings, as authorized bv the statute, and they commenced in 
Xew York, before Examiner Thurtell, on the 5th of this month. They 
will be continued on the 12th of November at Chicago, and will be 
continued on the 21st of November at Portland, Oreg. 

I can not see how the commission 

The Chairman. Is that hearing being held by an examiner or by 
the commission itself ? 

Mr. Manx. By Attorney Examiner Thurtell, who has presided 
over all fourth section applications. He has written tentative opin- 
ions, and' the opinion of June 30, 1917, is based upon the tentative 
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opinion which Mr. Thurtell himself wrote, although it is not the saiiie^ 
It has been very materially altered. Mr. Thurtell is conducting the 
hearing, and it seems to me there is no complaint on the part of the 
intermountain people against this selection. He was profe^ssor of 
mathematics at Nevada University and a member of the Xevada 
State commission at the time the first Reno cases were tried, and by 
reason of his ability was invited to the Interstate Commerce Commis- 
sion, and he has been with them now for four or five or six years, 
and he is conducting this hearing. 

I might add that my information is that numerous protests from 
various parts of the country were received by the commission against 
these proposed tariffs of the carriers, and possibly for that reason the 
commission has felt that it was necessary for them to give some hear- 
ings on these proposed tariffs, which were proposed by the carriers 
in response to the order of the commission under the law of Congress 
as it now stands. I think it would be much to be deprecated if tariffs 
of the extreme importance of these transcontinental tariffs, which are 
said to affect either directly or indictly nearly every commercial 
and manufacturing interest in the United States, should be allowed to 
become effective without some opportunity being presented to the 
shippers and the commercial interests of being heard and of offering 
such objections as they may have to make against this, that, or the 
other rate. There will be thousands of rates in these tariffs. 

The Vice Chairman. I suppose you heard the statement made by 
Senator Cummins and myself the other day, that when the conference 
committee was trying to agree on this amendment to the fifteenth 
section we were encouraged by two members of the commission stat- 
ing that so much information had been accumulated by the commis- 
sion that it will not take them long to decide on the reasonableness 
of any rate. 

Mr. Mann. I should say that the commissioners were unduly op- 
timistic under those circumstances. Of course, they have accumu- 
lated information that it would take a room to hold on this subject, 
but the peculiarity of this subject is, Mr. Adamson, tliat it hardly 
remains the same irom day to da^. The situation changes, certainly, 
from year to year, and in mj^ opinion it never will be settled in the 
sense of being absolutely nailed down. I think this, for example, 
that the transportation rates will never be as low as they were two or 
three or four years ago; I think the rates by water will never be as 
low as they were upon the opening of the Panama Canal. The cost 
of operation, the cost of service, the cost of materials and supplies, 
the wages oi the men that are to be employed will absolutely make 
it necessary that the transportation charges by water should be 
higher than they ever have been. One can not conduct a business of 
any kind at a loss for any great length of time. So, the rate schedules 
of all carriers, whether land or sea, will be on a higher basis in the 
future than they have been in the past. 

The Vice Chairman. It has been our rule not to ask any (juestions 
until a witness has finished, but I suppose you have in mind some 
recent shipping legislation that will raise Uie cost of shipping by 
water. 

Mr. Mann. Yes, sir; particularly the shipping bill. It has been 
regarded by myself and most of the men engaged in the shipping 
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business as a piece of legislation which has resulted only in advan- 
tage to the Japanese carriers; they are about the only ones left sailing 
between here and the Orient. A very large part, if not the greater 
part of the tonnage is being carried in Japanese bottoms, but that, 
of course, is by the way. 

Now, as to the question of water competition being bunk, a fake 
and of no importance whatsoever with respect to making rates 

The Vice Chairman. You are wrong about suggesting that the 
talk about ships is by the way, because the jurisdiction of this joint 
subcommittee, under the powers conferred on it by joint resolution 
00. is to investigate foreign as well as domestic transportation. 

Mr. Mann. It covers shipping as well as interstatje commerce? 

The Vice Chairman. Yes, sir. 

Mr. Mann. I do not want to drift so far afield as to get into China 
and Japan, however. I shall try to stay in the United States and 
California. However, I am willing to go as far as my transportation 
will take me, Mr. Adamson. 

Speaking of the contention of the intermountain points, let me say, 
at the first, that we have no complaint against the intermountain 
points. San Francisco has no commercial jealousy to indulge against 
Keno. If Reno in the next two or three years, during which time the 
transcontinental rates shall be the same to Reno as to the coast and 
no more, but in some instances lower, because the carriers propose to 
grade some of those rates up, so that we will have to pay higher 
rates than Reno — if Reno during the next two or three years, during 
which they will have this new adjustment — shall become a great 
distributing center or shipping center we shall be glad to see that ad- 
vance. We try, in the commercial bodies of San Francisco, as far as 
possible, to take a somewhat broader view than the confines of the 
State of California and the county of San Francisco, and the greater 
the development of this country, whatever it is, the better it will be 
for San Francisco. As Commissioner Lane said, in one of the 
transcontinental cases, these points, at least, will always be the entre- 
\mt of foreign and ocean commerce. 

Of course that has always been the case. But we have never had 
any material or substantial commercial conflict with the rates to 
Keno. Reno has been one of San Francisco's best customers, and 
I have heard the most kindly expressions from representatives of the 
Reno Chamber of Commerce, and I have, on many occasions, sat 
down and conversed in the most friendly 'way with* them and have 
explained to them, as I am endeavoring to explain to the com- 
mittee, what our real attitude is. The tinith of the matter is that 
the commercial battle waged for all these years — 25 or 30 years; 
ever since the railroads came here; since 1869; we will say 50 years, 
if you like — is a battle between the coast commercial centers and 
the Middle or Central West* It is the Chicago territory and the 
St. Louis territory and those great centers of manufacture and dis- 
tribution, comprising, as they do, the greatest jobbing houses in the 
world, that we have been obliged to contend against in order to 
maintain our trade. 

There is another circumstance which I must mention as it comes 
to my mind, and that is this, the advantage to the people of Cali- 
fornia and of Nevada and of Arizona and of Spokane territory 
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and of the Idaho territory from time to time of the ^reat com- 
mercial so-called jobbing or wholesale houses which have been estab- 
lished on the Pacific coast. They are great^ emporiums of supply. 
They carry millions of dollars worth of goods which are brought 
from the East on terminal rates, and generally in carload lots, and 
they are able to supply the farmer or the dealer in the country town 
with his needs withm a day or two, within such time as it takes his 
order to be transported upon the railroad, conveniently, therefore, in 
l^oint of time, and furthermore, as a matter of business, even more 
conveniently, for these men without the assistance of these great 
emporiums would be obliged to deal with perhaps a hundred dif- 
ferent people throughout the country and carry charge or credit 
accounts with 100 different men in various pails of the country, 
while here these emporiums assemble the goods in one warehouse and 
they carry one account. That is a business condition which we 
have heard urged most strenuously as of advantage to the country 
or the interior merchants or manufacturers or farmers or agricul- 
turists, or whoever it is that deals with these people; so that while 
the jobber is sometimes hinted at or directly attacked as an unneces- 
sary barnacle upon the ship of state, he, nevertheless, performs a 
large and important function in the convenient distribution of goods 
and the filling of the needs and necessities of life and cixnlization. 

But this is not a jobbers' fight, as our friends from the inter- 
mountain points would have you understand, as far as this case is 
concerned. 

We have no substantial or material jobbing contests with them at 
all. If it is a jobbers' contest anywhere at all, it is the jobbers of the 
intermountain points who are making the fight in order that they 
may become great jobbers. We hope they will. It does not make any 
difference to us if they do, but if the situation with respect to rates 
l>ecomes such that Chicago and St, Louis and the great mercantile 
houses of the Central West shall be shipping into our customei-s in 
California and west of the mountains, if you please, west of the 
Sierras, and west of the Cascade Mountains, at a less rate than we can 
bring the goods from the points of origin and then distribute them in 
less than carload quantities, we will be forced to the verv verge of the 
water without any opportunity to sell our goods outside of the con- 
fines of our own towns and perhaps 50 miles beyond. Tliat is not the 
whole of the situation by any means. It is not a jobbers' contest at 
all, except so far as the interior is concerned. 

We are very much interested in our manufacturers here on the 
coast, and we are able to point with considerable pride to the fact that 
our manufacturing industries have tremendously increased in tiie 
last 4, 5, or 10 years, or any period you may select. New sources 
of manufacturing enterprises are arising, and in almost any manu- 
facturing enterprise conducted on the coast that can be pointed to it 
will be found that in two ways we are opposed or aligned against the 
commercial situation in the East, and that is this : In the first place, 
our raw material will be almost entirely brought from the East, as, 
for example, all the steel which enters into our shipbuilding, which 
has increased manifold, indeed, in the last two years, until our Union 
Iron Plant is the largest plant in the United States to-day. situated in 
Alameda at San Francisco. It is said that the basis of any manu- 
facturing industry is coal and iron, and so, as the basis of everything. 
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whether machinery or anything else, we must bring our iron from 
the East, and then again where we sell our manufactured article here, 
near at hand, or far away, we must immediately meet the competition 
of the superior manufacturer in the East — that is, superior at the 
present time — and those rates which the law permits us to enjoy are 
of great importance to us, and have been the basis, or very largely 
the basis, of our 50 years' g^rowth upon the Pacific coast. 

Returning again to this alleged water competition as our inter- 
mountain, friends would call it, I desire to read into the record, if I 
may, the statement of Judge Prouty, f onnerly a member of the Inter- 
state Conmierce Commission, in the City of Spokane i\ Northern 
Pacific Railroad Co. case (15 I. C. C, 3t6, p. 383). That is a case 
decided prior to 1910. decided in February, 1909, in which Judge 
Proiity, m reviewing the situation, and in answer to the direct issue 
which had been presented in that case, namely, that there was no 
water competition in 1909, which justified any diminution in the 
teruiinal rates, said : 

This (Himniission has several times examined tliis claim of the defeiuliints 
witli respect to otlier intermediate points, has found that water comi)etition did 
exist as now assertecl by the defendants, and has held that this c<mipetition 
•lid in the main Justify the system of transcontinentul tariffs which these de- 
fendants liave established. (Kliidell r. Atchis<m, Topeka & Santa Fe Ry. Co., 

5 I. (\ i\ Uep., 608; Shippers' Tnicm of Phoenix r. Atchison, Topeka & Santa 
Fe Ry. Co., 9 ib., 250; Business Men's League of St. Louis r. Atchiscm, Toi^eka 

6 Santa Fe Ry. (%)., 9 ib., 318.) It als<» reached substantially the same con- 
chision with respect to the city of Spokane in a former i»rocee<linj:. (Merchants' 
Tnion of Spokane r. Northern Pacific Ry. Co. et al., ."i I. C. C. Rep., 478.) 

In that case Judge Prouty, referring to the disadvantages of the 
American-Hawaiian Steamship Co. under which they labored when 
operating via the Horn and through the Strait of Magellan, said, at 
page 385 : 

Nevertheless it always produced an effect, in fact a controlling effect, upon 
railway rates from tlie Atlantic to the I*acific coast. 

And at page 386 the report says : 

It can not be denied, in view of these un con trover ted facts, tliat water com- 
petition does exist and that it does produce a controlling effect ui)on rates to 
the Pacific coast from many eastern destinations. It is beyond doubt that 
this competition ab.solutely limits those rates from New Yorlc and points within 
a few hundred miles of New York to Pacific coast terndnals. 

Xow in the ca.se of the applications for relief under the fourth sec- 
tion Nos. 205, etc., City of Spokane v. Northern Pacific Railway Co. 
(21 I. C. C, p. 400) — that was the decision rendered on June 22, 
1911 — we have Judge Prouty again discussing this situation. 

Mr. EscH. The first was in 1909? 

Mr. Mann. The first was in 1909, and now we have again Judge 
Prouty, in 1911. 

He says : 

Tile complainants insisted upon the original liearinj?, and have renewed the 
Hnlm at every sta^e of tids proceedinj?, that there is no active water comiK^ti- 
tion; that the whole claim of water competition is put forward !)y the <lefend- 
BOta as a pretense by which to Justify the ranli di.scrinn nation ajjainst interior 
point*. The first inquiry is therefore wliether water competition actually exists 
'*'hlch has pro<luceil antl di»es prcnluce an effect \\\y*n\ rates from tlie Athintlc 
«*ab<Mird to tlie Pacific coast, from New York to San Francisco, treating: these 
two cities as illustrative of the localities in which th.ev stand. 



Digitized by VjOOQIC 



314 LONG-AND-SHORT HAUL ON KAILltOADS. 

• 

This question of fact lias lM»en often considered in tlie past, and witii but ouo 
unvarying' result. The circuit court of the United States has twice found, inw*^ 
in a proceeding concerning these very rates to Spolvane, that a<'tive water com- 
petition does exist, which controls the coast rate. (Fanners' L. & T. Co. r. X. l-*. 
Uy. Co., 83 Fed. Rep.. L>49; I. C. C. r. A. T. & S. F. Ry. Co.. 5() Fed. Rep., 295). 

This connnission has repeatedly found and recoj^'nized the same fact (Citinj; 
a long list of cases and authorities.) 

In the orijyinal hearing of the Si)okane case we reexamined that whole ques- 
tion and reaffirme<l cmr decision (City of Spokane r XorVhern Pacific Uy. 0\, 
15 I. C. C. Rep., 376.) 

In the recent hearing? ui)on the applications of transcontinental lines for leave 
to disrepird the rule of the fourth section, evidence has a;rain iKvn pnidiu'ecl 
uix>n this subject which conclusively shows that the previous finding of the coiu- 
mission is rijiht. We had before us in the Spokane case the manifests of twi> 
ships from New York to San Franci.sco, and in the last hearing we had the mani- 
fests of two other ships. They showed in detail the arti<*les transporttMl, rhe 
point where they originated, the destination for which they were intemlod, untl 
the rate under which they moved. These actual transactions prove more con- 
clusively than any mere statement that almost every article which is the sub- 
ject of ordinary conunerce between the coasts can and does move from New 
York to San Francisco by water rates materially lower than those maintaine<l 
by the defen<lants by rail. We have used San Francisco as the destination port 
upon the Pacific coast, and in some instances rates from New Y(»rk to San Fran- 
cisco are a trifle lower than to other coast cities, but generally speakiii}^ the 
San Francisco rate is maintained at Los Angeles, Portland, Seattle, Tacoma, una 
other points upon the coast. 

Passing for the time being the extent and effect of this comi)etitlon at in- 
terior points, it nuist be f(mnd as a fact that there is n»al ami active water 
competition between New York and San Francisco, between the Atlantic antl 
the Pacific coasts, which does limit the rate of transportation whi<'h can be 
charged by rail between those points upon nearly every article which moves bv 
rail. 

It is sahl that the amount of the movement by water is so Insignificant that 
it should be disregarded. The amount is not so insignifi<*ant. If reference be 
had to the trallic which actually originates upon the Atlantic seaboard, a con- 
siderable percentage moves by water, but the significant thing is not the amount 
of the movement, but the ever-present pt>ssibirity of that movement. As \vn« 
said by the Supreme Court in the Alabama Midland case, siM»aking of the effect 
produced ui)on rail rates to Montg<mK»ry by the Alabanui River: 

" * * • When the rates to Montgomery were higher a IVw years agt> 
than now, actual, active water-line competition by the river came in, and rales 
were reduced to the level of the lowest practicable i»aying water rate^i, and 
the volume of carriage by the river is now comparatively small : but the con- 
trolling ]>ower of tliat wnter line remains In full force and nni<t evi'r remain 
in force as long as the river remains navigable to its present nipacity.'* 

So liere the ocean is ever ])resent. The possibility of using it as an avenue 
of transportation is ever open, and the fact that it will l»e used, or l*or any con- 
siderable length of time the defendants maintain rates which are so high or so 
adjusted as to render it profitable for shippers to rt*st>rt to that means of 
transi)ortation, is never d(mbtful. 

That is the end of the quotation. Now, in the hearing in October, 
1914 — I forget the exact diitc, but anyway the hearing that pi^ececled 
the decision of the connnission in the first schedule C cases — the rail 
carriers presented testimony and exhibits showinjr tlie exact amount 
of the movement for the first three months after tlie canal openeil 
on October 1, 1014, and on each particular conunodity and npon all 
the commodities, afid their showin^r was to the effect that, takinjpr 
those three months as typical of the year, the amount of movement 
in the year would be 1,()()().0()0 tons: and it is strange, perhaps, that 
the amount that actually moved was almost exactly that amount, ae- 
rordin^r to the rptunis olf the year, up to Aujjust 1, lJ)ir>; and of that 
l.OOO.OOO tons of freicrht the 'railroads showed just what they were 
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losing and showed just what their empty-car condition was; and they 
said this — 

Mr. TiioM. May I ask whether that was westbound ? 

Mr. ]Makn. Yes, sir; westbound; thank you. There was, I think, 
six hundred or seven hundred or eight hundred thousand tons — I do 
not just remember which — eastbound California products that went 
l)y the canal. 

And the result was that the commission in the schedule C cases 
found, as they had continually found for 25 years, not only that there 
was water competition but that it had become extremely effective 
after the opening of the Panama Canal, and authorized the railroads 
in tliese particuhir cases, where these particular movements were con- 
cerned, to hold somewhat of the freight to their rails by making rates 
which would take the freight by rail, and this point was urged by the 
carriers, it has always seemed to me, with a great deal of force and 
effect and logical power, and that was this: Why should any inter- 
nio<liate point object to the rail carrier carrying some freight to the 
tenrinal if it was bound to go there by water anyway; if the rail 
carriers did not get it it would go by sea; then, why should the in- 
termediate points object to the rail carriers making some little out of 
that competitive freight — not making much, but making something, 
and getting their fair share for the rails? I do not see but that that 
repn»<ents the whole situation of their transportation case. They can 
take it or leave it, but they can not get it to make anything out of it, 
no matter how little, unless they make rates in competition with their 
winter rates. 

We coast cities do not want to take a stand that may seem too 
egotistic or too self-reliant, but we have great reliance upon San 
Francisco Bay and the Pacific Ocean here at San Francisco, and the 
other cities on the coast feel the same way. I know it will be the de- 
^i^e of Congress and our Government to increase the American mer- 
chant marine and increase shipping by water, but we feel quite con- 
fi<Ient that we will always have that means of transportation, fourth 
section or no fourth section, but we also feel this, that we need other 
moans of transportation that we can have here upon the Pacific coast. 

Of course, in these abnormal conditions there is congestion, but 
even when conditions are not abnormal these rail carriers are very 
husy and there have been car shortages prior to these present condi- 
tions, in 1907, for example. We are particularly dependent upon the 
rail carriers to help us in the distribution of our excess products on 
the Pacific. 

California ships to the east and to Europe probably 100,000 car- 
loads of California products in a year. I think that is not an over- 
statement. With the orange crop, the canned-goods crop, canned- 
siilnion crop, our beans, our barley and lumber, we have an immense 
shipment going east to feed and supply the people of the Ignited 
States with the necessities of life, and much of that goes forward to 
our allies in Europe at the present time. We, therefore, are interested 
not only in the westbound movement of traffic, but also in the east- 
l)onnd movement of traffic, and we wish, therefore, that our carriere 
by land or by sea, if it comes to that, shall so develop in the future 
as to be as prosperous and as efficient as possible, and we therefore 
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seriously believe and urge in this matter that any fair and just ar- 
rangement which is not unduly or unjustly discriminatory should be 
permitted to the carriers if it will increase their efficiency and do no 
one else any harm. 

So, then, we take the position that is our hope, notwithstanding 
the fact of our constant and confident reliance upon the sea, that the 
rail carriers, our other means of transportation, shall be allowed to 
pursue that financial policy or business policy which will make them 
most efficient and most prosperous without, of course, undue or un- 
just discrimination against any other community. In that regard 
we are also favorable to all means of transportation, including in- 
land waterways. We would like to see the Mississippi River a means 
of water transportation which would give us water communication 
with Chicago, by reason of the Mississippi River and the Panama 
Canal. We want to see the rivers of our State and of our Pacific 
coast cities, and of all cities, improved and increased with respect to 
their transportation powers. We need them and we need their means 
of transportation. 

I remember, in 1907, when we had the car shortage l)efore, James 
J. Hill, of the Northern Pacific Railroad, stated that the trouble 
with the transportation systems of the United States was that we 
needed a great system of double tracking and that at least four or 
five billions of dollars should be expended in double tracking the 
transcontinental railroads. Gentlemen, until that is done, we shall 
not be in that high degree of efficiency that the transcontinental rail 
carriers should be in. The Southern Pacific is doing a great work 
in that regard and should be praised for it, not because they are an 
eleemosynary institution, but because they are wise enough to see 
the necessities of the situation, and in that regard I want to say 
what I perhaps omitted to say in the beginning, and that is this, 
that as far as the rail carriers are concerned, we are constantly op- 
posed against them, and we maintain many cases against them* and 
frequently win those cases, but our position is one we hope of en- 
lightened self interest. We think that is the position of the car- 
riers, too. When these transcontinental carriers are attacked on the 
proposition of this adjustment, based on sea competition, we, seeing 
it is to our advantage from an enlightened selfishness, if you please, 
or from an enlightened self interest — that is better — that the con- 
tinuance of this situation will be to the advantage of these roads 
themselves, not to mention here the advantage of the intermediate 
points as well — ^liecause if the carriers are not allowed to make these 
millions on the terminal rates they will have to be given millions 
from the intermediate rates, at least, so the Interstate Commerce 
Coimnission finds — and under all those considerations and all thos? 
circumstances, we feel we are not taking any selfish position: that 
we are not advocating or defending any preferential rates; that we 
are not seeking to retain something that does not belong to us or 
ought not to be granted to us, but we feel justified in taking the 
stand that our position is one to the advantage of everytme, and that 
an interference with it is simply to the disadvantage of everyone con- 
cerned, either directly or indirectly. 

There are one or two matters that I would like to speak of before 
coix^huling. although I have taken more time than I expected to. I 
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wanted to bring out this fact, that during the progress of these hear- 
ings before the Interstate Commerce Commission the rates at the 
intermountain points have steadily decreased, so much so that it was 
demonstrated at one of the recent hearings before the commission, 
that by taking the rates fixed by the Interstate Commerce Commis- 
sion — commodity rates — from eastern defined territory to Salt Lake 
City^ and then projecting them to Reno upon the same proportional 
relationship which the class rates upon the same commodity, also 
fixed by the commission at Salt Lake bore to the class rate on the 
same commodity also fixed by the commission at Reno, the result 
would be that in substantially all the commodity rates now enjoyed 
by the city of Reno, very material advancement would have to be 
made. 

The Chairman. Mr. Mann, you have given numerous cases in 
which the long-and-short-haul clause has been considered since 1910. 
What is the general result of all those cases thus far? Has there 
been any substantial tendency toward leveling of rates as between the 
coast and interior points? 

Mr. Mann. Senator, may I ask, do you mean practically or as a 
matter of law for the future? 

The Chair3ian. I mean practically. 

Mr. Mann. Practically, the rates at the intermountain points are 
on a lower scale to-day than they were five or six years ago, and the 
practical ditferential or difference between the coast rates and the 
intermountain points is, at this moment, less than the difference was 
some years ago. 

The Chairman. Now, with reference to the possibility of complete 
and perfect transportation through the Panama Canal, I understood 
you to say that the traffic through that canal during the first year of 
its operation mounted to 1,000,000 tons. 

Mr. Mann. Yes, sir; westbound. 

The Chairman. Westbound? 

Mr. Mann. Westbound only. 

The Chairman. How many tons eastbound? 

Mr. Mann; I think 600,000. That is my memory. 

The Chairman. Can you state at what average price per ton that 
transportation was moved? 

Mr. ALann. Xo, sir; I can not, accurately, from my examination of 
the figures, state that, but I would like to refer you, Mr. Chairman, 
to page 617 of the so-called schedule C cases, decided January 29, 
1015, and reported in 32 I. C. C, at page 611, w^here a table is given 
of some of these rates carried both by water and by rail. 

The Chairman. Well, do you know whether the average cost was 
very much less than that of transportation by rail ? 

Mr. Mann. Yes, sir; the average rate by sea was very considerably 
less, I will say, than the average transportation rate by rail, and 
always was and always is. There is always a differential. Senator, 
between the sea rate and the land rate. Of course, I am speaking 
generally when I say always, and that differential is measured by the 
superiority of the rail service. There are a great many things in the 
water .service which make it not so highly desirable as the rail serv- 
ice, such as in normal conditions the rapidity of the transportation, 
although upon the Panama Canal I have reason to believe that the 
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freight would move from New York to Sanfranciseo in 2.") or J'i 
(lays, anil there were castas in which it moved at less than that, ainl 
the average rail movement takes about 20 days, so that differential 
as between the two services was very much narrower after the open- 
ing of the canal. 

Then there is a liability of water damage in the case of rusting 
goods. There is marine insurance, the cost of dock and warehou^ 
services, etc., and those conditions all permit the rail carriei*s to 
mtUce a rate somewhat higher than the water rate and still make tlie 
rate effectively competitive. 

The Chairman. Now, assuming that during that vear there had 
l)een enough ships to carry all the traffic that was oltered from the 
Atlantic coast to the Pacific coast 

Mr. Mann. What year was that, Senator? 

The Chairman. That year of successful operation of the canal. 

Mr. Mann. Oh, yes, sir. 

The Chairman. Assuming that the transcontinental railroads had 
not the power to meet that competition by reducing the rates between 
coast points below the general level of tHe interior rates, what would 
the enect have been in your judgment — could you form an estimate 
of the tonnage that would have been carried from the Atlantic con<t 
to the Pacific coast under those conditions through the canal ? 

Mr. Mann. I think it would be very much mcreased, sir, under 
normal conditions. 

The Chairman. Can you give me any estimate* of what it would 
have been? 

Mr. Mann. I think, under the conditions which you mention, 
which I understand to be that the carriers are not allowe<l to make 
sea-competitive rates, and products may therefore go to the sea with- 
out what you call railroad competition — I think that the ivsult 
would lx» that all heavy commodities would move by water, and that 
includes all structural iron and steel and, generally speaking, hard- 
ware articles of iron and cotton piece gtnids, which are what the 
wholesale dry goods people deal in and which are, by the way, pro- 
duced mostly in New York and Xew England, in that neighborhood— 
that ^substantially allof the general art icU»s of consumption which the 
Pacific coast usi»s would move by the water and that the railroails 
would be reduced substantially to'an express service. 

The Chairman. What effect would that have had upon the income 
of the carriers? 

Mr. Mann. Of the railroads? 

The Chairman. Yes. 

Mr. Manx. The effect upon the income of the railroads would 
have l>een disastrous. The Interstate Commerce Commission \va< 
expressed that opinicm in the Southeastern cases, reported in Hn 
I. C. C, in determining the question of whether or not it should 
allow the carriei-s lK»twcen Chicago and Xew Orleans to charge le-- 
for the longer distance to Xew Orleans than to the other intermediate 
points, and they went into a classification there of the figures and 
came to the conclusion, and so expressed it in their findings, that if 
the carriers were not allowed to continue these departures from the 
fourth s<»ction they wouhl lose a great deal of money. So, baMiij: 
my opinion upon that, and also upon the fact that California wa'< 
s<'rve<l for 20 vears bv water carriers onlv — that is, from 1M9 ti> 
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18()9 — where we got everything from the East; we had to get every- 
thing from the East, we used in that period of 20 years — I say, with 
this highly organized water movement, with our fine steamships with 
their compartments of refrigeration, in which they can take fresh 
fruit and vegetables, if they desire to do so (Judge Prouty's state- 
ment back in 1909 is proven beyond peradventure of doubt to-day, 
namely, that the water carriers can carry and do on occasion carry 
every kind of commodity) — I think the rail carriers would be practi- 
cally deprived oi their coast tonnage, but as to what proportion that 
coast tonnage is. Senator, to the other tonnage of the country and 
how much their loss would be I must refer you to the carriers them- 
selves, who have those figures, and I have no doubt would gladly 
furnidi them. 

But my understanding of the situation is that the movement of 
tonnage to the coast is not only equal to that of the movement of 
tonnage to the intermountain points but far exceeds it. Let me state 
that the witness here on the stand who stated that the tonnage to the 
coast was shown by the carriers to be only about one-third of the 
tonnage to the intermediate towns not only slightly exaggerated the 
tonnage to the intermediate points but referred to an exhibit put 
in by the carriers at the instance of Mr. Thurtell, in which the car- 
riers show the respective movements of tonnage to California and 
to western Oregon and Washington, as compared to the movement 
to eiffht other States, and eastern Oregon and eastern Washington ; 
in other words, they took in Missouri — most of Missouri — Colorado, 
Xew Mexico, and Nebraska. They ran a line down the middle of 
the United States. Of course, that is a very large territory, indeed, 
and undoubtedly they would continue to serve that territory even if 
they were denied the privilege of meeting rates at the coast, because 
there is no water competition in there, and those States must depend 
on the railroads for their transportation service ; but when you take 
the coast you will find the coast tonnage is so large, no matter what 
its percentage may be, that the deprivation of the money that they 
would make out of that tonnage is so great that the carriers would 
be in a position where they were not making what they are entitled to. 

The Chairman. How would the carriers meet that condition? 

Mr. Manx. How would they meet that condition? 

The Chairman. Yes. 

Mr. Mann. They would certainly, in my opinion, come to the 
Interstate Commerce Commission or to such other body as Congress 
may constitute and show them the facts and figiires and say to them, 
*' Now, we must hav^ our constitutional rights given us ; we must have 
a fair income on the property which is used for the public use, and 
in order to obtain the income it is necessary to make higher rates to 
the country left to us." 

AFTER RECESS. 

The hearing was resumed at 2.30 o'clock p. m., pursuant to the 
taking of noon recess. 

STATEMEKT OF MB. SETH MANN— Besumed. 

The Chairman. You were saying that if the transcontinental rail- 
ways should conclude not to meet the competition of the waterways, 
by fixing lower rates for transcontinental transportation, that the 
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effect would be a large reduction in the revenue, and that that would 
be necessarily followed by an increase of rates to the intermountain 
region, in order to enable these transcontinental railways to get 
enough revenue to pay theif operating expenses and taxes, and a 
fair return upon their investment. Do you not think that if the 
railways were practically to surrender to the waterways this trans- 
portation which the latter it seems can conduct much more cheaply 
than they, they would be compensated by the local rates from the 
ports to the interior, because the most of that traffic — all of it-, indeed, 
except that portion consumed at the ports themselves — would, have to 
be subject to railway transportation in some degree in order to 
reach the place where it is to be consumed ? What is vour view about 
that? 

Mr. Mann. To some extent the increase in the locals eastbound 
might compensate the carriers, but it would be to a very small extent, 
because the carriers enjoy that same amount of back haul, distribu- 
tive haul back from the coast, now, and it would not be increased ; 
that is to say, if there are 10,000,000 tons of freight moving west 
bound to the coast cities now, it is either consumed in the coast cities, 
or consumed in their distributive territory in less-than-carload lots, 
distributed to the consumer. Whether that 10,000,000 tons should go 
by rail or water would not affect that distribution. 

The Chairman. Do you not think there is a time approaching 
when the railroad facilities of the country will be so inadequate to 
meet the requirements of the country for transportation that it will 
be absolutely necessary to use to the full the waterways facilities ? 

Mr. Mann. Senator, of course, we can only express our opinions in 
that regard. I have tried to cover that in my statement by saying 
that we here on the coast desire to see the utmost efficiency producea 
in the case of all carriers, whether by land or by sea. If, however, the 
condition that you suggest comes about and the tonnage is so great 
as to require the services of transportation such as would require the 
operation of the equipment of both land and sea, taken at any given 
time, the result is bound to be that the increase of water carriage — 
that is, ships — will be greater than the increase in the capacity of rail 
carriers, because the sea is free, while it takes a billion dollars to con- 
struct a railway from Chicago to San Francisco. 

The Chairman. At present, how is it with reference to products 
transferred from the ports of the Pacific to the interior — do those 
products come mainly from the east or are they the results of pro- 
duction here? 

Mr. Mann. From the ports to the interior? 

The Chairman. From the ports of the Pacific coast to the interior* 

Mr. Mann. I have not the comparative figures. Of course, yi^^ 
have great imports from the Orient, which pa5s through these 
entrepot, as Commissioner Lane called them, silks and various 
things from the Orient, which may be expected to increase, and 
then there are large shipments made from the ports and also from 
all other jobbing points in California to-dav of the products of the 
soil and of the forests and the ocean, too, i^ we think of the canned 
salmon, and that situation of rates on those eastbound products very 
fairly indicates the difference that may properly exist between an 
eastbound and a westbound rate or rate structure. It was held very 
early in the work of the Interstate Commerce Commission that the 
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measure of a rate would not be necessarily the rate in the opposite 
direction; or, in other words, because a rate westbound is a certain 
figure between two points the rate eastbound need not be the same 
figure; it may be either a lesser or a greater rate, the only condition 
being it must be nondiscriminatory. 

So, in the situation on the Pacific coast, we have an illustration of 
a schedule or system of rate making which has been the upgrowth 
of many years, which his adjusted itself to the needs of the people 
of the United States — ^not only those on the Pacific coast, but the 
people of the Middle West and the Buflfalo-Pittsburgh, New York, 
and New England territories. It enables the producer in California 
not only to sell in all of the markets in the United States at the same 
figure that his neighbor pays — ^his neighbor in the State of Califor- 
nia or wherever he may be — ^but it also enables the -consumers of the 
United States to obtain those very necessary products at the same 
price that their neighbors obtain them, no matter how far removed 
those neighbors may be. In other words, it is a rate that is blan- 
keted over the State of California and then over the United States. 
It is venr nearly a postage-stamp rate. 

The Chairman, I wish to ask a question in reference to that 
decision of June 30, 1917. You understand that that decision 
ignored the contention of the coast cities and was practically a 
triumph in every way for the intermountain region? 

Mr. Mann. I think I might say absolutely. 

The Chairman. It was a triumph for them ? 

Mr. Mann. It certainly was. 

The Chairman. If that decision goes into eflTect, it will involve 
serious results to the coast cities, will it not? 

Mr. Mann. Certainly. 

The Chairman. Legislation such as the intermountain region 
demands would consist in striking out all exceptions to the rule? 

Mr. Mann. We are under the absolute rigid fourth section to-day, 
as far as interstate comerce is concerned, and as soon as the rates 
go into effect there will be no departure from the fourth section ; in 
other words, the absolute rigid fourth section will be in effect, and 
there will not be any need for a change in the statute. Those pro- 
visos in the fourth section, containing the exceptions, are, as far as 
the west coast, the Pacific coast. States are concerned, meaningless 
as far as anj* effect is concerned. But we should add that the 
tariffs involve rates as to which we should be left free and entitled 
to present to the commission changed conditions as soon as the ships 
return to the canal, and under those circumstances the rates on sea- 
borne goods will be competitive rates which the carriers should be 
permitted to meet. 

The Chairman. You contend for the present legislation upon the 
ground that it will enable the Interstate Commerce Commission to 
meet that future condition? 

Mr. Mann. I contend that the present statute, as it now stands, 
is sufficient and should be allowed to remain. 

The Chair3£an. And you contend that the advantage of it is that 
it will enable you to meet that new condition or enable the Interstate 
Commerce Commission to meet that new condition. 

60653—18 21 
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Mr. Mann. The Interstate Commerce Commission should be in a 
position to afford relief to the transcontinental carriers to meet that 
condition when it arises; and my argument is that when they are 
thus enabled to meet those new conditions when they arise it will be 
to the best interests of the whole people of the United States rather 
than to have an absolute long-and-short-haul provision — a rigid 
fourth section clause. 

The Chairman. I understood you to say that the result of the 
action in 1910 by Congress has been to give already to the inter- 
mountain region a reduction of rates, and that their wishes will be 
fully accomplished if the decision of June 30, goes into effect? 

Mr. Mann. Indirectly, I think, accomplished— that is, a depres- 
sion of the rates at the intermountain points. I do not wish to be 
understood as saying that the passage of the amendment to the 
fourth section of June 18, 1910, instantly brought about or directly 
brought about the lowering of the rates at the intermediate or 
intermountain points, but the indirect effect of placing wthin the 
hands of the commission the adjudication of this transcontinental 
situation, which had been taken away from them by the Alabama- 
Midland case (168 U. S.), that that placing back into the hands of 
the commission of this power resulted indirectly in the reduction of 
those rates to the intermountain points ; and then, after the decision 
of the United States Supreme Court came down in 1914, upholding 
the decision of the commission in the intermountain rate cases, that 
resulted in the reduction of the intermountan rates, and that, again, 
was by way of indirection, because it was the result of a decision of 
the commission, and not, you may say, directly the result of the 
statute, and between that time a number of voluntary adjustments 
have been made, all of which lowered rates westbound to the inter- 
mediate and intermountain points. 

Now, then, as far as the second part of vour question is concerned, 
as to whether the intermountain points will have received all of the 
relief they have ever claimed when this decision of Jime 30, 1917, 
is carried out through the proper processes of the Interstate Com- 
merce Commission, I say, as I understand it, yes; absolutely evei'y- 
thing that they have ever claimed will be granted, and there will be 
no departures to the fourth section, and the rates to the coast will 
not be any less than the rates to the intermountain points, and in 
some cases the coast rates will be higher. 

As far as the eastbound situation is concerned, we have never heard 
of any complaints from the intermountain points in that regard. 
They have never filed any complaints ; in fact, there is nothing to 
complain about, because there is no departure from the fourth section 
except in the case of rates via the Gulf, which, under a recent deci- 
sion, were permitted to be put in from the Pacific coast ports to the 
Atlantic coast ports at less rates than to the intermediate points, and 
in that case, although there was no complaint from the intermountain 
points, because they were not affected by those rates, nevertheless 
the commission took jurisdiction of those rates and ordered compli- 
ance with the fourth section, for the same reason and on the same 
grounds as they are ordering compliance in the westbound rates, 
namely, because of the interruption of shipments through the canal. 
Mr. Sims. Mr. Mann, if I understood you correctly, in giving a 
history of this matter you stated that the Interstate Commerce Com- 
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mission had filed before it about 10,000 applications. Did you mean 
applications covering about 10,000 rates? 

Mr. Mann. No, sir; probably covering about 1,000,000 rates — 
10.000 separate applications. 

Mr. Sims. Ten thousand separate applications filed before the 
commission ? 

Mr. Mann. Yes, sir. 

Mr. Sims. Filed bv the railroads asking that the rates they then 
had in existence, which would be interfered with by the fourth sec- 
tion, as amended, be changed so as to comply with the provisions 
of the fourth section ; in other words, they complied with the order 
and made applications touchini? 10,000 rates 

Mr. Mann. Ten thousand aajustments. 

Mr. Sims. My recollection is that you stated that the fourth section 
wa<^ attacked by a suit in court by the railroad companies, contending 
that it was not' constitutional and void. 

Mr. Mann. Yes, sir. 

Mr. Sims. And that during the pendency of that suit the Inter- 
state Commerce Commission ceased to investigate or abated their 
investigation of these 10,000 proposed adjustments until that suit 
was decided. Is my recollection correct about that ? 

Mr. Manx. I think I stated that. If I did not, it is true. 

Mr. Sims. When that suit was brought, was the commission en- 
joineil from action in that matter; was there a restraining order 
ixsnod preventing the commission from considering applications? 

Mr. AIann. Not from considering these other applications. 

Mr. Sims. I mean the 10,000 applications. 

Mr. Mann. No, sir. 

Mr. Sims. There was no restraining order? 

Mr. Manx. No, sir. 

Mr. Sims. Well, why did the commission cease to consider those 
applications during. those three years? 

Sir. Mann. In the first place, I would not undertake to say that 
they ceased consideration of all or any of them. I do not know, but 
that is my understanding. But, certainly the reason, and a verv 
proper reason for them not to proceed to consider the 10,000 appli- 
cations, was that it might be a useless waste of time, if the Supreme 
Coiirt of the United States should decide that those provisions of 
the fourth section were illegal and unconstitutional, and that the 
<*oiuinission had no jurisdiction at all to make any decision whatso- 
ever in the long-and-short-haul cases. 

Mr. Sims. Is it not a fact that nearlv all substantive legislation 
affecting the carriers is litigated as a rule; in other words, it is con- 
tested! through the courts as to the power of the commission or the 
constitutionality of the act? Now, what struck me as strange was 
that an administrative body, directed by Congress to do a certain 
thing, should, of its own motion, without any restraining order from 
a court, cease to execute the order under the idea that possibly the 
act itself was unconstitutional, I did not know that the commission 
was clothed with judicial powers to determine the constitutionality 
of any act passed by Congress, 

Mr! Mann. Thr? do not. They assume that an act is constitu- 
tional. 
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Mr. Sims. Then I do not understand their inactivity in this recard* 

Mr. Mann. I made that statement based on a statement made to 
me by an attorney either for the Government or for the commission. 

Mr. Sims. Oh, I am not questioning the accuracy of your state- 
ment. 

Mr. Mann. I do not want to make it as an absolute statement, be- 
cause it was simply information to me, but I do want to say that 
I think it would be most wise indeed for any administrative body 
or anyone else to wait the decision of a number of cases, when the 
subject matter or the constitutionality of the act under which the 
body was to proceed was up for decision before the tribunal of last 
appeal in this country. 

Mr. Sims. This section of the statute provides that no greater rate 
shall be charged for a shorter than for a longer distance over the 
same line in the same direction. That was the normal legislative 
requirement. 

Mr. Mann. I can not agree with you in that. 

Mr. Sims. That was the statute; then there were provisos added 
making exceptions, and any persons affected by it, in order to avail 
themselves of not being bound by that act, must show themselves as 
heing within the exceptions; in other words, the thing they ask to do 
is the exception. 

Mr. Mann. I can not agree that that is a normal condition. If 
you will read the statute as it was originally enacted 

Mr. Sims. I am talking about the section as it now exists. It pro- 
vides positively what shall and what shall not be done, but further 
Srovides that in exceptional cases the commission may authorize 
ifferent action. 

Mr. Mann. I understood you to use the phrase " it was a normal 
legislative condition." 

Mr. Sims. I mean the legislation was that they could not charge 
more for a short haul than for a longer haul over the same line in the 
same direction. 

Mr. Mann. I differ from you in that. The original one said 

Mr. Sims. I know ; it said " under similar circumstances and con- 
ditions." 

Mr. Manx. The original statute used the words "under similar 
circumstances and conditions" and provided that in exceptional 
cases, after a hearing before the Interstate Commerce Commission, 
the commission might permit exceptions in practically the same way 
as contained in the present amendment. So the normal legislative 
condition was the proviso authorizing exceptions from the long-and- 
short-haul clause. 

Mr. Sims. And the proper action, it seems to me, would be that 
the commission should maiie an investigation, and in all cases where 
it should not appear to the public interest, or for some good reason 
wherein they might decide that a change or an exception was not 
proper, they should provide that the carriers should not charge iiny 
more for a short haul than for a long haul. The statute reads plainly 
as to what they shall do, but makes an exception. The general law 
is now that they shall not charge more for the short haul than for 
the long haul where it is in the same direction over the same line. 
Mr. Mann. I do not conceive it that way. 
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ilr. Sims. I wanted to understand your view about the matter. 
Xow, these 10,000 applications, bein^ for exceptional cases, can only 
be authorized, to be continued in effect, by special action of the com- 
mission. The fact that the commission should undertake to treat the 
exceptions as the general rule instead of otherwise is something 
which I do not clearly understand. 

ilr. ;Mann. I suppose this is a rule that is proved by the excep- 
tions. The exceptions to the rule are so numerous as to constitute 
quite a bulwark to that position. I do not know how injinv there 
are, but I should undertake to say there are thousands of just such 
exceptions as that in the State of California permitted by the Cali- 
fornia commission, and yet we have substantially the same statute. 

Mr. Sims. Your contention is, as I understand it, that inasmuch 
as the interruption through the canal is temporary that there should 
be no readjustment of rates based on that temporary condition. 

Mr. Mann. Yes, sir. 

Mr. Sims. And therefore you do not think that it was wise for the 
Interstate Commerce Commission to do what it ordered done by its 
order of June 30, 1917. 

Mr. Mann. Yes, sir; I concur with Mr. Commissioner Harlan in 
his dissenting opinion. 

Mr. Sims, i ou agree with him ? 

Mr. ilANN. Yes, sir. 

Mr. Sims. One of the reasons you had in mind, I suppose, is that 
if, while this traffic through the canal is temporarily interrupted, an 
adjustment of rates is established throughout the entire country, 
interraountain and intercoastal, that after business has adjusted itseli 
to such a rate structure, then it will be about as difficult to change 
the attitude and change the rates when normal conditions have been 
restored as it has been to change the rates in this particular instance ; 
in other words, may bring about a further disturbance. And do you 
coast people not also have an apprehension that if the rates are once 
changed they will always remain in that condition? 

Mr. Mann. No, sir. 

Mr. Sims. That is, after the fourth section is put in full force and 
effect, after it has been in full force and effect two or three years, 
the Interstate Commerce Commission will be slow to change it and 
put it back where it was? 

Mr. ilANN. I have no reason to fear that. The commission itself 
invites the railroad companies, in their opinion, to come to them 
when that change is made. If you will permit me to say it, the 
commission said in that last opinion (46 I. C. C, p. 236),' reading 
from page 276 : 

When, the water competition ag:ain becomes sufficiently controlling, in the 
judgment of the carriers* to necessitate a reduction of the rates to the coast 
rities to a lower level than can reasonably be applied at the intermediate points, 
the carriers may bring the matter to our attention for such relief as the clr- 
c-umstances may Justify. 

Mr. Sims. They could have done that without that being stated 
there. They can make an application at any time to change the rates. 

^Ir. Mann. We might construe it a courteous invitation. 

Mr. Sims. But when the rates are established all over the inter- 
mountain country in accordance with the fourth section, without 
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any exceptions, and business adjusts itself to that condition and con- 
tinues for four or five years, will it not be more difficult to go back 
to present conditions than if they had never left the present con- 
ditions, because being temporary now 

Mr. Mann. No; and I will tell you why. As soon as these new 
conditions we are talking about come about, the war having ceased, 
the port cities will immediately begin to bring in the goods by water 
on ships through the canal — all the supplies that they need — ^and 
there is nothing that is manufactured in our part of the country 
that can not be obtained from the manufacturers of the Atlantic 
coast, and it is the Atlantic coast primarily, of course, that will be 
interested in the shipping to the Pacific coast — ^accordingly, in- 
sstantly that will take place — and it will instantly begin to move our 
(gicods by the efficient method of the sea, and by the low rates that 
will prevail by the sea. Under those circumstances, the situations 
we have described must happen one way or the other. If Congress 
in its wisdom concludes to retain this fourth section as it is, an 
appeal will be made to the Interstate Commerce Commission, and 
the Interstate Commerce Commission assures the transcontinental 
carriers that they will act with great promptness 

Mr. Sims. No ; that they will consider it. As you real it I did not 
understand that the commission made any statement that they would 
do am^ more than consider it. 

Mr. Manx. Those are the words in the opinion; they will act as 
promptly as possible. The commission says : 

It is not our purpose to put upon the carriers any undue hardship ♦ • • 
wiU be disposed of with such celerity as the circumstances will permit. 

Mr. Sims. It does not say how they will dispose of it. If that 
opinion had said that this order was only to last during the absence 
of water competition through the canal and later automatically to 
be restored upon restoration of the water competition, I could see 
then that would be very effective. But anyway, your idea is this be- 
ing a temporary matter that you should not adjust your rate struc- 
ture practically to a temporary standpoint and then take the chances 
of getting back to what you think should be the situation. 

Mr. Mann. And thus have two traffic revolutions. 

Mr. Sims. There have been several applications on the part of the 
railroads to increase rates on account of the present high prices of 
labor and material, which are due alone to the existence of the war, 
and as soon as the war is over we will naturally expect them to be 
greatly reduced. They asked for an increase of rates on account of 
a temporary condition. Would you think that the Interstate Com- 
merce Commission, if it now gives an increase in rates due to the tem- 
porary war prices, should feel under the same obligation they seem to 
exjDress themselves in that opinion, to reduce those same rates when 
the war ceases to affect the cost of labor and supplies? 

Mr. Mann. You are asking for my attitude in the 15 per cent casea 
I attended all those hearings 

Mr. Sims. There is another application. 

Mr. Mann. Yes; there is another application now pending on the 
part of the eastern carriers. The southeastern carriers and the south- 
western carriers have not yet joined. I must make some qualifica- 
tion of my opinion in order to be understood. I am absolutely op- 
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posed to any horizontal or percentage increase in rates because it 
disturbs all rate relationships. The moment you take any parallel 
advance, I do not care whether it is an import tariff or taxes, or any- 
thing else, you increase the disadvantages. The further distant 
points must suffer. That is the objection to the 3 per cent tax on 
freight bills. Instead of making the tax per 100 pounds, no matter 
what the distance may be, where everybody would be taxed equally, 
it is made on a percentage basis and is applied in such way that when 
it is applied to the man with a short haul his taxation does not any- 
where nearly compare with the man who has a long haul, and when 
you advance rates horizontally 15 per cent it works out the same way. 

But, coming to the main proposition, as to whether or not the car- 
riers should be entitled to an increase in their rates on the ground 
of an increase in the cost of materials and service which they are 
obliged to buy, I sav there is no question but that, if they make that 
proof, they are entitled to a proper increase, preserving, of course, 
the relationship of the rates. Now, as to its temporary character, 
no one can tell ; that is to say, we can not tell how long these condi- 
tions of high prices are going to continue. They may continue for a 
long time after the war, but that is not the case with respect to the 
Panama Canal and the operation of ships through it. It is abso- 
lutely certain that as soon as the war ends, or very shortly afterwards, 
the shipping through the canal will be resumed, and nobody denies 
that, as far as I know. 

Mr. Sims. My idea was, it was your opinion — and I am not con- 
troverting it — ^that to remove a temporary trouble that the remedy 
should be only temporary, and if you increase rates to cover a war 
condition that they should be, if possible, reduced to the peace level 
when the war ceases. 

Now, if it is necessary for this adjustment of rates to exist in the 
intermountain territory now, when the canal is in full operation, to 
apply as a practical remedy a rule of action that depends entirely 
on a temporary condition, it strikes me as not logical, and it seems 
to me the result will be, if you once get your intermountain rates 
regulated to the fourth section, without applying any exceptions, 
and that if they once get a 15 per cent rate increase, that it will be a 
long time before you will be able to get the rates back to their former 
adjustment. 

Ifr. Manx. If that is the case, there will be a great many more 
ships mo^nng through the canal, much to the delight of the coast 
cities. 

Mr. Sims. Suppose this exception were made only to freight com- 
ing through the canal to the coast ports, and then let the normal 
rate apply on goods shipped from the ports into the interior, what 
do you think of that? In other words, if the railroads are receiving 
compensation for services which they do not perform; that is, you 
send something from New York to Salt Lake City and they get paid 
for an 800-mile haul they do not perform 

ilr. Mann. I heard that spoken of by the man from Salt Lake 
Cit3% but I do not think that is a fact. 

Mr. Sims. Now, then, if the freight instead of going to Salt Lake 
City by rail had gone through the canal and come around to San 
Francisco, and then the railroad takes it up and carries it from San 
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Francisco to Salt Lake City, the railroads would have performed 
the ser\4ce and should be paid for it, and I naturally suppose that 
the rail rate would be added to the Panama Canal rate that the mer- 
cliant pays. I can see no injustice in that, but I do thinlv that it is 
unjust for the interior places to pay for a service of several hundred 
miles that the railroads do not perform. 

Mr. JVIann. That is a common belief, but it is wrong. Nearly 
everyone that approaches this subject approaches it with that erro- 
neous idea. They say that if a railroad can carry 100 pounds of any 
freight from New York to San Francisco for a "dollar, why can not 
it carry it for a dollar to a place several hundred miles inland? 
Then comes this talk of a back haul, as though the railroads carry 
the freight back from San Francisco to Eeno or Fresno, and they 
say that when the railroads do not perform a service they have no 
right to receive a charge for the service which they do not perfonn, 
but, unfortunately for the man who advances that proposition, they 
do not do that. The back-haul charge, as it is called, is not a charge 
at all. It should not be called a back-haul charge. 

Mr. Sims. You mean there is no back hauling done ? 

Mr. Manx. No, sir; the railroads do not receive any back-haul 
charge. The fact of the matter is that the local from the port to the 
interior points is a part of the measure of competition by water 
which the carriers meet at that point. For example, suppose we 
take 100 pounds of freight, which moves here by water at a cost of $1. 
It is landed at San Francisco, and you pay $1 for getting it there by 
water, and then you shij) it to Fresno, and you pay 50 cents to get it 
there, and your total freight, water and rail, is $1.50. Now, the rate 
of the rail carrier to Fresno, for instance, is $2, and the Interstate 
Commerce Commission has found that that is a fair and reasonable 
rate on the straight haul to Fresno. Very well. What is the com- 
petition by water that the carrier meets at San Francisco on the one 
hand and at Fresno on the other? At San Francisco it is $1 and 
at Fresno it is $1.50, and he must meet that competition bj" establif^li- 
ing rates which will take that traffic or let it go by water. And so 
it goes on. Your rate is nothing more than a measure of the compe- 
tition the carrier meets, until you go back far enough to where the 
lower rate meets the reasonable rate coming from the other direction. 
Do I make mvself clear? 

Mr. Sims. Vou have made yourself very clear all the way through, 
as far as that is concerned. When we get a man who can give us 
information, I have always thought that perhaps it is well to ex- 
amine him with a view to bringing out all the information he has. 

Mr. EscH. When Judge Prouty decided, or wrote the opinion in 
1909, he acknowledged existence of water competition, did he not, 
on the Pacific coast ? 

Mr. Mann. Yes, sir ; and he found it to be a fact. 

Mr. EscH. He found it to be a fact ? 

Mr. Mann. Yes, sir. 

Mr. Escir. At that time the water competition you did get on the 
Pacific coast had to come around the Horn, or by rail across the 
Isthmus of Panama, or over the Tehuantepec route? 

Mr. Mann. I do not think that route was perfected. 

Mr. EscH. That is what I wanted to know — ^whether in 1909 the 
Tehuantepec route was in operation. 



Digitized by VjOOQIC 



LOXG-AND-SHOBT HAUL ON RAILROADS. 32 ^ 

Mr. iL\Nx. I do not think so. 

ilr. EscH. Then, the American-Hawaiian Line was not using it! 

jVlr. Maxn. Xo, sir; they were coming around the Horn by 
steamers. 

Mr. EscH. So, if that Tehuantepec route had been in existence in 
1909, it would have greatly added to Commissioner Prouty's decision 
that there was water competition? 

Mr. Mann. Yes, sir; because when the Tehuantepec route came in. 
the amount of tonnage moving that way largely increased. 

Mr. EscH. I am not familiar with the fact, but the American- 
Hawaiian Line shipped from Honolulu to the Pacific coast terminals 
and then by way of the Tehuantepec route to Atlantic terminals? 

Mr. Manx. That has been very generally the course according to 
mv recollection ; during the time of their steamer lines, at any rate* 
Tliey had a, contract and they are still carrying out part of their 
contract at a'loss under present prices, in moving sugar from Hono- 
lulu to New York, and they came with a load from New York aroimd 
the Horn to the Pacific Ocean and later over the Isthmus of Tehuan- 
tepec to the Pacific Ocean to Los Angeles and San Francisco, Port- 
land and Seattle, and then they went across to Honolulu and loaded 
sugar, and then very often went straight to New York. They might 
have returned and have taken some cargo from the ports eastbound. 

Mr. Escii. Then, when he wrote his decision, in 1912, there was 
still greater force to his argument 

Mr. Mann. Yes, sir; because of the increased tonnage and increased 
number of ships, etc. 

Mr. EscH. And, of course, in 1912, he anticipated the speedy con- 
struction and operation of the Panama Canal? 

Mr. Mann, l es, sir. 

Mr. EscH. And it became operative in the fall of 1914. 

Mr. Mann. Yes, sir; August 1, 1914. 

Mr. EscH. What did you say was the tonnage the first year through 
the canal ? 

Mr. Mann. One million tons, westbound. 

Mr. EscH. Westbound? 

Mr. Mann. Yes, sir. 

Mr. EscH. The westbound is a little in excess of the eastbound ? 

Mr. Mann. Yes, sir. 

Mr. EscH. Of course, it is not a fair estimate now of the traffic 
through the canal, because it is largely used in connection with the 
traffic to the west coast of South America 

Mr. Mann. Out reports of activities of the Panama Canal are 
equal to or greater than any other year. The ships are going around 
the world through the canal. The canal is an extremely busy water- 
way. 

Sir. EscH. I imderstand it is estimated that 5,000,000 or 6,000,000 
tons a year pass through the canal. 

Mr. Mann. Yes. sir. 

Mr. EscH. So, when peace comes with the increased merchant 
marine there will be actual water competition between the Atlantic 
and Pacific ports ? 

Mr. Mann. Yes, sir; I can not see any other possibility. I can 
not see any way in which these ships can be used if they do not ga 
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into the canal business. It seems to me that there will be many of 
them that must operate in that business. 

Mr. EscH. Your opinion is that if that goes through there must be 
an increase in the intermountain rates, as compared with the terminal 
rates? 

Mr. Manx. That is probable unless the carriers are permitted to 
indulge or engage in the water competitive traflSc, because while they 
will continue to bring freight to the coast under the proposed high 
rate, lifted to the level of the intermountain points, or higher, during 
the period of the absence of shipping through the canal, the cars of 
the railroad carriers will be empty as soon as the ships come back into 
this traffic unless the rail carriers are allowed to meet those rates. 

Mr. EscH. You stated that the class A rates were outside of any 
of the long and short haul protests — they did not involve any viola- 
tions ? 

Mr. Mann. Yes, sir ; in other words, the}^ do not depart from the 
absolute rigid fourth-section rule. 

Mr. EscH. They can be ignored, as far as that rule is concerned ? 

Mr. Mann. Yes, sir. 

Mr. EscH. You say household goods is an illustration of the class 
A rates? 

Mr. Mann. Yes, sir. 

Mr. EscH. Is crockery within the class A articles? 

Mr. Mann. I do not know ; but I referred in my statement to such 
articles as chairs, bedding, desks, etc. Furniture, I perhaps should 
have said instead of household goods. I would like to amend my 
statement to " furniture." It is scliedule A instead of class A. 

Mr. EscH. What is there in that particular commodity that would 
justify the carriers in putting it into that schedule? 

Mr. Mann. Because it does not move ordinarily by sea; it is too 
inconvenient. Of course, it can move by sea, and does occasionally. 

Mr. EscH. Why — because it is breakable? 

Mr. Mann. Yes, sir; it is more liable to sea damage and involves 
great expense in packing it so as to avoid injury at sea through the 
tipping of the vessel, and it is more convenient to have it go by rail 
than to go through the trouble of packing it. The rates are often 
made with respect to weight or measurement, and of course a bulky 
article like furniture would take up more space than other closely 
packed commodities. 

Senator Cummins. I desire to say, not merely in compliment to Mr. 
Mann, but as a reason for the examination that I shall fjursue, that 
he has laid before us a statement which in its lucidity, in its breadth, 
and in its temper has not been excelled by any I have heard upon 
that subject. 
. Mr. Mann. I thank you. Senator. 

Senator Cummins. And it is obvious that he has opened up a sub- 
ject vastly more comprehensive than the relation between the rail- 
way rates applicable to Intermountain States and the Pacific coast. 
I feel sure that the questions I am about to propound are within our 
inquiry, however. You understand that we — I say "we''; I mean 
the committee and Congress — are dealing with a system of regulation 
and not with rates? 

Mr. Mann. Yes, sir. 
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Senator Cummins. It is our mission to ascertain, if we can, in what 
respect the system we have is ineflScient, and to suggest remedies for 
the inefficiency. I want you to eliminate, Mr. Mann, from the ques- 
tions I will ask you from time to time, all consideration of the regu- 
lations for foreign commerce, for while we are given the same au- 
thority with regard to foreign as we are with regard to commerce 
among the States, theoretically and practically our power with re- 
gard to foreign commerce is far short of our power over internal 
commerce. 

Mr. Manx. Yes, sir. 

Senator Cu3imins. It is perfectly clear, is it not, that it is neces- 
sary for the welfare and safety of the United States that the s^^stem 
of railway transportation or land transportation shall be complete 
and adequate in every part of the country? 

Mr^ Mann. Certainly. 

Senator Cummins. And no matter what it costs, we must main- 
tain, not only for peace but for war, a system of railways that will 
afford full communication between all parts of our country. That is 
perfectly clear, is it not ? 

Mr, Mann. Yes, sir. 

Senator Cummins. It is clear, too, as it seems to me, that in view 
of the vicissitudes of water transportation that the railways of the 
United States must be able at all times to reasonably accommodate 
all the traffic between the eastern and western parts. of the United 
States. 

Mi\ Mann. When you say " at all times," Senator, there are emer- 
gencies that may happen sometimes which may throw an unsus- 
pected, or what might be called an accidental, burden upon the trans- 
portation of the country. 

Senator Cummins. I endeavored to put in my question the flexi- 
bility that you have in mind by saying "reasonably" — reasonably 
serve all parts of the country at all times. 

Mr. Mann. Yes, sir. 

Senator Cummins. I recognize that there may be days or weeks or 
months in which the facilities of railway transportation may not be 
sufficient to meet completely a sudden emergency. 

Now, with that as a postulate, we have the beginning point, any- 
how, that the railways of the United States must be maintained so 
that they can fairly do the business of the United States, if communi- 
cation between the various parts of the United States by sea is cut off. 

We have seen that water transportation, as between points in the 
United States, may be substantially prevented, first, by natural 
causes, such as the filling up of the canal, or by other causes, such as 
war. in which event we are compelled to rely not only for the move- 
ment of traffic but for the movement of troops and various impedi- 
menta of the Army and Navy upon land transportation. Do you 
recognize, Mr. Mann, that it is the duty of the Government in regu- 
lating and controlling the transportation in which its people are 
concerned that we should attempt to reach the same end that we 
would reach through Government ownership? 

Mr. Mann. Well, I suppose, if the Senator please, that the end 
that we wish to reach is, of course, the best practical result that can 
be brought about irrespective of the method. 
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Senator Cu3IMins. I think my question was not as clear as it 
should have been. I do not want to draw you into any discussion 
of the controversy about Government ownership of transportation 
facilities, but the end of all regulation of these facilities must be the 
public welfare — the interests of all the people of the United States. 

Mr. Mann. Yes, sir. 

Senator Cummins. And if we choose to pursue in the future, as 
we have pursued in the past, the policy of committing our transpor- 
tation to private instrumentalities, that does not change the ultimate 
object to be secured, does it? 

Mr. Mann. Certainlv not. 

Senator Cummins. And in dealing with the problems which arise 
out of competition between water transportation and land transpor- 
tation we ought to consider all the time the welfare of all the people, 
should we not? 

Mr. Mann. By the welfare of all the people, meaning, of course, 
the greatest good to the greatest niunber, etc. 

Senator Cummins. It is a common expression that conveys a defi- 
nite idea, although it is rather indefinite in its phraseolog}'. 

Mr. Mann. Yes, sir. 

Senator Cummins. Suppose that the United States, Mr. Mann, 
owned all its land transportation facilities and operated them and 
owned all its water transportation, or the facilities of water trans- 
portation, between points in the United States. Do you think that 
the Government should continue the competition of which you have 
spoken between the land transportation and the water transportation ? 

Mr. Mann. I certainly do, on the same proposition that the depart- 
ments of a department store, all owned by one owner, are in very 
competitive competition, all striving to see which one can sell the 
best and sell the most goods, etc.; in fact, emulation is the very 
essence of life, just as discontent leads to unhappiness. 

Senator Cummins. Of course, I do not recognize the parallel that 
is evidently in your mind between the various departments in a de- 
partment store and these various branches of transportation. 

Mr. Mann. The Government would own both. The department 
store owner owns all of the departments and turns over these various 
departments to different managers, and there is that rivalry between 
them which is the very essence of efficient business. 

Senator Cu^imins. Assuming the Government has all the railways, 
and they are developed to a point where they can meet the needs "of 
the people, both in war and in peace, it has these water-transporta- 
tion facilities between certain points in the United States; it must 
maintain the land transportation for reasons we have seen. Now, 
it would not permit the water transportation to be carried on in such 
a way as to destroy the efficiency of the land transportation, would it? 

Mr. Mann. Of course. Senator, that was one argument made 
against the Pacific Mail Steamship Co. operating through the canal 
when it belonged to the Southern Pacific Co. on the ground that the 
Southern Pacific could afford to lose a lot of money on the water 
transportation, which did not involve very much money, in order to 
make money on the rail transportation facilities, which represented 
a billion dollars. That would be the case, I think, where you have 
the ownership of those two means of transportation in the same pro- 
prietor. 
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That is the reason the Panama Canal Act gives the Intei-state Com- 
merce Commission the power and duty of investigating all railroad-^ 
owned steamship lines which may come into competition with the 
railroads. When th« Government would have control of both of 
these facilities, I think the Government would endeavor to perform 
the best possible service for the best possible price that it could per- 
form under the circumstances relating to each method of transporta- 
tion. So, I believe they would say to the water carriers, if they 
owned them all, and forbade anyone else coming through the canal 
in the coastwise commerce, they would say, " Wliat does it cost you ; 
what do your manifests and freight bills show ; what do you make 
a vear? Let us see if the rates are right," and I think they would 
allow and make rates upon the basis of that cost of service, with a 
fair and proper surplus over to take care of depreciation and the 
like, and then, with respect to the rail carriers, I think they would 
perform just exactly the same method of competitive rate making at 
the ports where they met their own ships, and then make the same 
arrangements on the rest of the country, simply because it is sound 
and it is economic. It will encourage each line to do the best it can, 
because the emulation between the two lines will be bound to bring 
up the service and because, in the end, perfect justice is obtained 
and no injustice — ^that is, no unjust discrimination, no improper or 
prejudicial discrimination — ^is worked, and each community is taken 
care of, just as it ought to be taken care of if that kind of rates is 
made scientifically. 

Senator Cummins. I remember the problem about the Panama 
Canal of which you speak, but there we were considering a case where 
part of the transportation facility was governmentally owned and 
part privately owned, and different considerations entered. But you 
would not believe, would you, that if the Government owned all the 
railroads that it would permit any competition between them with 
regard to business? 

Mr. Mann. I certainly do. 

Senator Cum3iixs. What kind of competition? 

Mr. SIann. Competition with the water routes. 

Senator Cummins. I am speaking of railways alone. 

Mr. Manx. I think they would find that the short-line competition 
ought to be met by the long line coming around to the same point, and 
that higher rates might be charged at intermediate points. 

Senator Cu:mmins. I am not saying that they might not charge 
higher rates to the intermediate points than to the longer distant 
pomts. I am not bring that question in at this time. 

ilr. Mann. I thought you meant land competition. 

Senator Cu3I3iin8. I was speaking about land competition alone. 
If the Government of the United btates owned all the railroads, 
would it fix the rates with any reference to the earning capacity of 
«ny particular railroad? 

Mr. Mann. Any particular one of the Government-owned rail- 
roads? 

Senator Cummins. Yes. 

Mr. Mann. In some cases yes, and in some cases no. That is a very 
complicated situation and a tremendouj? one to consider, for a mo- 
ment. The idea of sitting down and thinking out any kind of rules 
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and regulations by which you can construct schedules for all the 
railroads in the United States is certainly one that even our greatest 
traffic man would want a great many months to work out. In some 
cases I can see where there are meritorious but weak roads where 
the Government would probably charge the same rates that are now 
being charged on those roads and lose money, and in doing so make 
it up on the larger roads, and under those circumstances that is one 
argiiment in favor of the unification of the railroad systems of the 
United States so that the strong can take care of the weak and vice 
versa. I have in mind one particular road, the circumstances of 
which were developed in the last 15 per cent case. That was the 
Bangor & Worcester Railroad in Maine. The president of that road 
went on the stand before the Interstate Commerce Commission and 
made his statement, and it was an impressive one, and the witness 
carried credence, and his statement was that as to his road 75 per cent 
of the traffic was lumber and food products, one of the products 
being potatoes, which were at that time greatly in demand, and I 
believe he testified that during the period immediately preceding 
that time potatoes were being transported from his territory as far 
west as Chicago. 

We all know that the demand for potatoes last year was so great 
that the central part of the country was calling upon all sections of 
the country for its supply. He was charging rates which, according 
to all competitive circumstances and conditions that surrounded all 
the rest of the whole United States, prevented his getting any more — 
he was getting all he could get — and he could not get any more unless 
some other railroad was allowed to have more, and yet his condi- 
tion was pitiable as far as coal was concerned, because while he was 
paying $3, or something like that, for coal from the mines up to 
feangor, the bad weather of wintertime had made it impossible for 
the barges and tugs to reach from Philadelphia to Bangor, and the 
result was, instead of having 100,000 tons of coal in his yard, which 
he considered the margin of safety, he had run down to 7,000 tons, 
and was obliged to go into the so-called wholesale market and pay 
$10 a ton, and he furnished a statement showing he had bought coal 
at that price, and the result was that his road was on the rapid road 
to bankruptcy; and yet it was a facility of transportation that, from 
the governmental standpoint, was an absolutely needed transporta- 
tion facility. He was furnishing food and lumber to the extent of 
fully 75 per cent of the tonnage he carried. 

^our question brought that to mind, and I should say under 
circumstances like that, under conceivable governmental ownership 
of important roads, at least, that the Government would not make 
its rates in accordance with the expense or cost of operation, but 
would undoubtedly, in some cases, charge less than the cost of service, 
just as it does in the operation of the mails. 

Senator Cum5iin8. I have no doubt about the general soundness 
of the suggestion you have just made, but I did not intend to get into 
such detail. If the Government owned the railroads — and I do not 
intend to say that it should; understand me, I am not arguing upon 
that proposition at all. and I express no opinion about it— but sup- 
pose it owned the railroads between the Atlantic and the Pacific 
coasts; it establishes rates upon some fair and just basis to the termi- 
nal Doints and to all points between. You said, and I think tnily, 
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that the Pacific coast could not claim in and of its own right lower 
rates than intermediate points ; that the carrier only can claim those 
rates on account of its necessities. Now, it finds then that if it 
persists in those rates, that its business to the Pacific coast will be 
taken away by a water competitor. It has complete control of the 
water-line competitor, either through ownershirp or through regula- 
tion, for our power is just as great over one as the other. What 
would it do? Would it drop the rail rate in order to meet the water 
rate, or would it raise the water rate ? 

Mr. Mann. It would drop the rail rate to meet the natural water 
rate, because it would be unsound economically and inherently un- 
just to all the people of the United States to collect more than the 
fair value of the service performed by the Government for its citizens 
by way of the water route. 

" Senator Cummins. And that only because it would be for the best 
interests of the entire country? 

Mr. Mann. Yes, sir. 

Senator Cummins. Each kind of transportation should be per- 
mitted to be carried on the basis of the cost of service 

Mr. Mann. Not exactly on the basis of the cost of service. I 
venture to say that if the Government of the United States should 
take over the control of the means of transportation bv water or land 
transportation that the Government of the United States would 
develop a system of tariffs remarkably similar to those existing 
througnout the United States on the railways. The fact is that since 
the war commenced and sinciB the War Board has been established 
in Washington we have had a demonstration of the possible unity of 
the railroads of the United States as a whole, and inasmuch as the 
function of the railroads has been mainlv service instead of rates 
we find, taken as a whole, the schedule of rates of the railroads of 
the United States are what might b^ called very fairly arranged 
with respect to the checks and balances which each and every par- 
ticuhir condition or circumstance may bring into play with respect 
to those rates, and that is one reason why the change in any par- 
ticular schedule affects rates, not infrequently, in a great many far- 
distant points, and therefore the United States, if it took over the 
railroads to-day, I think, would accept the schedules of rates in the 
country just as they are without making any material changes in 
them. 

Senator Cummins. The Interstate Commerce Commission seems to 
have been rather busy throughout all these years in adjusting the 
rates. 

Mr. Mann. It is a remarkable fact that any study of the Interstate 
Commerce Conunission's work will show that they have in all, or 
practically all, great schedules accepted the plans of the railroads. 
That is what they did in the intermountain cases. They established 
zones, which is a pure railroad invention, and Chief Justice White, 
in writing the opinion, bases the power of the Interstate Commerce 
Commission on the mere ground that the intention of Congress was 
to give to the Interstate Commerce Commission the power to regu- 
late rates and fix rates that the carriers had established before, and, 
inasmuch as the carriers had fixed zones before, therefore, the Inter- 
state Commerce Commission could fix zones. 
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Senator Cummins. I do not want to get into a controversy over 
the justice of railroad rates. I do not agree with you about that. I 
think in many instances they are very illy adjusted, although I 
recognize that to change theni materially would overturn conditions 
that have grown up through a long series of years. 

Mr. Mann. That is the point exactly. 

Senator Cummins. But they are very unjust according to my opin- 
ion. I am not saying that the aggregate of the rates raise too much 
or too little revenue. 

Mr. Mann. I do not want, either, to express too much admiration 
for the railroads' system of rate making. I have had a great many 
objections to it and have raised some of them. 

Senator Cummins. I come back to my original point. You insist 
that in the contingency that I have suggested, where there was no 
financial interest of the carriers to be observed or secured, that still 
the good of the whole country would require that the rates that are 
in competition with the water rates should be lower and the water 
line be permitted to charge whatever it saw fit to charge. 

Mr. Mann. I will not say whatever it saw fit to charge. If the 
water line were owned by the Government, and the Government 
should proceed to control, my point is this, that it would be un- 
economic and contrary to the principles of equity and justice to per- 
mit their water carrier, or, we will say, to continue to operate a water 
carrier and charge to tne public that uses that water carrier once and 
a half or twice or three times as much as the ordinary rules with 
respect to rate fixing would justify. 

Senator Cummins. We must not forget the original premise of 
the matter, that it is the duty of the Government to maintain, or 
be allowed to maintain, this system of railways at a high state of 
efficiency, and the only reason for decreasing a reasonable rate from 
one coast to another is that it jnust be decreased in order to get tlie 
business. That we assumed. It is your opinion, notwithstanding its 
obligations to keep up the railroads, that we must drop the rate at 
the competitive point to the disadvantage of the carrier? 

Mr. Mann. To the disadvantage of the railroad. 

Senator Cummins. To the disadvantage of the railroad, in order 
to what? To allow a certain community to avail itself of the lesser 
cost of water transportation. That is what it all comes to, is it not ? 

Mr. Mann. No, sir ; it never comes to that in my mind at all- I 
do not think there is any situation with respect to rate making in 
this proposition that can be said to be favorable or preferential, 
whether made by the Government or made by the carriers, to the 
water points or to the seaboard points; and, in addition to that, I 
wish to say that I can not see that we can, in conceiving Government 
ownership of transportation facilities, place the railroads owned by 
the Government in a proprietary position as against the steamships 
owned by the Government. The steamships owned by the Govern- 
ment would be performing a public service and would be serving a 
very large number of communities besides San Francisco. They 
probably would operate, as far as the coast is concerned, commencing 
at Boston and stop at New York, Pliiladelphia, Baltimore, Charl^- 
ton, and Mobile, with branch lines from New Orleans and perhaps 
the l^ranch lines reaching up the Mississippi River to Chicago, taking 
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on a cargo at that point and then bringing that cargo through the 
Panama Canal, and they would serve the coast ports mentioned and 
probably transfer the car^o for the Orient, and on the return journey 
make the same trip, and, in fact, that very line of work is suggested 
by the actual rat^ published and the actual way port calls which 
have been made by these very carriers. 

Now, under these circumstances, these publicly owned water lines, 
operating through the canal and between the two coasts, would be 
serving perhaps as large a portion of the public of the United States 
as these transcontinental rail carriers would serve. So, under the cii;- 
cumstanoes, I should not say that we should, as a Government, pre- 
fer the railroad carrier, and say now we are going as the Government 
to arrange matters so that the railroad carriers can make as much 
money as the conditions will justify, and the water carriers shall make 
still more than they might ordinarily be justified in charging in pri- 
vate ownership, or, in other words, would be charging the people of 
the United States for their service by water one and a quarter or 
one and a half or two or three times as much as the same people would 
have to pay if the ships were retained in private ownership. I do 
not think the United States would do that. 

Senator Cummins. I will not put either the railroads or the steam- 
ships in a primary position or m a preferential position. I am as- 
suming a common ownership of the whole, and in order to afford an 
illustration and to get your views more completely, let us assume that 
all transportation facilities of the United States, including these 
water lines, reaching from one town in the United States to another, 
are owned by one smgle corporation. 

Mr. Mann. Yes, sir. 

Senator Cummins. So that there is no competition, so far as the 
capital invested is concerned. 

Mr. Mann. Yes, sir. 

Senator Cummins. Do you not think that under those circum- 
stances the corporation would divide the freight and allot a certain 
part of it to be carried by water and a certain part to be carried by 
the land? 

Mr. Mann. Yes, sir; I am sure it would run the water carrier in 
such a way as to help the land carrier, but I do not think the United 
States Government would be controlled by such an instinct. 

Senator Cummins. I am assuming that the United States Govern- 
ment would be as solicitous for the general welfare of the country as 
the corporation would be for the general welfare of its stockholders. 

Mr. Mann. I can not see that the illustration is a parallel. The 
United States Government has taken stops in connection with the 
Panama Canal act to prevent just that thing. 

Senator Cummins. I am not quarreling with that policy, but I 
think you agree with me that if the entire transportation facilities of 
the country are in the hands of one corporation it would not meet the 
situation that you have described by lowering the terminal rates. It 
would allot or divide the traffic to be carried, would it not ? 

Mr. Mann. I really think it woujd do that thing which it consid- 
ered was to bring the most money into its pocket. Just what that 
would turn out to be I can not foreshadow or foresee. It is a condi- 
tion that we are imagining. 

60653—18 12 
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Senator Cummins. Purely. 

Mr. Mann. And which can never exist. 

Senator Cummins. Through reflation we are trying to build up 
the entire country and give to each community that which it oufi;ht 
to have, and afford transportation as a whole at the least reasonable 
cost. 

Mr. Manx. The ownership illustration aptly illustrates the danger 
of the abolition of competition between the carriers. 

Senator Cummins. I can easily see that; but when you substitute 
for a selfish corporation — that is, a corporation desirous of making 
as much money as possible — a corporation that desires simply the 
general welfare, then there would be no such danger, would there? 

Mr. Mann. You mean the United States Government? 

Senator Cummins. Yes. 

Mr. Mann. The United States Government, considering only the 
general welfare, would not be justified in asking the citizens to pay 
once and a half or two or three times what the service was worth 
because it moved by water. 

Senator Cummins. Suppose that the railway companies, in order 
to secure all the traffic which their lines would carry, did not fiind it 
necessary to reduce the terminal rates in order to meet the water 
transportation, what would you say then as to the wisdom or justice 
of reducing those rates below the intermediate points? 

Mr. Mann. You say if they did not find it necessary? 
• Senator Cummins. Yes. 

Mr. Mann. And could yet get all the business they wanted? 

Senator Cummins. Yes. 

Mr. Mann. That would mean the water transportation costs as 
much as the rail transportation, and that is not the case. 

Senator Cummins. That means there is more transportation than 
the water can bear or will bear. 

Mr. Mann. Yes ; I think that is always so. Perhaps I did not un- 
derstand your question. I understood your question to be, If the rates 
of the water transportation at the points of competition were such 
that the carriers could continue to carry their rates, grading upi 
from the coast, and still get their share of the business, what would 
be the condition? I say that the condition there would be that the 
carriage by water would be equally as expensive as the carriage by 
land, and under those conditions — and only under those conditions — 
can we expect that to ensue. At the present time carriage by water 
for any material distances has been accepted to lie a transportation 
of less cost than any other form of transportation. One great reason 
for the difference in cost is that there is no investment in tracks or 
rights of way, and therefore we can hardly expect to see the time 
when transportation by water will be equally as expensive as that by 
land. 

Senator Cummins. You therefore, I infer, are of the opinion that, 
without regard to the financial necessities of the railways, this coun- 
try will be better built up and better served by giving to those locali- 
ties which are affected by water transportation and water rates lower 
costs or charges than to other portions of the country ? 

Mr. Mann. Well, put in that way. I might answer in the affirma- 
tive ; but I would like to say, in addition thereto, that that arrange- 
ment of competitive charges at the ports should be considered as a 
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part of the general transcontinental rates and schedules of the 
carriers. 

Senator Cttmmins. Now, the result of that would be, if carried 
to its logical end, the development of both borders of the country 
and the underdevelopment of the central part of th§ country, would 
it not? 

Mr. Mann. It would ; and it is a fact that there is not a big city 
in the United States that is not served by water, and there prooably 
never will be — or in the world, one might say. There might be 
some manufacturing communities — very prosperous and populous 
ones, too — ^but when you compare them with the great cities you will 
find they are situated on the water. 

Senator Cummins. I do not think you understand my question 
in the way which it was asked. There comes a time, or you reach 
a point presently, where the cheapness of water transportation added 
to the land transportation for distribution ceases, does there not? 
You reach a point both east and west 

Mr. Mann. Where the water transportation plus the land trans- 
portation equals a normal rate? 

Senator Cummins. Suppose you wanted to ship goods from here 
to Pittsburgh, the lesser cost of transportation between here and 
Xew York by water would be absorbed by the cost .of transportation 
from New York to Pittsburgh, and it would be no less, and prob- 
ably greater, than the cost or transporting your goods from here to 
Pittsburgh direct by rail. 

Mr. IVlANN. Yes, sir; there is a point where those two rates meet. 
There is a point where the sea combination plus the rate inland to 
Pittsburgh, or wherever the points may be, meet the direct rates by 
rail across the country. 

Senator Cummins. That is what I meant by saying if you are 
to give full effect to competition brought about by the lesser cost of 
the water transportation you will find a narrow strip of country on 
both sides of the country thoroughly developed and a very wide 
stretch of territory very inadequately developed. 

Mr. Mann. That will lie generally along the line where the inter- 
mountain people are situated; but in the East, where the popula- 
tion is so great and development is so large as the result of so many 
years, that strip has disappeared. It has practically disappeared, 
like the boundary lines of two towns that have grown together. The 
fact of the matter is that the natural advantages of these coasts are 
just the same — that is, the advantages of the west coast and the 
east coast are just the same, with reference to ocean competition, and 
it is true that that strip that our friends love to call the back-haul 
territory is the territory in which the water competition is really 
felt. That is where it is felt, and it is felt through that strip up to 
the point where, as you say, the rate coming in the other direction 
meets it. But there is an interior part'of the country which, by the 
'vvay, is also served by water, where we have the great cities of Chi- 
cago and St Louis, all served by water, and which, again, are oiot 
only using the water but, of course, are great manufacturing centers • 
and distributing centers, and they have created about them an im- 
mense territory for distribution, and so they are reaching out both 
east and west. 
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There is a strong competition between Chicago and New York in 
the intermediate territory to-day, and one is getting a little farther 
toward the other one day and the next day the other encroaches closer 
to the other. In this territory we have the same situation, except 
yf& have great deserts, and we have not developed to the same intensive 
extent as the eastern part of the country, and probably never will. 
Nevertheless, we have the same development ot commerce, and we 
find Chicago and New York by water, and Chicago by rail, and St. 
Louis reaching out into this country, trying to get all of it ; and we 
have got the intermountain part of it a great deal, and they do dis- 
tribute to the Missouri River and beyond, much to the disgust of the 
Missouri River. Kansas City and St. Louis are full of complaints 
about the rate situation, contending that they are getting the worst 
of it, both coming and going. That phrase in traffic, by the way, 
really belongs to Mr, Maxwell, of Denver, because he happens to be 
situated just on that edge which you have described. He pays the 
most of anybody; but that is a result which, I insist, can not be cor- 
rected, because nobody can correct it. If you pass an absolute fourth 
section, we will bring goods into this territory through the canal and 
distribute it through the back-haul territory. 

Senator Cummins. My questions have not had in view the pro- 
posed amendment to the fourth section, making it rigid. I have in 
view the policy of regulating all the carriers of the United States; 
and that leads me to ask you. Do you believe we ought to begin regu- 
lation in the way of fixing rates on water transportation? 

Mr. Mann. No, sir ; I do not. 

Senator Cummins. Why should we not regulate water transporta- 
tion as completely, at least, as we regulate land transportation? 

Mr. Mann. For this reason : That the railroads are exercising what 
is sometimes called a natural monopoly. They are using the right 
of eminent domain, a government power and authority, and oy 
virtue of that right of eminent domain, and in some cases of grante 
of public land, they have constructed tracks and purchased rights 
of way, and have produced an investment — well, I used " a billion dol- 
lars," and we might as well continue to use that as any other figure — 
that seems to be the modern custom and fashion. The sea, on the 
other hand, is free, and a sea carrier is exercising no right of eminent 
domain and exercising no monopoly at all, because there can be no 
monopoly of the sea. Any individual with a small amount of capital 
may charter, under ordinary circumstances, a ship, we will say, for 
$100,000 and perform a journey over a route which costs nothing, 
where, if he would conduct a railroad between the same points he 
would have to invest a billion dollars. So there is no monopoly prin- 
ciple or characteristic in a ship, or in a regular shipping line, or in 
any shipping situation, but, on the other hand, there is a monopoly 
characteristic in the railroads. Now, it is the monopoly that must 
be reflated, not necessarily or at all, in my opinion, the ordinary 
exhibition of commercial or other activity, but monopoly; and 
wherever we find monopoly we must beware of its power, and there- 
fore we must be careful to control its power, and thus we should 
regulate it. 

Senator Cummins. We have been discussing the source of power, 
and not the wisdom of exercising it, it seems to me. You do not 
doubt we have the same power over water transportation within the 
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United States or to and from points in the United States that we have 
over land transportation, do you? 

Mr. Mann. I do not doubt it at all. 

Senator Cummins. It has been the policy of the United States to 
regulate it by excluding all but ships of American registry in the 
Panama Canal. 

Mr. Mann. That is, in the coastwise traffic. 

Senator Cummins. Having the power, the only thing, as it seems 
to me, that we should consider is. Ought we to exercise it in order 
to benefit the people of the country ? 

Mr. Mann. Yes, sir; that is what I had in mind. 

Senator Cummins. The reasons which you are giving probably 
apply to the wisdom of exercising the power, namely, there is free 
competition on the sea and there can not be on the land. 

Mr. Mann. Yes, sir. 

Senator Cummins. If we find the free competition on the sea actu- 
ally injures the people of the United States, you would have no doubt 
we should enter that field of regulation? 

Mr. Mann. One might say to that, if the time — ^remembering the 
** if " all the time — that is, if you find it injured. I do not think it is. 

Senator CuM3fiNS. Suppose we should find that the rates by water 
are too high, and we found that competition upon the sea did not 
reduce the rates to a fair point; should we not reduce them? 

Mr. Mann. I do not think so. I do not think it is good gov- 
ernmental policy to interfere with a situation which is open to free 
and untrammeled competition. I think the competition tnere should 
be left to take care of itself; in other words, I do not believe in ex- 
treme cooperation. I believe in leaving a large freedom of com- 
petition, which, to my mind, appeals as that freedom which is so 
cherished by our Government to their people. 

Senator Cummins. That is all. 

Mr. Mann. I also ask to have incorporated in this hearing my 
statement made before the Senate subcommittee last week, I believe. 

The Chairman. Is that on the same subject? 

Mr. Mann. Yes, sir. 

The Chairman. Is it a repetition, I mean? 

Mr. Mann. Xo, sir; it is not. It is additional, and heard on the 
19th of March, 1918, but not yet printed. 

The Chairman. We will be very glad to have that, Mr. Mann, 
when it is printed. It will help to economize your statement here. 

Mr^ ;Mann. Yes, sir; I expect to make a brief statement only now, 
and the reporter, I presume, can obtain that statement if it is printed, 
the statement made before the subcommittee of the Senate last week. 

The Chairman. The clerk can get that as soon as it is printed and 
incorporate it with your hearing. 

(The matter referred to is here printed in full, as follows:) 

STATEMENT OF MB. SETH HANIT, BEPBESEKTINa THE SAIT FBAN- 
CISCO CHAMBEB OF COHMEBCE, SAN FBANCISCO, CAL.; ATTOB- 
NEY AND MANAOEB OF THE TBAFFIC BTJBEAIT OF THE SAN 
FBANCISCO GHAHBEB OF GOMMEBCE. 

Mr. Mann. In addition to representing the San Francisco Cham- 
ber of Commerce, I also, at the request of the Portland Traffic and 
Transportation Association, appear in their behalf before your com- 
mittee. 
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^ I will say that I do not expect to trespass far upon the time or pa- 
tience of the committee, inasmuch as the subject has been so thor- 
oughly covered on behalf of the railroads by Mr. Spence and Mr. 
Winchell, and with respect to the position of the coast by Mr. Wettrick. 
I appeared and made a statement before the Joint Committee on Inter- 
state and Forei^ Commerce, and my remarks before that committee, 
which were dehvered at San Francisco, are reported in part 13 of 
those proceedings, on pages 1659 to 1716, and about one-half of those 
reported proceedings consist of questions and answers, questions 
directed to me by members of the committee. I have thought that 
I would offer that statement here for publication in this record if 
the committee so desires, or at least will make reference to it as con^ 
taining my statement covering this long and short haul situation 
before the Interstate Commerce Committee, and then, with the per- 
mission of the committee, I will leave the matter to your decision as 
to whether you desire to incorporate that in this hearing or not. 

The Chairman. To what extent does your present statement dupli- 
cate that? 

Mr. Mann. I have endeavored in my present statement not to 
duplicate that at all, but merely to devote myself to the proceed- 
ings and the developments of this hearing, not attempting to cover 
my former statement at all. 

The Chairman. We will take your offer under consideration. 

Mr. Mann. As I said there, and say now, and have always said, 
the defense of a railroad meeting the water competition at the ports 
is primarily a matter for consideration by the railroads themselves, 
and we have appeared in these proceedings as intervenors for the 
purpose of presenting that part of the facts which come more prop- 
erly within the knowledge of shippere and commercial people. We 
are glad, however, to have Mr. Winchell say that he does not see 
that the coast cities have any proper place at such a hearing as 
this, because in making that statement he gives us out of his own 
mouth the very reason for our appearance in any of these cases. 
Wherever we are not wanted by the railroads there we certainly wish 
to be. The railroads think that we have no right to appear with 
respect to any of their rates or practices, and that the rates and prac- 
tices established by the railroad companies are always correct. We 
have attacked a great many of them and have successfully done so, 
and instead of making a preference in favor of the coast cities, and 
particularly in favor of San Francisco, the history and policy of the 
railroad companies has been distinctly contrary to the interests 
of San Francisco and of Los Angeles, and of the cities in Cali- 
fornia, and favorable to other cities and other towns. I speak now 
of the switching tharges, for example, which we successfully fought 
through the United States Supreme Court and succeeded in having 
abolished in San Francisco and Los Angeles. And the Chief Justice 
of the Supreme Court asked Mr. Fred Wood, in the beginning of 
his argument in that case before the Supreme Court, " Well, is it ti-ue, 
Mr. Woed, that in San Francisco and Los Angeles you make this 
•harge and nowhere else in any other city in the United States ? " 
This charge of $2.50 when delivering a car when incident to a line 
haul. Mr. Wood said, " I believe that is so." He said, " Then, Mr. 
IVood, you have the whole commercial interests of the whole United 
States against y«u in this case." 
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I mention that as an instance to show this alleged preference of 
the coast cities, and particularly San Francisco, Los Angeles, and 
San Diego is a mere myth. As a matter of fact, we have oeen con- 
stantly, for the last 10 or 12 years, struggling for our absolutely 
legal rights, and have succeeded in getting some of them although 
not all of them. 

As far as the carriers are concerned in this matter, I say it is pri- 
marily to their interests to defend the long-and-short-haul clause, 
but in that defense, as they make it, we wish to be present in order 
that we may be fully represented, and we find it decidedly necessary 
to our interests at all times to see to it that as far as our interests are 
concerned they be correctly represented in any of these cases, and we 
find we must rely upon ourselves and not upon any one else to repre- 
sent those interests, as they actually exist. 

So we are here, and we have been in all of these intermountain 
cases, for the purpose of showing our interest in the matter, and our 
interest in the matter has always been recognized as a proper interest 
of an intervenor. 

We have a right, of course, to enjoy our natural advantages; we 
have never claimed any vested right or any other kind of a legal 
right in any lower rates by the railroad companies to meet that 
water competition. We do claim it as an economic right, an eco- 
nomic right which will come to us if not interfered with. If no 
statutes are made interfering with the natural laws of trade condi- 
tions and political economy, the railroad companies will meet at 
the coast cities the water competition at those points, as they always 
have done in all parts of the United States and in all parts of the 
world. And I venture this prediction, that the Government of the 
United States, either under its control, as at present existing, pro- 
vided ships return, or even under Government ownership, if that 
shall ever come, will continue to find it to their economic advantage 
to meet the water competition where they find it, because that is 
nothing more and nothing less than a law of political economy, 
and^ it is in that point of view that we desire to approach this 
subject, purely as I have phrased it, from a ijoint of view of enlight- 
ened self-interest, or, if you please, of business common sense, of 
commercial soundness, not narrow commercial interest, but of com- 
mercial soundness that will look forward to a future, that will be 
great and prosperous and commensurate with the conditions that 
surround us, ratlier than maintain any immediate or narrow personal 
advanta^. 

Xow, tnen, what are our interests here? I wish to enumerate them. 
I do not think they have all been touched upon, or all touched upon 
at once. As I see them, they are* not only to enjoy those rates on 
westbound traffic which are brought to us under sea-competitive rates 
by the railroads, but also to enjoy those eastbound rates which carnr 
such an immense tonnage of the products of the Pacific coast, and, 
if yoH please, of the intermountain points as well, to the points of 
consumption in the east and in Europe. And also we are interested 
in the maintenance of what may be called our distributive rates, 
our rates that are local, or locally interstate, if one might say so. 
Local, we will say, speaking of California, or local as far as our 
adjoining territory is concerned. Our shipments into Oregon and 
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Oregon shipments into California, or into Washington, or Wash- 
ington into California, or to Nevada, and vice versa, or Arizona, are 
what may be considered our local rates. 

Xow, the moment we approach this proposition whereby we are to 
take away from the transcontinental carriers, who perform all of these 
services for us, an income which they have received over and above the 
cost of transportation from the coast competitive business, and we real- 
ize the self-evident fact — it is an axiom — that that loss must be made 
up somewhere, we see at once that that loss will be spread over all these 
various services. The losses will not only attach to the rates to inter- 
mountain points and cause those rates to advance, but they will also 
attach, in their proper proportion, to our local and distributive rates, 
and they will also attach to our eastbound rates, upon the produce 
and products of the coast States. 

The products of California, which are shipped upon these east- 
bound rates — I think it is a fair statement — will exceed 2,000,000 
tons per annum. That, therefore, we think is a very important 
interest for us to represent, and we think we are very intimately 
associated in that point of view, and in that regard we feel that 
our interests are quite similar to those of the intermountain pK)ints, 
notwithstanding their blindness to the facts and their inabilitv to 
recognize that their rates are in jeopardy when they take these 
means of income awav from the railroads. 

Before I proceed I want to read a part of a letter from Mr. 
John H. Lothrop, who is the secretary of the Portland Traffic and 
Transportation Association of Portland, Oreg., upon this subject. 
It is as if he were speaking here to the committee. It is not long. 
After some introductory remarks, referring to the proceedings before 
the joint committee at San Francisco, he says, and this is his opinion : 

If an absolute long-and-short-haul rule should be made, the rail carriers 
would have to adopt one of two alternative measures. They would have to 
Increase their rates to the Pacific coast to a level not lower than they would 
carry to the intermediate territory, or they would have to reduce their rates 
to the interme<liate territory to a level now carried at Pacific coast points. 
If they should elect to meet the competition of the water carriers, a reduction 
of intermediate rates would be necessary as far east, on some commodities, 
as the Missouri River. It seems to me improbable that that policy would be 
adopted. 

If the rail carriers decided to give up the coast business, which tliey would 
do by increasing their rates to terminal points, the cities upon the coast would 
use the >vater lines and freight would be brought in at much lower rates than 
would apply to interior points by rail. The coast would continue to enjoy 
the advantages of location upon the water. The serious injury to the coast 
upon the adoption of this alternative would be In movement and marketing of 
Pacific coast products. Rail carriers would be compelled to haul equipment 
empty to the coast, to take care of the movement of coast products to eastern 
markets. It would be necessary to increase the rates eastbound upon onr 
lumber, our fresh fruits and vegetables, our canned goods, our hops, our wool, 
and many other products of the forest and soil. For some considerable time 
business conditions upon the Pacific coast will be considerably disturbed. 

Without doubt an absolute long-and-short-haul rule would entirely prohibit 
the movement of export and Import traffic via the Pacific coast ports. 

On the other hand, an absolute long-and-short-haul rule would not be with- 
out some substantial benefit to the Pacific coast country. I believe that manu- 
facturing would be greatly stimulated and the production and use of home 
products would be, to a great extent. Increased. The raw products, which 
would necessarily have to be secured in the East or In foreign markets, would 
be shipped Into Pacific coast ports by water and there manufactured for home 
consumption, thereby excluding the manufactured goods of the East, which 
would be seriously affected by the loss of the Pacific coast business. 
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As to the effect upon the interior if the rail carriers should elect to meet 
competition of water carriers to the Pacific coast ports, rates to interior i)oints 
would be necessarily reduced ; but as already stated, I can not believe that the 
rail carriers can aflCord to reduce their rates and stand the effect of diminished 
revenue. Assuming, therefore, that they would elect to give up the business 
to tJie coast and surrender it to the water lines, a few Jobbers in a few lines^ 
on a few articles, might get some slight benefit, which would gradually decrease 
with the upbuilding of manufacturing and production upon the Pacific coast. 
Even to-day probably considerably less than one-half of the goods distributed 
by wholesale grocers comes from the East. 

There is but little difference in rates to coast and interior points on such 
articles as farm Implements, machinery, and miscellaneous articles used in 
the forest and on the farm. There is no shipbuilding at Interior points, an 
Industry using a heavy volume of tonnage at coast cities. Iron pipe for public 
utilities is shipped direct by manufacturers to the points where used. 

Manufacturing would not be stimulated in the interior as at the coast cities, 
because the interior points can not avail themselves of water service for the 
transportation of the raw materials. 

Upon lumber, fruits, grain, and other products of the forest and soil, the 
interior cities now enjoy as low rates as apply from the coast, some of which 
rates are influenced by water competition. 

If the rail carriers should be, by an absolute long-and-short-haul rule, com- 
pelled to forego the westbound traffic to the coast and haul empty equipment 
westbound to take care of eastbound tonnage, lumber, fruit, grain, etc., the 
interior territory would be affected in the same way, proportionate to the 
volume of business, as the coast — in other words, would have to pay higher 
rates, and tho.se higher rates would, without question, prevent both the in- 
terior and the coast reaching some of the markets which they now enjoy. 

In this connection it seems to me that an absolute long-and-short-haul rule 
would re.sult in serious injury to the middle west country. By that I mean 
Chicago and Mississippi River territory, and perhaps as far east, in many in- 
stances, as Buffalo and Pittsburgh. The industries and producers generally 
in those territories would not be able to compete, in the Pacific coast markets, 
with shippers locatetl upon the Atlantic seaboard, who could use the water 
routes. Furthermore, It would result in manufacturers and producers located 
in the Middle West e.stablishing branch factories, etc., on the Atlantic sea- 
board, or arranging under special contract for Atlantic seaboard shippers to 
take care of Pacific coast business. 

It seems to me that the only district that would be benefited and not In 
any way Injured by an absolute long-and-short-haul rule Is the Atlantic sea- 
l»oard. Taken all in all, an absolute long-and-short-haul rule would, for a 
time at least, upset the business cf the entire country and seriously Injure 
the Pacific coast without bringing any perceptible compensating benefits to 
the intermountain country, which is striving to have such a rule adopted. 
Transcontinental lines, if an absolute long-and-short-haul rule were adopted, 
would be seriously affected. Their revenues would be greatly diminished by 
the adoption of either policy ; that is, of either surrendering the coa.st business 
to the water lines or meeting the water competition and reducing their rates 
to Intermediate points. 

The Chairmax. Whose statement is that? 

Mr. !Mann. That is the statement of Mr. John Lothrop, secretary 
of the Portland TraflSc and Transportation Association, and I want 
to say here that I understand Mr. Lothrop presents the view of 
Oregon and that part of Oregon which is west of the Cascade 
Mountains, and I understand that I present, generally speaking, the 
views of California, most of which is west of the Sierra Nevada 
Mountains. Mr. HilL who represents Fresno, flirted with the inter- 
moimtain points for a time, but I do not think he has ever been 
baptized in the faith, but the rest of California, and the cities, 
such as San Francisco, Stockton, Los Angeles, and other cities, are 
fully convinced tiiat the interests of the coast are concerned with 
water competition, and all that is the natural, normal, and economic 
outgrowth of water competition, and because they realize and under- 
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stand that under this situation each community receives the benefit 
of water competition at the port in proportion to their proximity to 
the port. That is to say, if the water rate to San Francisco is $1, it 
may be $1.07 to Sacramento, because the water competition at Sacra- 
mento is the rate by water to San Francisco plus what it costs to 
bring the sea-borne goods up to Sacramento. That is just the 
measure of the competition which the railroads meet at Sacramento, 
and that, of course, is true with respect to every town there. 

There has been so much said about the condition that will follow 
from the advancement of rates to the coast to the level of the in- 
termountain points, or the making of the same rates to the coast 
as to the intermountain points that I want to read into this record 
a simple illustration of the situation which follows from water com- 
petition, which is taken from a little publication at Portland, Oreg., 
known as the Oregon Voter. The writer starts out in this way : 

From a big dairy close to Vancouver, Wash., to tlie milk depot at Albina 
in Portland is 7 miles. An auto truck brings 20 cans of milk from the Van- 
couver dairy to the Albina dealer, and charges him 25 cents a can. He also car- 
ries 20 cans on the same load to a down-town milk depot in Portland — 2 miles 
further — and charges the down-town dealer only 18 cents a can. The down- 
town milk is hauled right up to the door of the Albina milk depot and then 
on down town. Yet the Albina milk dealer is satisfied that he is being benefited 
by the deal. Here are the particulars: 

Formerly the truck owner charged 30 cents a can for bringing 20 cans from 
the Vancouver dairy to the Albina milk depot. He was dissatisfied, for the $6 
revenue hardly paid him for his time and the expense for the tripw He talked 
of raising his rate, but the Albina dealer refused to pay more, as he could get 
milk from the same Vancouver dairy, brought around by boat, at total expense 
of only 22 cents a can, made up as follows : 

Cents. 

Dairy to dock 5 

Boat charge 10 

Dock to dealer in Albina 7 

Total ^ 22 

The Albina dealer was willing to pay 30 cents for the prompter service, but 
more than that he could not afford to pay ; yet the truck owner was dissatisfied 
and wanted to charge more. 

Finally the dealer suggested to the truck owner that he load to fuU capacity 
of 40 cans and take the extra 20 cans to the down-town milk depot. He could 
get 18 cents a can for delivering to the down-town milk depot, which was only 
2 miles further haul. This gave him extra revenue from each trip, so that 
he was able to reduce the Albina milk dealer's charge to 25 cents a can. Kow 
his gross earnings per trip are as follows : 

20 cans to Albina, at 25 cents $5.00 

20 cans to Portland, at 18 cents 3.60 

Present Income per trip 8.60 

Former income per trip (20 cans at 30 cents) 6.00 

Now, both the Albina milk dealer and the truck owner are pleased, for the 
milk dealer gets his milk hauled for 25 cents instead of 30 cents a can, and the 
truck owner makes a reasonable profit on every trip. 

From Vancouver to Albina is Interstate commerce. Suppose the Interstate 
Commerce Commission stepped In with a ruling that no more could be charged 
for the shorter haul than for the longer haul. Here would be the effect of such 
an unjust and arbitrary ruling; 

20 cans to Albina, at 18 cents $3.00 

20 cans to Portland, at 18 cents I 8,60 

Total 7,20 
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This would not be enough to justify the extra expense of loading, unloading, 
and carrj'ing the 20 cans to Portland, and the truck owner would be compelled 
to abandon the Portla^nd business and rely solely on what revenue he could 
get from the shorter haul to Albina. He would be compelled to charge the 
Albina milk dealer 30 cents a can as of old. Neither would be satisfied ; no one 
would be benefited; and an injustice would be worked by the arbitrary appli- 
cation of an unsound rule just because it sounded good. 

It should be said that so far as California is concerned, and I 
understand as far as Portland is concerned, and you have heard 
the statement of Mr. Wettrick with respect to Seattle, there is no 
spirit of rivalry as between the coast cities and these intermountain 
points. There never has been. We are not especially concerned 
with what the rates to those points may be. Our source of competi- 
tion is Chicago and St. Louis and the great Middle West, particu- 
larly so since these recent adjustments went into effect, for now the 
Chicago man is able to ship in carloads as cheaply to all of our dis- 
tributive territory as we are able to ship to the doors of our ware- 
houses. Heretofore, upon the sea-competitive rates and upon the 
sea rates, we have been able to bring in our goods into our great em- 
poriums located in these coast cities, and in the cities of the interior, 
such as Sacramento and Stockton, at sea-competitive rates, and we 
have been able to ship them out on the locals and thus do business as 
against these great cities of the Middle West, Chicago, and St. Louis. 
Under this present conditon much of that business will be lost to us, 
and there is some business that comes entirelv less than carloads, and 
where there are no carload rates, and on sucn less-than-carload busi- 
ness the Chicago and St. Louis dealer will now, and since last Friday, 
has been able to ship into our distributive territory, into our business 
territory^ such as Fresno, at the same rates that we will have to pay 
to get it mto San Francisco, so that Fresno, under this present situa- 
tion, brought about by this abnormal condition, has become a part of 
the distributive territory of Chicago and St. Louis, and Fresno has 
been taken away on the less-than-carload rate from the San Francisco 
distributive territory, and I speak of shelf hardware when I speak 
of that. 

The Chairman. Can you not get together in San Francisco capital 
enouffh to build a couple of good ships to operate between there and 
the Atlantic coast and control the situation? 

Mr. Mann. I have a letter from my daughter to-day, Senator, in 
which she says her sister-in-law is io be present at the launching of 
some ships at the Moore & Scott Iron Works, just across the bay in 
Oakland there, and she writes me that this circumstance of launching 
is supposed to be the first of a similar occurrence in the history of 
the world, that three ships are to take to the wseter at the same time, 
built for the United States Government. At the Union Iron Works, 
Mr. Tynan, who is the managing officer of the company in its 
working department, told me that from now on they expected to 
launch a ship every 17 days, and the shipyards of San Francisco, 
and the Pacific coast, and the Union Iron Wbrks, the largest iri the 
United States, according to its output from recent reports, are work- 
ing night and daj' and are building ships to the utmost of their 
capacity for the United Strftes. 

Of course, after we get out of this difficulty, when the war is over 
and we return to normal conditions, then shins can be built for canal 
service. 
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The Chair3ian. What I have in mind, and purely for the pur- 
pose of getting information for myself, was that notwithstanding 
all this Government activity there, and the complete absorption of 
the present shipbuilding facilities in that, that in view of the com- 
petition that you have just spoken of for your trade by St. Louis, 
Chicago, and other cities, that there would be still left enough sur- 
plus capital and energy in San Francisco to meet that by building 
some ships especially for that business ? 

Mr. Mann. Of course you realize that that could not be done now 
during the war. 

The Chairman. I did not know whether it could be or not. I was 
just asking you. I suppose you have to get a permit of some kind 
from the Slupping Board. 

Mr. Mann. My information is that it is absolutely impossible, that 
the shipyards of the United States are building for the United States 
only; that foreign ships are commandeered, and so on. 

The Chairman. I know that is true as to existing facilities, but I 
know this also, Mr. Mann, that somewhat aside from our inquiry 
here that relates to shipbuilding, that the United States has re- 
sources, has men, has raw material and capital to build twice as 
many ships as it is building now. I take into consideration all kinds 
of ships ; I do not say they will be able to build steel ships, but as to 
wooden ships. I was talKjng during the noon recess to a man who 
was amplv able to build ships of that material, and he started to 
build double the number of wooden ships that are being built now, 
but they will not let him build them. 

Mr. Mann. I do not question but that an absolute 100 per cent of 
efficiency and power of the United States in shipbuilding should be 
exercised right now at the present moment. There is no (juestion 
about that, and there should be no room for private enterprises. 

Another phase of the matter is this : I was in New York some time 
ago and I went about town interviewing the managers of the Lucken- 
bach Steamship Co. and the American Steamship Co. Mr. Hamil- 
ton, formerly connected with the Luckenbach Steamship Co., was in- 
terviewed. 1 wanted to get an idea of what the shipping conditions 
were and what the idea was with reference to the withdrawing of the 
ships from the Panama Canal. I do not think that any blame ought 
to be put upon them. I found that the going charter rates were $100 
a ton; the rates on ships operating between New York and South 
America were $100 a ton. Now, what do we pay through the Canal — 
somewhere between $5 and $30. 

The Chairman. That is more than it cost to construct the ships 
before the war. 

Mr. Mann. Yes. The American-Hawaiian Steamship Co., I am 
informed, has paid not only the total cost of each one of its ships, but 
perhaps several times the costs out of these charter rates. We are in 
a war situation; of course, the conditions are abnormal. It is a far 
cry indeed to guess or to vision the conditions that will occur after 
the war is over. Where the railroads will be and where the ships 
will be, we do not know. Of course, to enact such an absolute rule 
as this under circumstances such as these, I not only think is inoppor- 
tune, but I think we should proceed as far as we can upon the basis of 
normal conditions, and those conditions are the conditions that ex- 
isted before the war and while the canal was still in operation. I 



Digitized by VjOOQIC 



LONG-AXD-SHOKT HAUL ON KAILROADS. 349 

th^nk that is the only way we can look at the matter as reasonable 
men. 

Mr. Shaxjghnesst. May I ask you a question or two upon that 
point? 

Mr. Mann. Yes, sir. 

Mr. Shaughnesst. In the face of the present uniform rate ad- 
justment, as ordered by the Interstate Commerce Commission, assum- 
ing that the war remams as it is for a number of years, or that after 
the close of the war there will be sufficient European business lasting 
from three to five years, as testified to by the managers of the Luck- 
enbach and the American-Hawaiian Steamship Cos., to keep aU the 
seagoing vessels profitably employed in the foreign trade, rather than 
domestically, what would San Francisco do to offset this Chicago 
and St. Louis competition that you are now meeting? Would you, 
as Mr. Lathrop suggests, begin to build up manufacturing industries 
on the coast and prepare to meet that competition ? 

Mr. Mann. I should think it would have that tendency. 

Mr. Shaughnesst. If that continues for the next five years, will 
you be prepared to meet that competition direct? 

Mr. Mann. His statement with respect to building up manufac- 
tures on the Pacific coast was based upon obtaining raw material by 
water. 

Mr. Shaughnesst. By both rail and water? 

Mr. Mann. You can not get them by rail unless they also come by 
water, at the price. 

Mr. Shaughnesst. Could you not get raw material moving west- 
boimd to manufacturing centers, say, at San Francisco, instead of 
this raw material moving eastbound for manufacture at eastern 
centers? 

Mr. Mann. What raw materials move eastbound? 

Mr. Shaughnesst. All kinds of iron, iron ores. 

Mr. Mann. Not from San Francisco. 

Mr. Shaughnesst. I mean from Minnesota, Montana, and from 
other points. 

Mr. Mann. I do not understand the question. 

Mr. Shaughnesst. What kind of raw material are you refer- 
ring to? 

Mr. Mann. The raw material — fuel and iron. 

Mr. Shaughnesst. Does not that move by rail as well as by water? 

Mr. Mann. Yes, sir. 

Mr. Sh:aughne88T. Do thev not move to the eastern centers by 
rail? 

Mr. Mann. Yes, sir. 

Mr. Shaughnesst. Why, if you became a great manufacturing 
center, could not the rail lines begin to move those products to your 
manufacturing industries at San Francisco? 

Mr. ]VL\NN. We are talking about rates. 

Mr. Shaughnesst. Yes; out we are talking about building up 
manufacturing industries so that you can meet the competition that 
you now fear you are going to receive from Chicago and St. Louis 
and these eastern manufacturing centers imder the present uniform 
rates. 

Mr. Mann. I do not follow you. This whole proposition of the 
building up of the coast is this : If we have sea competitive rates — 
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or, to put it another way, if we have sea rates, and we do not have 
sea competitive rates; in other words, if you succeed in your ad- 
vocacy of an absolute long-and-short haul, Mr. Shaughnessy, then 
we will bring the raw material for manufacture into San Francisco 
and the coast cities by water at a low water rate. 

Mr. SHAUGHNEssr. But assume that is six or seven years oflf; in 
view of the question we are now discussing, what are you going to 
do in the meantime? 

Mr. Mann. You tell me. I would like to know. We are in a 
bad condition. 

Mr. Shaughnessy. Assume that this law was passed, why would 
San Francisco be worse off during the interim than it would be 
anyway? 

Mr. Mann. I suppose you might ask that question with respect 
to anything. I think that answers itself. Of course, it would not 
make any difference. The only difference it would make would be 
when water competition comes back. If it never came back, it 
would never make any difference. 

Mr. Shaughnessy. Our contention is that the immediate effect 
of the passage of this le^slation is important to us. 

Mr. Mann. Well, I will answer that in this way. I will say that 
if I should happen to be a United States Senator or a Congressman 
I certainly would not pass a law that I did not intend to enforce. 
The passage of the law is in view of the return of water competi- 
tion, and it means when it comes back the carriers should not be 
allowed to meet it. It would be deception to your people to have 
them invest on this theory, if they should learn afterwards that 
the passage of this law was merely for temporary purposes and to 
induce them to invest money, and that when the water competition 
came back the law would be repealed. 

Mr. Wettrick. I am interested in knowing how Mr. Shaughnessfy 
can be interested in the passage of the long-and-short-haul clause. 
There are no violations so far as you are complaining, are there? 

Mr. Shaughnessy. I tried to make that clear in my opening 
statement. 

Mr. Wettrick. You have asked Mr. Mann why we should object 
to the enactment of such a law if it is going to be five or six years 
before conditions change after the war. Taking that view of the 
case, why should you insist upon the enactment of the law ? 

The Chairman. This is arguing the case from the respective sides. 
I do not think that it would enlighten us a great deal to follow it up. 
Your question, Mr. Wettrick, does not really require an answer. 
Your point is a good one, and I understand what you are driving at 

Mr. Shaughnessy. There is a vital distinction. It may be that 
for the next six or seven years there will be no competition, and the 
present order of the commission will remain effective, thereby main- 
taining a system of absolutely uniform rates to the Pacific coast and 
all of the interior country out there. 

Mr. Wettrick. Then, you do not need the law. 

Mr. Shaughnessy. THis is why we do need the law. We want it 
as a matter of security that we may hold ourselves out to capitalists 
and also to outsiders whom we shall invite to invest out there, so 
that we can, by a declaration of Congress, say that they shall at least 
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be given as good a rate as San Francisco or Los Angeles, perma- 
nently. 

Mr. IVIaxn. Mr. Chairman, I would prefer to postpone the discus- 
sion until after I finish my statement. 

The Chairman. Yes; I prefer that you do that, too. 

Mr. Mann. Now, then, I want to illustrate this point which has 
been made. I want to make it again. 

I am speaking of Youngstown, Ohio ; Canton, Ohio ; Chicago ; St. 
Louis; and Pittsburgh, if you please. If we are to depart when we 
return to normal times from the system of rate structure which has 
prevailed in the United States since, we might say, the invention of 
railroads, and if we are to adopt an absolute long-and-short-haul 
clause and are to accompany that with a distance tariff, by which 
the longer distant point shall pav a higher rate than the shorter dis- 
tant point, or, in other words, if we shall act under an absolute and 
rigid fourth section with graded rates, then when the water comes 
back Chicago will pay more, so will Canton, so will Youngstown, 
Ohio, and so will Pittsburgh, Pa., to San Francisco, and the whole 
rich consuming country on the western coast, than New York and the 
Atlantic coast will pay on any and all commodities consumed in that 
territory, if the Atlantic coast transports them all by sea from th^ 
Atlantic coast to the Pacific coast cities. That is axiomatic. We must 
all admit that water carriage is cheaper than rail carriage. It shows 
the immense interest the country is taking in this question. It shows 
the interest the people of the United States, of which we are probably 
a part, although we are on the other side of the Kocky Mountains,, 
are taKin^ in these terminal rates, because in August, 1916, when the 
carriers, m response to the order of the commission to make their 
rates westbound comply with what we call order No. 124, the per- 
centage order — 7, 15, and 25 per cent — presented their rate tariffs to 
the commission, we opposed them at once, because they had raise<^ 
our rates, and they had also raised the intermountain rates in a 
great many cases. We protested and we came here to Washington 
to a hearing before the committee on protests. We found in the par- 
lor, on the top floor of the New Willard Hotel, people from all over 
the United States protesting against these same rates. 

Why, there were representatives from Chicago, Pittsburgh, and 
New York. There were great grocery houses, great pipe-manufac- 
turing concerns, creat steel manufacturers — all intensely interested 
in the rates to the Pacific coast. Why, millions or hundreds of 
millions of dollars in freight rates were represented by these people. 

I remember a man representing the great National Tube Co., of 
Pittsburgh, who was there protesting against the rates, these rates 
to the coast. He said, "I do not care what the rates to the inter- 
mountain territory are ; I want to ship my goods to the Pacific coast.*^ 
I asked him if he shipped by water during the intense time of 
water competition. He said that he had shipped 20,000 tons, but that 
after the schedule C rates went in he went to the rail. He preferred 
the rail if he could get a rate by rail. The whole United States 
seemed to be interested. It was a great surprise to me that so great a 
part of the United States was interested in the coast rates. That is 
)^hat will happen if you change the schedule of rates and make an 
absolute long-and-short-haul clause. The Atlantic and Pacific 
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coasts will do business by sea and the rest of the country will have a 
little traffic organization of its own. 

I think that Mr. Winchell was very wise when he said to Senator 
Pomerene the other day, " Senator, I suggest that you consult your 
manufacturers at Canton, Ohio, and Youngstown, Ohio, as to how 
they will be affected by such an arrangement of rates." Take those 
men who are traffic managers and who are expert traffic men, many 
of them having spent 20 or 30 years in the employ of the railroads. 
They understand the situation and can see what it will lead to. Of 
course they understand the history of the rates. 

We are interested also, on the coast, as a corrolary to this other 
interest which I have shown in having carriers that are financially 
sound. We want them able to give good service, with fine tracks, 
well kept up, with good equipment, and plenty of cars. Yet there is 
hardly a road out there on the Pacific coast, except the Southern 
Pacific, that has not had the experience of a receivership. That in- 
cludes the Atchison, Topeka & Santa Fe in the past, and it shows 
how easy these things may happen. The Santa Fe road is a great 
road and one of the most powerful roads. The Union Pacific road 
is another powerful and great road, and yet they once went into the 
hands of receivers. 

The moment you interfere in a serious way with the income-pro- 
ducing powers of the railroads the step to a receivership may be but 
six months or a year off. 

I remember in the 15 per cent hearing a showing was made on 
the part of the Southern Pacific that they would lose very much 
money in 1917 over 1916 because of great advances. There were 
great advances, but, we figured from their own statements, and put 
in those figures and showed to the commission that the Southern 
Pacific would make, during the vear 1917, notwithstanding all the 
increased costs that they claimed were admitted, $12,000,000 more 
than they made in 1916, absolute net income ; and 1916 was the ban- 
ner year of their history. 

Their reports of net incomes for the calendar year 1917 show an 
increase over 1916, notwithstanding this increase in, expenses of 
$10,000,000. 

You say, "Well, if that is the case, then why can't they afford to 
lose this even at the present time ? " For this reason, that the South- 
ern Pacific Co. is now operating to practically 100 per cent of its 
efficiency. It has carried nearly twice as much freight, according to 
the testimony before this commission in 1917, as it did in 191(i. 
When you increase the gross by such immense sums you may increase 
the expenses by very large amounts, indeed, and yet the net may 
increase; but having reached the summit of your efficiency, youV 
100 per cent of efficiency, if your expenses then continue to increase — 
and that is the story and the proof — ^your net goes down, and then 
your loss begins to accrue. So that under those conditions it is easily 
shown what might happen under normal conditions. You can sec 
what would happen to anjr company that is running as close as they 
must under normal conditions. It would clearly appear that if the 
Southern Pacific had not done twice as much business it would have 
lost much money. Under normal conditions 3'ou can readily see that 
neither that company, great as it is, nor any other great transconti- 
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nental company, could afford to lose three, four, or five million dol- 
lars velvet, net, that comes into their hands from the coast business, 
and which they might lose if they were not able to take care of it. 

Now, in conclusion, for I have not endeavored, as I have stated, to 
cover this whole subject, because it has been so well covered before, I 
want to invite the attention of the committee to some extracts from 
one who may be called the Nestor of rate making or of railroad trans- 
portation, and that is Prof. Hadley, who has been referred to here- 
tofore — Arthur Twining Hadley, president of Yale Universitv at 
the present time, who some 30 years ago wrote the first textbook on 
railroad transportation, and it has remained an authority ever since. 
In his book Railroad Transportation, at page 114, he discusses this 
subject as follows: 

Where a railroad is the only means of conveyance it can charge what the 
traffic will bear, without restraint. Where it ^^mes into competition with a 
water route or with another railroad its charges are brought down to the lowest 
possible figure. The points yvhere there is no competition are made to pay the 
fixed charges, while the rates for competitive business will little more than pay 
train and station expenses. It is better to have business on those terms than to 
have it go by the rival route. 

Where one place has the benefit Of w*ater competition and another has not, 
it Is hard to devise any effective means of getting rid of the differences. We 
are apt to thinly that because these local discriminations are an evil it must be 
the fault of somebody. In our anxiety to get rid of the evil we are apt to over- 
look the natural causes which led to it, and sometimes must lead to it almost of 
net'essity. That local discriminations are a most serious evil no one can doubt ; 
that they are exaggerated and in many instances flagrantly exaggerated by the 
short-sighted policy of the railroad managers is equally certain. But there are 
many instances where the railroads are not responsible for them and where it 
Is worse than useless to try to prohibit them by law. We are not arguing In 
favor of this system but against the popular remedy — ^the statute. 

Suppose it Is a question whether a road can be built through a country dis- 
trict lying between two large cities which have the benefit of water communi- 
cation while the intervening district has not. The rate between the points must 
be made low, to meet water competition ; so low that if it were applied to the 
whole business of the road It would make it quite unprofitable. On the other 
hand, the local business at intermediate points is so small that this alone can 
not support the roads, no matter how low or how high the rates are made. In 
other words, in order to live at all the road must be assured two different 
things — the high rate for its local traffic and the large traffic of the through 
points, which can only be attracted by low rates. If they are to have the road 
they must have discrimination. 

On page 118 Mr. Hadley refers to the history of the Granger legis- 
lation and the result.s to be learned from that period of railroad 
history. 

In Wisconsin a law was passed during that time called the Potter 
law. which attempted to make the rates per mile for local points 
nearly the sftme as they had been for competing points; in other 
words, to reduce the intermediate rates to the level of the terminal 
rate. He says that the result was disastrous. The old road struggled 
on as best it might, losing money all the time, but no new ones were 
built, and the local points could not get the service they needed. 
They suffered severely. After two years' trial the law was repealed. 

On page 135, speaking again of the Granger legislation and the 
Potter law, he states that whereas the railroads found it impossible 
to cause these laws to be repealed, or to break them before the courts, 
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the economic laws, or the laws of trade forced their repeal. He 
states: 

The law reducing railroad rates to the basis which competitive points en- 
Joyed left nothing to pay fixed charges. In the second year of its operation no 
Wisconsin road paid a dividend ; only four paid interest on their bonds. Rail- 
road construction had come to a standstill. Even the facilities on existing 
roads could not be kept up. Foreign capital refused to invest In Wisconsin ; the 
development of the State was sharply checked; the very men who had roost 
favored the law found themselves heavy losers. These points were plain to 
everyone. They formed the theme of the governor's message at the beginning 
of 1876. The very men who pass^ the law in 1874 hurriedly repealed it after 
two years' trial. In other States the laws either were repealed, as in Iowa, or 
were sparingly and cautiously enforced. By the time the Supreme CJourt pub- 
lished the Granger decisions the fight had been settled, not by constitutional 
limitations but by industrial ones. 

On page 141 Mr. Hadley speaks again of the absolute long-and- 
short-haiJ clause. He says: 

As a statement of what Is generally best for the community or as a general 
line of railroad policy it is undeniably right. Apart from the temporary dis- 
turbance of business there would be no great objection to enforcing it by law. 
provided that law can be made to reach all the rival routes. If it can not, 
you cripple one set of routes to the advantage of another. Ck>nsider what 
would be the probable effect if Congress should pass a short-haul bill and It 
should be found jKJsslble to enforce It. Our roads would then be forbidden to 
make their through rates lower than their local ones. They could not reduce 
the local rates to the standard of their through rates without destroying 
their profits. They would have to raise their through rate. This would have 
the effect of sending through shipments of grain via Canada, where the roads 
would be subject to no such restriction. The chief gainers from the passage 
of any such bill and almost the only ones would be the Englishmen who 
owfied the Grand Trunk Railway in Canada. 

Similar attempts In Europe, backed by far greater power and opposed by 
less obstacles, have failed from precisely the same difliculty — either the inter- 
national competition or the competition of water routes. 

The Chairman. I do not quite understand Mr. Hadley's conclud- 
ing reference to shipments of grain by the Grand Trunk Railroad. 
In the first place, as I understand it — of course, it is a long time 
since that was written — there have been a great many changes in 
the intervening time, and progressive railroad men have put into 
effect the very thing which he said would be so disa.strous, would 
have such disastrous results on eastbound traffic, which is the only 
way that any considerable quantity of grain moves. 

Mr. Mann. Well, as to the situation at that time, I must admit 
that I do not remember it myself. I took his statement, however, 
as that of a man who is considered an authority. 

The Chairman. I was just endeavoring to apply it to what has 
transpired since and what has been testified to in this hearing. 

Mr. Mann. I will say this, that I do know this with respect to 
westbound freight ; I do know that there was a time when westbound 
freight into the coast was brought by the Canadian Pacific Railroad 
andl)rDught down from Canada to the south as far as San Francisco 
because the rates were made lower by that line. What the rates 
now are I am not sure, but I understandi the Canadian Pacific reaches 
Spokane. I suppose tnere is some gentlemen's agreement somewhere. 

The Chairman. Well, we do not import mudi wheat from there, 
anyway. 

Mr. Mann. As to the wheat situation, I will rest that upon what 
Mr. Hadley says. 
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Just one more point and I shall be through. I wish to refer, for 
a moment, to the question which has been injected into the whole 
matter by Mr. Lyon. As I understand him frankly to say, he de- 
sires for his company — which he very loyally represents, and repre- 
sents nothing else in the world — ^to have all the carriage of business 
between the two coasts and not to have the railroads participate in it 
at all ; that is to sa^, when normal times return. 

There is one pomt that has occurred to^me which I think should 
be borne in mind, and that is this, that the whole situation with 
respect to the coast competitive rates is in the hands of the water 
carriers. They control it under present conditions. If the water 
carriers make a certain rate and hold to it, the rail carriers can never 
go below that rate. That will fix it. They can hold it, and they need 
have no fear that the railroads will do anything more than ask for 
an equivalent rate. By an equivalent rate, I should say that that 
would be about 10 cents higher. For instance, if the rate to the 
coast by water is 90 cents, the railroads will make a rate 10 cents 
higher. That is not so much by reason of the advantage in rapidity 
of the service now, because the carriers through the canal have ap- 
proached the rapidity of the rails to such an extent that there is not 
so much difference. I think one of the fastest ships went through in 
18 days, and it is a common thing for them to make a trip in 22 or 
23 days, while the average time consumed by the railroads is 21 
days. Notwithstanding their published statements, 21 days is about 
the average time that it takes a car under ordinary conditions to 
move from New York to San Francisco, so time does not cut much 
figure. 

There is the subject of sea damage; there is insurance, which one 
does not pay on a cargo that moves by car; there is the additional ad- 
vantage of delivery at a spur track, and so on, and a man must go to 
a wharf and truck his goods to the store. All those matters will 
figure up to make a dif^rential over the water rate, which the rail 
carrier may still charge, and the commission always makes that 
differential on the rate. 

Take, for instance, the steel rates paid from Pittsburgh. The com- 
mission, it is true, was a little illogical there, I wfll admit, but 
perhaps they could not help themselves. They made a rate of 55 
cents. They based it on the 30-cent rate that the American-Hawaiian 
Steamship Co. was carrying. It was understood by most everybody, 
not only the carriers, that the same rate would be extended to 
Pittsburgh and the Atlantic coast as soon as the carriers could make* 
arrangements with their eastern connections as to divisions on that 
particularly low rate. 

Mr. Wood. You mean the 55-cent rate from Chicago? 

Mr. Mann. Yes; the 55-cent rate from Chicago. 

Well, after the 55-cent rate had been allowed from Chicago — ^not 
long afterwards — the carriers did make their divisional arrange- 
ments with their eastern connections, and they were about to file 
the 55-cent rate from Pittsburg, everyone understanding that they 
had been granted that and that they would be permitted to file it 
without further hearing. They were stopped, however, by the com- 
mission. The commission said that they must have a hearing on this 
rate. At that hearing it was developed that the 30-cent rate had been 
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advanced to 40 cents. The 55-cent rate was in, but they had the 
problem of fixing a rate from Pittsburgh under the new conditions. 
The rate from Pittsburgh to New York is 16.9 cents, which, plus 40 
cents, by water, makes 56.9 cents. It makes practically 57 cents. 

Under the diflferential above the water rate which the carriers 
always charge, and the commission requires them to charge, they 
could not make less than a 65-cent rail rate, as compared with 57 by 
water. So, then, we had an anomaly which remamed in the tariff 
until recently, until last Friday, in fact, of a rate from Chicago lower 
than a rate from Pittsburgh, Pittsburgh being nearer the coast and 
therefore more subject to water competition than Chicago; but they 
had fixed that 55-cent rate at a time when the last paragraph of the 
fourth section looked somewhat more formidable, I believe, to the 
commission, than it does to-day. 

I mention that to show that a differential between a rail rate and 
a water rate is always carried. 

Now, while the solicitude of our friends from the interraountain 
country for a merchant marine is indeed touching in this matter, and 
we should be fflad to have their suggestions, yet at the same time I do 
suggest that the water carriers did have, before they retired from the 
scene, the whole matter in their own hands, because they fixed the 
rates. They had it in their own hands, unless thev are not satisfied 
with anything less than the whole business. With that position estab- 
lished, it seems to me they will have to retire to the point where the 
little boy stuck his finger in the pie to ^t a plum. They may get 
the plum, but I do not think that the United States Government will 
turn over the whole business to their transportation lines. 

Mr. Bartine. May I ask one or two questions? 

Mr. Mann. Judge Bartine. I shall be very glad to answer any 
questions, provided they are pertinent. 

Mr. Bartine. They are pertinent, because they touch upon what 
you have said. In the first place, before asking you any question, al- 
low me to say that the solicitude of the intermountain people on be- 
half of the merchant marine in point of benevolence does not ap- 
proach your solicitude for the intermountain countrj'. But that is 
aside from the point. 

You recognize the fact that under the last order of the Interstate 
Commerce Commission your situation at San Francisco is identically 
the same as it would be under the long-and-short-haul law under the 
existing schedule of rates? 

Mr. Mann. I think I can say so. 

Mr. Bartine. Now, you are opposing this law because you are ex- 
pecting a return to normal conditions; isn't that true? 

Mr. Mann. Surely. 

Mr. Bartine. Under which this present adjustment might be 
changed and the rate to the coast might again be lowered; is not 
that the case? 

Mr. Mann. Yes, sir. 

Mr. Bartine. Now, we are proposing this law because we do not 
want that thing done. Will you not concede that we have the same 
right to look into the future that you have? 

Mr. Mann. You have the same right, but perhaps not the same 
ability. 
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Mr. Bartike. We will see about that. We have shown it thus far. 
The logic of our position is the same from that point on. Does it 
not depend entirely upon the question of which one furnishes the bet- 
ter argutnent as to his position ? 

Mr. Mann. Yes, sir; but there is only one argument here. 

Mr. Bastine. We will have to see about that. 

Senator Henderson. Mr. Mann, I understand from your statement 
that the water rates are all in the hands of the water carriers? 

Mr. Mann. Yes, sir. 

Senator Henderson. Have you ever looked into the matter as to 
whether or not the Congress has power to make laws governing 
water rates? 

Mr. Mann. Yes, sir. I think Congress has that power, and it cer- 
tainly has made laws with regard to it. They have in this city the 
Shipping Board, with authority to fix maximum rates above which 
the water carriers could not go ; but, of course, below that they might 
have the discretion to fix rates such as they saw fit to make. 

Senator Henderson. Then, Congress would have power to regulate 
water rates, if it saw fit, in the future. 

Mr. Mann, I think they have. 

Senator Henderson. Going back for a moment, I understood you 
to say that the banner year for the Southern Pacific Co. was 1916? 

Mr. Mann. Prior to 1917 ; jres, sir. 

Senator Henderson. And m 1917 they reached 100 per cent effi- 
ciency, according to your statement? 

Mr. Mann. I base that statement upon the way I understood the 
testimony of Mr. Spence and Mr. Winchell. 

Senator Henderson. They did a better business in 1917 than in 
1916? 

Mr. Mann. A larger business. 

Senator Henderson. A larger business? 

Mr. Mann. Yes, sir. . 

Senator Henderson. Do you know whether or not it was a more 
profitable business; did they make more money? 

Mr. Mann. Yes, sir; they made more money. 

Senator Henderson. So that 1917 was really the banner year up 
to the present time? 

Mr. Mann. Yes. sir; it was. 

Mr. Campbell. May I ask one or two questions? 

Mr. Mann. Yes, sir. 

Mr. Campbell. Do I understand from Mr. Lothrop's letter that he 
thinks the effect of an absolute long-and-short-haul clause would be 
to build up the manufacturing on the coast? 

Mr. Mann. Yes. sir: if we had water competition. 

Mr. Campbell. Yes; I mean after water competition comes back. 

Mr. Mann. Yes, sir. 

Mr. Campbell. Why isn't that desirable? 

Mr. Mann. Why, isn't it desirable? 

Mr. Campbell. Yes. 

Mr. Mann. I think it is desirable, but I should think that manu- 
facturing on the coast would be better advantaged by having two 
methods of transportation and also by maintaining at as low a basis 
as the rale of reasonableness will permit the distributive rates 
which carry manufactured articles to the consumer. 
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Mr. Campbell, You differ somewhat from Mr. Lothrop. You 
rather think that manufacturing would be better served by both 
the competing lines, while Mr. Lathrop seems to think tliat the 
direct result of the passage of this law would be the stimulating 
of manufacturing on the coast, as I take it from his letter. 

Mr. Mann. I understand him to say — and of course, you know I 
have not talked with him; he sent me this letter and I read it be- 
cause he asked me to represent his association — I understand his 
? position to be this : As you increase the difficulty of shipping manu- 
actured articles to the coast you encourage the establishment of 
manufactories on the coast. Now, then, if the long and short haul 
clause is absolutely enacted, and the source of the transportation of 
articles of that sort^ — manufactured articles — is interfered with and 
obstructed, the tendency, under the circumstances, and to that ex- 
tent, as I understand from Mr. Lathrop's letter, would be to en- 
courage the additional manufacture of those articles on the coast. 

Mr. Campbell. It would be of benefit to the entire intermountain 
country, would it not, to have manufacturing fostered even upon 
the Pacific coast; that is, the entire intermountain country would 
be more benefited by buying manufactured products from the Pacific 
coast than the Atlantic? 

Mr. Mann. I surely hope so. 

Mr. Campbell. There would be the general tendency to build 
up the whole section, would there not? 

Mr. Mann. The manufacturing 

Mr. Campbell (interposing). The manufacturing in San Fran- 
cisco would be a benefit to Beno. 

Mr. Mann. I believe it would. 

Mr. Campbell. And the building up of manufacturing in Seattle 
would be to the benefit of Spokane, would it not? 

Mr. Mann. I believe it would. I believe there would be a mutual 
benefit that would arise there. I think the increase of manufactures 
on the coast might tend to increase the manufacturing at Spokane. 

Mr. Campbell. I think there is no doubt about that. 

Mr. Mann. But I have some hesitancy about some other points, 
possibly. Take Phoenix, for example 

Mr. Campbell (interposing). If Mr. Lathrop^s conclusions are 
sound, then the passage of this law would be a real benefit to the 
coast and the interior? 

Mr. Mann. He does not mean that. He means this, that con- 
sidering the various conditions and the tendencies this way, that way 
and the other, the best result that can happen to the coast is to have 
an excellent land and water service by rail and bv boat, with both 
of them in the best possible financial condition. lie agrees with the 
rest of the coast cities that this would be to the best interests of the 
intermountain points as well ; that they will get better service at lower 
rates if they let the railroads have these profits; but if you restrict 
some of it, the tendency may be to cause the coast cities to lie back 
upon their own resources as far as they can. 

Mr. Campbell. Just one other point. The assumption is that you 
think by the passage of this act the railroads would go out of the 
coast business; is that the idea? Do you think that would be the 
natural result, that they would have to go out of the business? 

Mr. Mann. I do. I can not see any other horn of the dilemma. 
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Mr. Campbell. You know at the time schedule C was formed 
those low rates were made, and that by the increase of the minima 
the railroads made more net revenue out of the business than ever 
before? 

Mr. Manx. It is some time since I saw those statements. I think 
there were some figures of that kind, but I would not be prepared to 
say it was true in all cases. We figured the minimimi revenue, the 
car mileage, and so on, and I think there were some few examples, as 
my memory serves me, but my memory is not sharp on the proposi- 
tion of its being westbound. As I remember it, the decrease in the 
rate, the fruit rate eastbound to 62.5 cents and the increase of the 
minimum to 80,000 pounds, yields a higher revenue than at 85 cents 
with a 40,000-pouna minimum. 

Mr. Wood. It also carried an additional weight in the car. 

Mr. Mann. Of course. 

Mr. Campbell. The bigger the load of the car, the more the net 
revenue; isn't that true? 

It cost very little more to move a full load than a smaller load? 

Mr. Mann. Of course, there are limitations to that rule. 

Mr. Campbell, But that is the general rule? 

Mr. Mann. You might put it this way, I think, more accurately, 
that you may reduce the rate and increase the minimum and still get 
the same carload rating. 

Mr. Campbell. Ye& Those increases of minima were general 
throughout the western territory, were they not, in your schedule C ? 

Mr. Mann. I do not think I shall try to answer that question. I 
do not remember well enough. 

Mr. Shaughnessy. You remember as to structural steel or iron 
pipe? 

Mr. Mann. What was the minimum?^ 

Mr. Shaughnessy. Sixty thousand. 

Mr. Mann. From 40,000 to 60,000? 

Mr. Shaughnessy. I think it was from 40,000 to 80,000. 

Mr. Mann. From 60,000 to 80,000? 

Mr. Shaughnessy. Yes. 

Mr. Campbell. I think they had two, as I remember it. I think 
they had two rates. I know they had on some of those things. 

The Chahjman. Are you through, Mr. Mann ? 

Mr. Mann, Unless some one desires to question me. 

The Chairman. Unless there is some other witness here repre- 
senting the coast cities I think we had better take a recess until to- 
morrow morning at 10 o'clock, when Commissioner Clark, of the 
Interstate Commerce Commission, will make a statement. 

Mr. Mann. I wish also, if the committee please, to refer to the 
statement of Interstate Commerce Commissioner E. E. Clark, which 
was made before the Senate subcommittee last week. 

It remains, therefore, for me only to make to this committee a 
statement of our position as representing the coast and that portion 
of the United States that is tributary to the coast, and which may 
!>e generally described as that portion of the country which lies west 
of the Sierra Nevada Mountains and the Cascade Mountains. 

First, I want to say that we of the coast have an interest in the 
matter of these transcontinental rates additional to our interest in 
having what may be called and what have been called competitive 
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rates established to the coast cities in competition with the rates 
maintained by the water carriers under normal times. That is the 
interest which we have in being served by carriers, both by land and 
sea, who are prosperous and financially strong and able to supply that 
service which only such carriers can supply, for we use these rail 
carriers not only in bringing our traffic from eastern points but also 
with equal, if not more, importance in the transportation of the prod- 
ucts of this territory to the markets of the United States and the 
world. And then, again, the local service which these carriers per- 
form for us is of absolutely vital importance to our continued existence 
as commercial cities. 

It is a notable fact, which has not yet been mentioned, I think, in 
these proceedings, that the intrastate traffic of the carriers within the 
State of California bears a much larger ratio and higher proportion 
to the interstate traffic within that State than is commonly found in 
other States of the United States. In other words, it will sometimes 
divide evenly in the Central West and in the East, and very often 
the interstate business of the Central West and the East wilf exceed 
the intrastate business; but in California the relationship is found as 
25 to 75 per cent, the local business of the State being 75 per cent, 
and the interstate business being 25 per cent. I mention that to show 
the very great importance that the prosperity of these carriers bears 
to us in our commercial relationships throughout the State, as well 
as throughout the Nation, and the grave interest that we must take 
in these proceedings entirely outside of the proposition of what are 
called terminal rates. 

Now, then, we take it as an arithmetical or mathematical truth, 
which is inevitable, that if you take from these carriers — ^these trans- 
continental carriers that serve us, and we practically have none 
others — if you take from them the ability to add to their net in- 
come that part of the net income which comes from the coast- 
to-coast business, then, no matter what that simi may be, it must 
be obtained by the carriers from some other source if thev are 
to continue to receive that income upon the investment which the 
Interstate Commerce Commission in its wisdom has permitted them 
to receive. I say " addition " to their net income, because, what- 
ever the carriers make out of this coast-to-coast business, if it is 
taken away from them, will reduce their net income by just that 
amount, whatever it may be. Now, then, if this income 'which they 
are receiving in normal times from this business is so taken away 
from them by reason of their withdrawal from this business, then 
the burden of supplying that income must necessarily fall upon 
the other business of the carrier. That other business of the car- 
riers is handled by these important roads which carry the products 
of this great, fertile territory to the United States and to Europe, and 
also by those domestic, local portions of those lines which serve and 
distribute our products, our manufactures, and our merchandise or 
commerce throughout the State of California into Oregon, Washing- 
ton, and our neighboring States. Inevitably it seems to me that it is 
mathematically true that those rates woulii have to bear their pro- 
portion of this additional charge and would therefore necessarilj' l>e 
increased. 

It is sometimes said to us of the coast : " What is your worry in this 
matter? Why are you interested here? We are considering, of 
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course, in all these matters, normal times. Under normal conditions 
you have the steamships through the canal bringing you the sea rates 
to your ports, and therefore what is your interest in the matter ? In 
fact, why should you not be better pleased with an absolute long-and- 
short haul clause, which would give you a monopoly of the business 
as between the Atlantic coast and the Pacific coast by way of the 
waterway and thus enable you to distribute those goods back into the 
interior on a basis that could not be. met by any rail carriers coming 
west under an absolute and rigid long-and-short-haul clause?" 

To the extent that it goes it is true, but it does not go far enough. 
In the first place, we want to use both carriers ; that is both the rail 
and the water. We find it to our advantage to have a rail service as 
well as a water service, and the rail service, as has been frequently 
described here, has some circumstances or superiority over the water, 
which enables them to charge a somewhat higher rate than the water 
rate, and yet to meet it. And then we must have distribution, and 
the power of distribution, and if our local rates from the port out 
are to be increased to that extent, our power of distribution is less- 
ened even upon the sea-borne goods, and that also follows with re- 
spect to all local rates, whether they; be merely within the State of 
California or leading into these neighboring States. And this is 
also true with respect to this great movement of the western products 
of the soil and of the forest, which are moved in millions of tons per 
annum to the east. 

It is in the testimony in these fourth-section cases that at the 
present time 95 per cent of the products of California, largely in the 
form, of course, of canned goods and vegetables, and canned salmon 
and the like, move out of the State of California, destined to the 
various markets of the country and to Europe, and that a very con- 
servative estimate of that movement out of the State of California 
would be some 2,000,000 tons per annum. Think for a moment of 
the nature of these commodities produced at and shipped from the 
Pacific coast upon the eastbound rates? They are substantially all 
of them necessities of life — ^lumber and food products very largely. 
Therefore, the whole United States is interested in the volume of 
these eastbound rates upon the coast products, and that was most 
remarkably exhibited to us all when the protests were heard before 
the protest board in August, 1916. 

Then we found when the carriers, under the order of the commis- 
sion, had proposed advances upon these rates, that representatives of 
the shippers and business men and merchants from all over the 
United States were there to the extent of 400 or 500, and we few 
people from the coast, when we got there, found the room crowded, 
and the whole United States, from New York to Kansas City, and 
Chicago to New Orleans, represented, and protesting against the 
advance upon the rates prevailing upon the products of California, 
Oregon, and Washington in which they are dealing and with which 
they are supplying the retailers and consumers of the United States. 
So that in that assemblage there were two divisions made for the 
purpose of the hearing. There were those interested in the eastbound 
rates, and they were very numerous, and they were heard first; and 
then there were those interested in the westbound rates, and they were 
heard later on, and thus the 400 or oOO people there, representing the 
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greatest and largest industries of all kinds, manufacturing as well 
as mercantile, were heard upon the rates, east and west bound, from 
the Pacific coast. 

I say this to indicate that this is not a matter local to the Pacific 
coast, but affects the whole United States, and that the transconti- 
nental rates, east and west bound, are not a coast consideration, are 
really not an intermountain consideration alone, but affect the whole 
United States in every part and portion of it I think I may say that 
without in the slightest degree exaggerating the facts. 

I want to say this, too, that we upon the coast have never con- 
sidered that we have been treated in any preferential way by the 
transcontinental carriers. We feel that we have enjoyed a privilege 
which comes to us from economic laws applied to natural rights. We 
have the ocean, and the carriers could meet those rates oi* leave them 
as they saw fit. If they found they could make some money out of 
such rates, they elected to meet them and carry some of the goods, 
but they did not do it in order to build up San Francisco or Portland 
or Seattle or Los Angeles; they did it to make some money that thev 
could not make any other way. In other words, they did not do it 
for fun, and they did not do it for any philanthropic reasons, and 
we are under no obligations whatsoever of any kind or character to 
the transcontinental railroads by reason of the fact that we have 
received lower rates. Now that the ships have left us, the carriers, 
under order of the Interstate Commerce Commission, have raised 
those rates to the level of the intermuntain points, and we no longej 
receive any less rate than the intermountain points. 

The Chairman. You do not mean the commission ordered it, but 
it simply permitted it ? 

Mr. Mann. No, sir ; I mean that the commission ordered the car- 
riers to comply with the fourth section. 

The Chairman. In other words, to cease charging more to inter- 
mediate points than to any other points? It did not order them to 
continue their high intermediates? 

Mr. Mann. They ordered them to comply with the strict rule of 
the fourth section, and, of course, there were various ways in which 
they could comply with it. They complied with the order bv raising 
the rates to the coast to the level of the intermountain points, and 
they have filed with the commission a request for permission to make 
those advances as required by the law of Congress adopted last 
August, which requires that the carriers shall not now make any ad- 
vance in rates without prior permisson of the Interstate Commerce 
Commission ; and these carriers did so apply, under this law, to the 
Interstate Commerce Commission for permission to make these very 
advances, and that permission has been granted by the commission. 

The Chairman. Because the rate that was advanced had been per- 
mitted to be made on account of water competition, which had ceased 
to exist? 

Mr. Mann. On account of the cessation of water competition. 

The Chairman. I know; but the rates elsewhere have been made 
as low as they were to the distant terminals on account of water com- 
petition, and were not therefore normal rates? In other words, they 
would not have been permitted, if it had not been for the ocean rate? 

Mr. Mann. Certainly not. The commission would not have per- 
mitted the lower rates to be made if it were not for the ocean rate. 
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The Chairman. Because it discriminated between the intermoun- 
tain sections of the country ? 

Mr. Mann. Yes, sir. If there were no ocean, there would be no 
ocean rates, either by ocean or rail. 

The Chairman. The rates could have been advanced in part to the 
terminals, and reduced in part to the intermediates, and made level, 
without advancing them on the coast to the full intermediates. 

Mr. Mann. In all these questions, which involve the circumstances 
of what the rate ought to be, it seems to me that we ought to resolve 
ourselves, or this committee, into a rate hearing, or else accept the 
Interstate Commerce Commission's judgment on that proposition. 

The Chairman. We do accept it absolutely. 

Mr. Mann. The situation is so complex and it has taken so many 
years of time to examine into the details of this situation that I am 
sure this committee, if it wished to consider it, would have to set apart 
at least six months of their time, if they were going to hear all of the 
testimony and examine into all of the facts that relate to this situa- 
tion. The fact is that the commission has done that, and the commis- 
sion has authorized these rates. 

The Chairman. I know that they authorized them, but they did 
not order them to advance. 

Mr. Mann. They permitted them, sir; they gave their permission 
to that advance, and that, of course, is itself an act of the commis- 
sion, a quasi judicial act of the commission; but that is by the way. 
I merely mention that as the fact that exists to-day. 

We do not regard, and never have regarded or contended that we 
had any vested right, as we are sometimes charged with, or that we 
are in the enjoyment of any preference, as we are sometimes charged 
with, under normal times, when we received lower rates to the coast, 
but rather that we were enjoying the effect of our natural advantages, 
and that we were enjoying a privilege that comes to us directly from 
the conditions which nature nas imposed, and, indeed, brings about 
the location of cities upon the water. 

That covers the statement I wish to make about our interest in this 
matter, which I say is much broader than the sea-compelled rates, as 
they are called. And we may say that, as far as sea-compelled rates 
are concerned, or as far as the lower rates from coast to coast are con- 
cerned, we are in no grave situation wherein we feel that this part of 
the matter is absolutely vital to us, because when the ships return we 
will have the sea rates, whether the carriers elect to meet them under 
existing law or not. And it always has followed and always will, 
althou^ latterly under very severe restrictions, under the amend- 
ment of June 18,' 1910, that the carriers do meet these rates. It is only 
by permission of the commission that they meet them; it is only 
when they apply for the permission that they are allowed to do so. 

So that our situation is one w^here we oiten say our appeal is to 
the sea. Always that is our last appeal, and we have no doubt that 
in the future, when the ships return, that appeal will be successful, 
and then if the carriers do not choose, or are not permitted to meet 
that rate, we shall still enjoy the sea rates. We do desire, however, 
that no change be made in this law which shall result, as we think 
it must mathematically result, in the raising of our local and east- 
bound rates, as well as in depriving us of the full use of the trans- 
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continental rail can;iers, which we find of great advantage to our- 
\selves. 

The amount of tonnage moving by rail west, we will say, is 3,000,- 
000 tons, and the amount moving by sea 1,000,000 tons. If there 
were 49 ships in the service at a time, it would seem apparent that 
it is necessary that both the rail lines and the water lines should be 
used, in order to carry on this westbound transportation alone. Of 
course, we favor water lines, and, of course, we will particularly 
favor them as we have in the past and intend to in the future. Of 
course, we are anxious for the development of water transport>ation 
in every way, on rivers as well as on sea, and in every way possible 
to increase the transportation power of this coimtry, as we need 
both forms of transportation. And it is in that view that we appear 
before these committees and that we appear before the Interstate 
Commerce Commission at all times. We think, however, that each 
should have its share, and each should do its proper work in that 
regard, and we think that the commission, the expert commission, 
is the proper body to decide upon the rail rates that shall determine 
those proportions. 

In the course of this brief statement I would like to advert \o 
some terms that have been used in this discussion, which, it seems 
to me, are not apt for the purposes that they are used. It often 
happens, in fact it is to a certain extent peculiar, that there arises 
in every science or profession or special line of work, a kind of 
special vocabulary'; and one, after a while, becoming familiar witl> 
the lingo, if you please, uses it because it is a quick way of expressing 
a thought, and everyone ordinarily understands just what is meant^ 
Now, lor instance, take the word "violate," the carriers '"violate" 
the fourth section. No one means by that word, " violate," that by 
force and arms they break the law. They do not break it, for the 
law carries pretty severe penalties. They really never depart from 
the law, except when permitted by the Interstate Commerce Com- 
mission, and under the sanction and protection of the law. There- 
fore the word, " violate," in tliat regard is an improper term, and 
does not express what it ordinarilv expresses. A better word to 
use is "departure," or you may say "deviation" from the fourth sec- 
tion, because " departure " or " deviation " is a better term to carry 
out the idea that the departure or deviation is authorized, whereas 
violation would seem to indicate a deliberate breaking of the law, 
as that word is used quite commonly. 

The Chaikman. As a departure is authorized in the fourth sec- 
tion, it is not really a departure from the fourth section, 

Mr. Mann. Well, it is a deviation from the absolute letter of the 
fourth section, by permission. 

The Chairman. They have a certain provision, " Provided so and 
so," that takes in the fourth section. 

Mr. Mann. I have always thought that the word " violation " is 
an unfortunate word in that regard, because it carries to some people 
the idea that the carriers are voluntarily breaking the law, which, 
of course, is not the case. 

Now, I want to advert to the use of the word "competition" in 
this regard. Competition is used ordinarily as between two people 
that are trying to meet each other's bids or prices, or whatever it 
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mav be, in order to obtain the result that both desire. It has been 
demied as the striving between or among two or more persons or 
organizations for the same object. That is sufficiently accurate to 
define the competitive relations of men in the common relations of 
life, but it is restricted in its application to carriers by the lawsi 
and statutes of the United States. In the so-called competition which 
is the basis of applications for relief from the strict provisions of 
the fourth section, one side is free while the other is bound by the 
discretionary action and permissive authority of the Interstate Com- 
merce Commission. 

In the case of the long line meeting the short line rates at com- 
mon or competitive points, the short-line rates are primarily under 
the control of the short-line road. Its rates must comply with the 
strict provisions of the fourth section, and so it is not concerned with 
these provisions. Likewise the water carriers are free from these 
restrictions. Even if the Shipping Board shall exercise its power 
of fixing maximum rates by water, the water lines will still be as free 
»s the short-line railroad, whose rates must, of course, comply with 
the rule of reasonableness. Indeed, the water lines via the canal, 
while the longer in actual mileage, are actually the short line when 
measured by traffic mileage. So that it has been said that New York 
by sea is nearer San Francisco in traffic mileage than is Pittsburgh, 
for example. Here traffic rates are translated into traffic mileage. 
The water carrier through the canal is therefore to all intents and 
purposes the short line between the two coasts. 

Mr. Hamilton. You mean that it takes less time to go by water? 

Mr. Mann. No; it takes less money to bring 100 pounds of freight 
by water from New York to San Francisco than it does, on a gradu- 
ated rate or mileage rate or any other kind of reasonable rate, from 
New York to San Francisco by rail. 

Mr. Hamilton. But it occurs to me that there may be occasions 
with Call f omia products where time would be very important. 

Mr. Mann. Well, upon that point, after the Panama Canal was 
built, the steamships sailing from New York to San Francisco ap- 
proximated so closely to the time of railroad transfer as to be sud- 
stantially the same. The average time of a railroad car from New 
York to San Francisco, under normal conditions, is about 21 days. 

Mr. Sanders. What is the sailing time? 

Mn Mann. Twenty-two. They have made it in 22; they even 
made it in less time. They have rarely taken over 26. 

Mr. Sanders. The time is practically the same under normal con- 
ditions, is it not ? 

Mr. Mann. It might be said to be substantially similar. 

Mr. Sanders. But in anything like abnormal conditions the water 
route is infinitely faster than the rail route ? 

Mr. Mann. I beg your pardon? 

Mr. Sanders. I say, in anything like abnormal conditions on land 
the water route from San Francisco to New York, the Panama Canal 
being open, is infinitely faster than the rail route? 

Mr. Mann. Of course. 

Mr. Sanders. I have known it to take 23 days recently for a car 
loaded in New York to get to Washington. That is hardly starting 
to go to San Francisco. 
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Mr. Mann. There are so many instances of that condition recently, 
Judge, that they are myriad in numbers. 

Mr. Hamilton. Before the Mexican difficulties did you use the 
Tehuantepec route? 

Mr. Mann. Yes; that was the American-Hawaiian system reach- 
ing the Pacific coast, and they had substantially a monopoly of the 
very best line, because they had the exclusive use of the Tehuantepec 
Railroad. 

Mr. Hamilton. Will that shorten your time? 

Mr. Mann. No. 

Mr. Hamilton. If your ships had used it, would it have shortened 
your time? 

Mr. Mann. They did use it. 

Mr. Hamilton. Very well. Would it not have shortened your 
time to New York over the canal route? 

Mr. Mann. No, sir. 

Mr. Hamilton. It would not? 

Mr. Mann. No, sir ; the canal route is much faster. There is one 
thin^ to consider there, too, Mr. Hamilton, and that is, by way of 
the Tehuantepec route there was an unloading westbound at the At- 
lantic coast and the loading of another steamer a^in at the Pacific 
coast, and then, eastbound, vice versa ; so that you had four transfers. 

Mr. Hamilton. I appreciate that; but I thought perhaps you 
might speak of it. 

Mr. Mann. That took time and cost money. 

Mr. Hamilton. I imagine there might be certain kinds of freight, 
if the time was actually shorter by that route, that you would prefer 
to break bulk with transshipment and use that route ; but if it is not 
shorter, that answers the question. 

Mr. Mann. I understand the fact to be that while the Tehuantepec 
system was the best up to that time, the canal system has far ex- 
ceeded it in all kinds of service, not only in rapidity of service but 
in integrity of cargo, so to speak. 

Mr. Hamilton. Does the Hawaiian Steamship Line, or did it, still 
continue to use the Tehuantepec route, to the time of the Mexican 
difficulty ? 

Mr. Mann. Let me answer that in this way: The American- 
Hawaiian Steamship Co. used the canal as soon as it was ready for 
traffic and left the Tehuantepec line. I believe they were enabled to 
use the Tehuantepec line substantially up to the time that the Panama 
Canal was opened, but I would not be positively sure of that. 
I know that for some time they were interfered with, as far as the 
Mexican troubles were concerned. The Tehuantepec Peninsula is 
pretty far south. But they went immediately to the Panama Canal. 

Mr. Hamilton. The canal was the preferable route? 

Mr. Mann. Oh, without question; so certainly so that there can 
be no argument on the point at all. The circumstance of being 
relieved of that double service of loading and unloading would have 
been sufficient in itself, but the time, as I understand it, was much 
faster by way of the canal, as well as, furthermore, that the cost of 
loading and unloading and the cost of transferring across the Te- 
huantepec Isthmus was saved by the movement through the Panama 
Canal, and the transfer across the Tehuantepec Railroad, under the 
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control of the American-Hawaiian Steamship Co. was one-third of 
the gross freight: so they saved that. 

Mr. Sanders. This is a h3^pothetical question, and I am putting 
it to the point you just made to Mr. Hamilton. I have heard it 
stated in regard to that Tehuantepec Railroad that if the passage 
through the Straits of Magellan could have been made the year 
around, through calm seas, that it would have been cheaper for the 
Hawaiian Co. to have carried those ships clean around the continent 
than to have transshipped their goods at the Tehuantepec Canal, but 
the danger of going through the Straits of Magellan kept them from 
doing it rather than the distance. Do you Know anything about 
that? 

Mr. Mann. No; I do not. That might be so. But, of course, it 
would take a much longer time around the South American 

Mr. Sanders. It is not the time it would take to go around, but it 
is the dangers and the exposures. 

Mr. Hamilton. They could not transport any perishable stuff, of 
course, that way. 

Mr. Sanders. Why not ? 

Mr. Hamilton. Because of the distance. 

Mr. Sanders. They can transport anything in refrigerator ships 
and refrigerator cars. 

Mr. Hamilton. Yes; I suppose so. 

Mr. Mann. It is a fact, on that point, Mr. Hamilton, that the 
testimony of all of the experts in this case, particularly that of Mr. 
Jackson, the traffic manager of the American-Hawaiian Line, is that 
those ships can move any and all kinds of traffic, of any sort or 
character, with two exceptions, which they do not wish to take, and 
that is fresh fruit and vegetables and explosives. Now, then, under 
present conditions, with a refrigeration plant, they could, of course, 
take fresh fruits, if they desired to do so, and some shipments of 
that kind have actually been made. 

Mr. Hamilton. Is not the refrigeration charge a considerable 
charge? 

Mr. Mann. I would not undertake to say about that. I do not 
know what it is. It is a considerable charge, no matter which way 
you move it, I suppose. 

Mr. EscH. Is it not the fact of the breakage and wastage of load- 
ing and unloading at Tehuantepec, in the case of this transfer at 
Tehuantepec, that causes them to use the other route? Is it not a 
loading and unloading question? 

Mr. Mann. Yes; one-third of the total freight rate thev had to 
pay to the Tehuantepec Railroad for the use of their road. Thus, you 
s€»e, on a $9 rate, which was charged on steel and steel products over 
the Tehuantepec route, which would be 45 cents per 100 pounds, if 
vou take away from that one-third, which is what they had to pay 
the railroad, Vou have $6 left, and $6 a ton makes a'30-cent rate. 
which the American-Hawaiian Steamship Co. put in as soon as the 
canal was opened. We claim they were making as much on that 
30-cent rate as they were practically on the $9 rate, because they were 
getting iust as many dollars into their pockets as they did before. 

Tlie Chaikman. But they had to pay something out for going 
through the canal. 
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Mr. Mann. Yes, sir; and that is compensated for in the cost of 
loading and unloading, which amounts to about $1 a ton. 

The Chairman. It was much cheaper than that. We had Mr. 
Jackson before us when we were considering the Panama Canal tolls 
question. 

Mr. Mann. And the tolls, as added, are balanced by the additional 
cost of loading and unloading which they had to pay, which 
amounted to about $1 a ton. 

The Chairman. Which enabled them practically to save the rail- 
road charge at Tehuantepec? 

Mr. Mann. Yes, sir; it made the 30-cent rate which they were re- 
ceiving as compensatory to them as the 45-cent rate, on which they 
carried before. 

The Chairman. The shippers also profited in not having their 
cargo broken and damaged. 

Mr. Mann. There is no question about that. The cargo comes in 
excellent shape now. It is loaded carefully and properly in New 
York City, and then, when it comes to San Francisco, it is in the 
same shape as it was before, whereas the loading and imloading at 
the Tehuantepec Isthmus always broke the cargo and distributed it 
in the wrong way and brought it in a very unsatisfactory condition 
into the port of destination. 

Mr. Sanders. What do seafaring men call it — ^the integrity of 
cargo? 

Mr. Mann. I can not say that that is a seafaring word. That is 
the word that came to my mind as I expressed it. 

Mr. Sanders. What is the commercial word for it? 

The Chairman. Without breaking bulk is what they usually say. 

Mr. Mann. Without breaking bulk is what they say. Shall 1 con- 
tinue again ? 

The Chairman. Proceed. 

Mr. Mann. I say, then, that the water carriers through the canal 
constitute, therefore, to all intents and purposes, the short line be- 
tween the two coasts. 

So this kind of competition, as it has come to be called, is not com- 
petition in the usual sense of the word, since under our laws as they 
stand at present not both but only one of the parties is free. The 
long line, whether it is a transcontinental line confronted with lower 
water rates to the farther distant point or a rail line reaching a point 
served by a shorter rail line, must obtain the fourth-section order 
and permission of the commission before it can meet the lower rate 
at the common point. So under present conditions and present laws 
the word "' competition " does not accurately fit the conditions. Per- 
missive rates rather than competitive rates describes the situation a 
little better. 

As far as the water rates are concerned, we are satisfied with what 
we consider will be the sea level of rates, and by the sea level of rates 
we mean those rates for water transportation which are brought 
about by natural and untrameled competition between water carriers. 
As to combinations and monopolies, we think that the present wise 
laws of Congress sufficiently cover that situation. It was, it seems 
to me, er industria imported into the Panama Canal act that the pro- 
visions of the Sherman Antitrust Act should apply to the shipping 
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through the Panama Canal. It was also provided in that wise stat- 
ute that the railroad owned or controlled vessel should not under any 
circumstances or conditions be permitted to operate through this 
canal. 

The Chairman. In competition with themselves? 

Mr. Mann. Yes; in competition with themselves. 

The Chairman. But only such as would be in competition? 

Mr. Mann. That is entirelv satisfactory, plainly, for the purpose 
of keeping that competition through the canal free from interference 
in any way, shape, or form by the great transcontinental railroads of 
the country and keeping it free and open to the competition of ships 
privatelj' owned, as distinguished from railroad ownership. 

Now/then, under those conditions, we are satisfied that what we 
have called the sea level of rates will ultimately result, and that sea 
level of rates will be brought about, irrespective of the railroads, or 
of what the railroads do, or how much traffic they carry, or at what 
rates they carry it, by the competition of the smps themselves and 
among themselves, inasmuch sis the highway of the sea can not be 
monopolized. You do not have to lay tracks or invest three or four 
hundreds of millions of dollars in a right of way, with tracks and 
ties and grading and equipment and the rest of it. Anyone who has 
a comparatively small sum of money can build or own or charter a 
ship and take a cargo through the canal from New York, to San 
Francisco or back again, and under those conditions, with freedom 
of operation and fr^dom of conditions and freedom of commerce, 
we are satisfied that the sea level of rates, which must obtain under 
this freedom, as between the New York and San Francisco shores, 
will be all that will be requisite and all that the natural advantages 
which are enjoyed by these coast cities properly reflect as far as sea 
rates are concerned. 

Mr. Hamilton. That is speaking for yourself and not having re-- 
lation to the interests of the people living away from the coasts in 
the interior who desire to get to the Pacific coast markets ? 

Mr. Mann. Yes, sir. That is met and was explained yesterday by 
the policy of the carriers, which has been indorsed by the Interstate 
Commerce Conmiission, of allowing the cities of the great Central 
West to indulge in this coast business at the same rates which are 
griven to the Atlantic coast, and that is permissible under this statute 
which authorizes those conditions to be met by the Interstate Com- 
merce Commission in exceptional cases. Under a rigid fourth sec- 
tion, as Mr. Barlow said yesterday, it follows as the night the day 
that New York and the Atlantic coast will do the business of the 
Pacific coast and the Central West will be confined to its own imme- 
diate territory. That must follow. 

Now, then, as to exceptional cases under the fourth section, the 
chairman mentioned the other day that, in his mind, the word 
" exceptional ^ goes 

The Chairman. No; special cases. 

Mr. Mann. Special cases, I should say, involved the idea of tem- 
porariness; that a special case should be a temporary case. I want to 
say that it seems to me that a special case merely means a case that 
is different from a general case, and that a special case may be just 
as permanent as a general case, and the illustration that has come 
60653—18 ^24 
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into my mind is the case of the unfortunate individual who has lost 
a leg. Now, his is a special case as compared with the ^neral cAse, 
because most human beings have two legs, and he, as a special case, 
has but one, but it is very permanent and will last as lon^ as he lives. 

So there is your situation with respect to this competition. It is 
just as permanent as any conditions are permanent, and if we have 
no more European wars — and God grant that at the end of this it 
will be settled forever — ^we shall return to normal conditions, water 
transportation and water competition. The long lines meeting the 
short-line haul will be permanent conditions and they will be special 
cases, different from the general cases. 

Now, with the permission of the committee, I want to read a brief 
extract from one who may be called the father of railroad transporta- 
tion textbook writers, and that is Prof . Arthur Twining Hadley, 
who is now president of Yale University. Some 30 years ago he 
wrote a book on railroad transportation, which is at present, as it 
has always been, looked upon as an authority upon that subject. At 
page 114 of that book he makes this statement: 

Where a railroad Is the only means of conveyance, It can charge what the 
traffic will bear without restraint. But where it conies into competition with a 
water route or witli another railroad its charges are brought down to the low- 
est possible figure. The points where there is no competition are made to pay 
the fixed charges, while the rates for competitive business will little more than 
pay train and station expenses. It Is better to have business on those terms 
than to have It go by the rival route. ♦ ♦ ♦ 

Where one place has the benefit of water competition and another has not, 
it is hard to devise any effective means of getting rid of the differences. 

We are apt to think that because these local discriminations are an evil It 
must be the fault of somebody. In our anxiety to get rid of the evil we are 
apt to overlook the natural causes which led to It, and which sometimes must 
lead to It almost of necessity. That local discriminations are a most serious 
evil, no one can doubt That they are exaggerated, and in many instances 
flagrantly exaggerated, by the shortsighted policy of the railroad managers 
is equally certain. But there are many instances where the railroads are 
not responsible for them and where It is worse than useless \o try to pro- 
hibit them by law. We are not arguing In favor of this system, but against 
the popular remedy — a statute. 

Suppose It Is a question whether a road can be built through a country dis- 
trict lying between two large cities which have the benefit of water communi- 
cation while the Intervening district has not. The rate between these points 
must be made low to meet water competition; so low that if it were aiH>Hed 
to the whole business of the road it would make it quite unprofitable. On the 
other hand, the local business at Intermediate points is so small that this alone 
can not support the road, no matter how low or how high the rates are made. 
In other words, In order to live at all the road must secure two different 
things — the high rates for its local traffic and the large traffic of the through 
points, which can only be attracted by low rates. If they are to have the road 
they must have discrimination. 

On page 118 Mr. Hadley refers to the history of the Granger legis- 
lation and the results to be learned from that period of railroad his- 
tory. In Wisconsin a law was passed during that time called the 
Potter law, which attempted to make the rates per mile for local 
points nearly the same as they had been for competing points; in 
other words, to reduce the intermediate rates to the level of the 
terminal rates. He says that the result was disastrous. The old 
roads struggled on as best they might, losing money all tlie time ; but 
no new ones were built, and the local points could not get the service 
they needed. They suffered severely. After two years' trial the law 
was repealed. 
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On page 135, speaking again of the Granger legislation and the 
Potter law, he states that whereas the railroads found it impossible 
to cause these laws to be repealed or to break them before the courts, 
the economic laws, or the laws of trade forced their repeal. He 
states: 

The law reducing railroad rates to the basis which competitive points en- 
Joyed, left nothing to pay fixed charges. In the second year of its operation 
no Wisconsin road paid a dividend; only four paid interest on their bonds. 
Railroad construction had come to a standstill. Even the facilities on existing 
roads could not be kept up. Foreign capital refused to invest in Wisconsin; 
the development of the State was sharply checked ; the very men who had most 
favored the law found themselves heavy losers. These points were plain to 
everyone. They formed the theme of the governor's message at the beginning 
of 1876. The very men who passed the law in 1874 hurriedly repealed it after 
two years' trial. In other States the laws either were repealed, as in Iowa, 
or were sparingly and cautiously enforced. By the time the Supreme Court 
published the Granger decisions the fight had been settled, not by constitutional 
limitations but by industrial ones. 

Mr. Snook. What is the title of that? 

Mr. Mann. Hadley on Railroad Transportation, the president of 
Yale University. 

Now, this, it seems to me, also should be said. I at first had 
phrased it in my own mind in this way, that the real truth ought to 
come out, but I will change that into this form, that the subdominant 
idea of the intermountain people is that they are entitled to ulti- 
mately receive the sea competitive rates which have been permitted at 
the coast cities, and their argument is calculated to that point, and 
is made from that point of view. It is a very dominant, though a 
subdominant, idea, we think. Take, for instance, their illustration 
of it having cost $58,000 more to build a bridge, because of the rates 
that they had to pay on steel. $58,000 more than what? $58,000 
more than the rates to the coast, the existing rates to the coast at 
that time, so that their inference is that if they had had the same 
rates as the coast had — ^in other words, if the intermountain points 
had had sea competitive rates, had been by force of something put 
upon the sea so as to have sea competitive rates — ^they would not 
have been obliged to pay that $58,000. Accordingly, it was a loss. 
Now, it could not have been a loss unless they were entitled to the 
coast competitive rates. 

Then, again, you hear them say that they presented to the commiis- 
sion statements showing that the carload earnings of the railroads on 
these terminal rates and the ton per mile earnings on these terminal 
rates, if those rates were applied at these intermountain points, 
which are 250 or 400 miles nearer the point of origin of the freight, 
W( iild produce to the railroads amply compensatory rates, and there- 
fore that these terminal rates to the coast should be applied to inter- 
mountain points. 

Now, then, unfortunately for them, the Interstate Commerce Com- 
mission does not agree with the intermountain points in that particu- 
lar. It is true that they have presented those figures to the Inter- 
state Commerce Commission; it is true that during all these years 
the Interstat^e Commerce Commission has examined very carefully 
and most particularly^into this condition of circumstances, and has 
constantly and consistently found that the rates to the intermountain 
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points, as establidied by the commission, are fair and just and proper, 
and, conversely, that the intermountain points are not entitled, on 
the basis of reasonableness, to the rates made to the coast in compo' 
tition with the sea. 

So that at every point of their argument, if you will weigh this 
sub-dominant idea which is in their minds all the time, you will 
find that it is not the obtaining of the same level of rates as are made 
to the coast that they are so much interested in as it is in some way 
getting the terminal rates applied at the intermountain points. On 
that basis their argument will hang consistently, and it will not hang 
together consistently on any other hypothesis. 

How surprising it is to find these intermountain gentlemen coming 
here together with their assistant, the representative of the water car- 
riers, and asking Congress to pass a long-and-short-haul law in order 
to encourage the American merchant marine. There were 49 ships 
sailing through the Panama Canal at its highest degree of efficiency. 
If there had been a hundred, or twice as many, how would that have 
increased to any appreciable extent the American merchant marine? 
Prior to the war England had 4,000 ships and Germany 2.000 en- 
gaged in over-sea commerce, while the United States had but 12. 
But how interesting it is, and how touching, to observe the solicitude 
of the intermountain points about the water competition at the coasts. 
It is only explainable under one theory : They want the ships invited 
back to the coasts because they believe, although they do not tell you 
so, that the carriers will find this transcontinental business to the 
coasts so profitable that they will continue to meet the water compe- 
tition and depress all of the rates in the United States within trans- 
continental territory to a point necessary to meet the water competi- 
tion at the coasts; and that they will as the carriers have told you 
^ould be required under a rigid law, cut the rates, which means re- 
duce the rates, all the way back to the Missouri River to St. Paul and 
even beyond. I think it is a very easily understood mathematical 
proposition, without going into the details involved, that the carriers 
can not afford to do that. The intermountain points think they can. 
The intermountain points want the ships to come back and want the 
railroads to make low rates to the cosusts because they believe they 
will not give up the business, but will depress the westbound rates 
from points east to the Missouri River and all points west in order 
to hold this business to the coasts under a rigid law, and thus the 
intermountain points will get the terminal rates. That is the sub- 
dominant thought of these people. 

I say it is a policy which it is impossible to carry out. There is 
not any statute that can be enacted by Congress, or by any l^islative 
body, or any law that can be enunciated by the Supreme Court of 
the United States, that could bring about any such condition of 
affairs; and therefore the ideal that is behind the contention of the 
intermountain points is absolutely incapable of realization. In other 
words, if the intermountain points were right and the rates to the 
coast would be reasonable if applied at the intermountain points, then 
they do not need the fourth section, because on the hypothesis that 
the rates to the coast are reasonable in and of themselves if applied 
at the intermountain points the Interstate Commerce Commission has 
full authority to put them into effect at the intermountain points and 
no change need be made in the fourth section. But if they are not 
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right, and the commission is right in not applying the terminal rates 
at the intermomitain points on the basis ox the reasonable rates, then 
such a provision as the long and short haul clause will be of no value 
to them, because the freight will move by sea under normal conditions 
and the low rates to the coast will be enjoyed by the coast cities not 
withstanding a rigid fourth section. That, I think is the essential 
fallacy of their position. The fact is the intermountain points, and 
the intermediate points all over the United States, wherever they 
are situated, whether in the southeast or in the official classification 
territory, or in Central Association territory, or Texas, or Kansas, or 
Missouri, or anywhere else, cannot possibly be injured by the wise 
permission being granted to rail carriers to meet either rail or water 
competition at the common competitive points, because the freight 
is going to reach the common competitive points at the low rates 
anyhow, whether you pass that rigid* long-and-short-haul clause or not. 
A short line will take it there at a reasonable rate just as it does now, 
and the sea will take it from the Atlantic coast to the Pacific coast 
whether you have a ri^d long-and-short-haul clause or not. 

Therefore, what possible difference can it make to the intermediate 
points if some circuitous line or if these transcontinental roads carry 
some of this freight through their towns to a point beyond at a rate 
at which it is gomg to reach there anyhow ? It is plain to me that 
the only thing that can possibly be accomplished by such legislation 
as this is the bringing about of injury to the more distant points, 
which will thus be deprived of this service rendered by the circuitous 
carriers or the transcontinental carrier without any resulting advan- 
tage to the intermediate points, and in addition thereto the throwing 
into inextricable confusion, and I think one may use the expression 
inextricable confusion, of all the rate structures and rate fabrics 
extending all over the United States. 

As to encouragement to water competition, the water carriers, it 
seems to me, have nothing to fear under the present act. In the last 
decision of the Interstate Commerce Commission on this point, re- 
ported in 46 Interstate Commerce Conmaission Reports, pages 276 
and 277, speaking of the attitude that the carriers might assume be- 
fore the commission when water competition returned, the commis- 
sion says that the carriers must " submit competent proof upon these 
applications of a fairly regular water service between the two 
coasts." 

In other words, they can get no relief; no permissible departure 

from the fourth section will be granted because of tramp steamers, or 

because of an occasional sailing through the Panama Canal; there 

must be regular water service between the two coasts. They must 

"show the adaptability of the traffic to water competition," which 

means that they must take up the proposition on each particular item 

of tariff and show that it may move by and is adaptable to the sea. 

If it is not, they are not permitted to do that ; if it is, they will be 

permitted to do so when circumstances will allow it. That means, 

not a sdiedule as a whole but each item of it, whatever it may be — 

iron, steel, bedsteads, desks, or boots, or shoes. They must show the 

principal points of origin of this traffic and the range of rates 

afforded by the water lines, and the rates they have to meet. They 

must show the principal point of consumption of this freight and 
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the ports upon the two seajjoards at which the water carriers receive 
and deliver the freight. 
At the end of the next paragraph the commission said : 

Neither Is It our purpose to permit the iimintenance of rates to or from the 
Pacific? coast points at a level that will render tliis service unattractive to the 
boat lines. 

I say, as the law now stands and as it has been enunciated by the 
administrative body which you have created the Interstate Commerce 
Commission, the boat lines have nothing to fear. So that this is the 
way the matter filters through my mind — an absolute fourth section 
can do nothing more than create incalculable harm throughout the 
whole United States, without rendering any assistance to anyone. 

That is all I have to say. 

Mr. Snook. What is the date of the decision you read of the Inter- 
state Commerce Commission? 

Mr. Mann. It is a recent decision — June, 1917. 

Mr. Snook. You have been present throughout the hearings and 
heard the other decision that has been read several times by men on 
the stand, in which the Interstate Commerce Commission makes ref- 
erence to taking into account the potential water power. Do you 
think this changes that ruling of the Interstate Conmieitje Commis- 
sion or puts into effect a new ruling on that question? 

Mr. Mann. I think that refers to the water competition between 
the coasts. 

Mr. Snook. It just refers to the Panama Canal? 

Mr. Mann. To the Panama Canal. 

Mr. Snook. It has nothing whatever to do with river competition ? 

Mr. Mann. No; I do not think it has. But I would like to say 
with respect to that river competition that we most vigorously urged 
with all the power at our command in these last hearings before the 
Interstate Commerce Commission that it was their duty to reco^ize 
the potentiality of the canal, just thcj same as they recognized the 
potentiality of the Mississippi River in these southeastern cases, but 
the conmiission did not agree with us. They said the ships had gone 
away from there, and they would not allow us to retain our rates on 
the basis of potentiality. 

Mr. Snook. In this decision from which you have just read the 
commission speaks about it being necessary to show that the facilities 
are at hand to Jarry the freight. These other decisions, speaking of 
the river traffic, seem to adopt a different rule. There they take into 
account the question of whether there is a potential i)0wer. 

Mr. Mann. If I were to endeavor to interpret the idea of the com- 
mission as to the difference between the situation on the river and 
the situation on the canal, I would say this: That as far as the 
canal is concerned the shij^s have entirely gone. 

Mr. Snook. You mean on the rivers? 

Mr. Mann. No; the ships sailing through the canal have entirely 
departed, and there is no telling when they will return. But the 
water is there. With respect to the Mississippi River, the water is 
there and so are the ships ; so that that second proposition is true in 
the case of the Mississippi River and not true in the case of the 
canal. I think that it is upon that difference that the commission 
makes potentiality in one case effective and claims that there is no 
existing present potentiality in the other case. Also I might say that 
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in that southeastern case they did not recognize the potentiality to 
the extent that it was claimed by many of the carriers. 

Mr. Sandebs. I would like to ask one question in regard to rivers, 
with respect to which there is a doubt in my mind. Of course you 
are thoroughly familiar with that Grand Junction case that nas 
been quoted here? 

Mr. Mann. I would not undertake to say that I am in every way. 
I know of it in a general way, but I can not say I am familiar with all 
the details of that territory. 

Mr. Sanders. Do you know any pronouncement of the commission 
since that date that would lead us to believe that the commission 
hae in any way changed its view as to the potentiality of competition 
by dream or phantom boats that existed nowhere except in the imagi- 
nation of the railroad managers? 

Mr. Mann. I do not think the commission were concerned with 
dream or phantom boats with respect to their potentiality on the 
river, but were concerned only with actual, existing boats; in other 
words, it was a competition which Mr. LoUier very properly said had 
existed, and the water was there and the means of operating on the 
water were there. 

Mr. Sanders. And that proposition supposes the fact that the 
boats are there ? 

Mr. Mann. Yes, sir. 

Mr. Sanders. I would like for you or the commission to point them 
out for me. 

Mr. Mann. I would like to take a trip to the river. I understand 
there are some. 

Mr. Sanders. No ; there are not. A boat on the Mississippi River 
to-day is rara avis. 

The Chairmaj^. There are no through boats? 

Mr. Sanders. No through boats; there are a few local boats; and 
when one comes down the river the whole population quits work to 
look at it. 

Mr. Mann. We were very much concerned that the commission 
did not recognize potentiality as far as the canal was concerned, 
while recognizing it on the Mississippi River. 

Mr. Sanders. The thing I can not understand, and the reason why 
I asked you as to the decision, is, since the boats have disappeared 
completely from the Mississippi River and its tributaries as have the 
boats from the canal, why should there be two methods of inter- 
preting the fourth section ? 

Mr, Mann. I do not think there are and, as I say, my information 
is that these situations are different in that particular. In other 
words, there are boats there and some of them are in operation, though 
perhaps not on through routes from St. Louis clear down to New 
Orleans, but between intervening points. 

Mr. Sanders. There are no boats running from St. Louis to New 
Orleans or from Memphis to New Orleans. There are a few local 
boats from New Orleans to Baton Rouge and a few boats on the west 
in the Bayou La Fourche, in the La Fourche country, but there are 
very few. The boat as a means of transportation has as completely 
disappeared from the Mississippi River as it has from the Panama 
Canal. 
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Mr. Mann. I think it ought also to be said in behalf of the commis- 
sion, in connection with this potential water competition, that natu- 
rally they carry in mind and are controlled by the decisions of the 
United States Supreme Court; and that in the Alabama-Midland 
case, decided a good many years ago and reported in 168 United 
States Keports, the United States Supreme Court recognized the po- 
tentiality of water as a circimistance and condition justifying a lower 
rate between the two points where such potentiality existed. 

Mr. Sanders. You are not antagonistic in any way to water trans- 
portation? 

Mr, Mann. No, ar; hiehly favorable to it. 

Mr. Sanders. Do you think rail and water are the two arms of the 
Government? 

Mr. Mann. Certainly. 

Mr. Sanders. The right and left arms; and both ought to be useful* 
and neither ought to be destroyed? 

Mr. Mann. Undoubtedly, and that it why I differ with the witness 
who will follow me, who wants to get 100 per cent for his water lines. 
I think it is just as unfair to give all the business to the water lines 
as it is to give it all to the railroads. 

Mr. Sanders. You believe that both rail and water ought to be co- 
ordinated and used? 

Mr. Mann. Not only ought to be, but I believe they are both abso- 
lutely necessary for the transportation requirements of the United 
States. 

Mr. Sanders. So do I. I am glad to hear you say so. 

Mr. Hamilton. Mr. Chairman, are we going to hear from any of 
the members of the Interstate Commerce Commission? 

The Chairman. I think so. I would be pleased to have any mem- 
ber of the committee question anyone they aesire to have come before 
the committee. 

Mr. Sanders. If the commission is going to interpret the laws as I 
think they could and should be interpreted, I do not think the laws 
will need any amendment ; if they are not going to interpret th^n as 
I think they should be interpreted, Ihen I think the laws ought to be 
amended. So I would like to have at least one of the commissioners 
appear before us. 

The Chairman. It has been suggested that Commissioner Clark 
would be a very illuminating witness on the subject, and so we fcan 
have Commissioner Clark or any other commissioner, so far as that 
is concerned, before we finish this hearing. 

Mr. EscH. In your opinion, Mr. Mann, are the present rates just 
and reasonable? 

Mr. Mann. You mean the rates that have applied since March. 
1915? 

Mr. EscH. Yes; and as compared with those before that time. 

Mr. Mann. They are very much higher than those before, and I 
am not prepared to say that they are just and reasonable or that they 
are not higher than just and reasonable rates. Of course we must 
remember me conditions existing at the present time involve a greatly 
increased expense of operation m the case of the railroads. It proli-- 
ably is too soon to sav as to whether those rates are too high or pot, 
but if the increase in tlie income of the carriers which must r^ult from 
the advance combined with an increase in traffic gives them a heavier 
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net income than they are entitled to, then that of itself will be evidence 
of the fact that the rate structure,^ taken as a whole and covering this 
territory in the far West, is too high. 

Mr. KscH. I suppose that is stated in the recent decision of the 
commission as to advances on transcontinetal lines ? 

Mr. Mann. No, sir; that was confined to official classification terri- 
tory. I do not know whether an increase was denied as to western 
territory and granted on some roads as to official classification terri- 
tory, but a recent decision has been made granting further advances 
to eastern classification territory. The western carriers had an addi- 
tional application pending before the commission, which was con- 
tinued indefinitely and has not been heard, and I do not know 
whether it will be heard. 

Mr. EscH. When the Panama Canal was fully operative and lines 
were passing through it, did those lines from the coast absorb the 
rates rrom the interior? 

Mr. Mann. You say, after the Panama Canal was opened? 

Mr. EscH. Yes; when they began running through it. 

Mr. Mann. At the opening of the Panama Canal they ceased 
all such absorptions, and that was the principal basis of the deci- 
sion of the Interstate Commerce Commission that the sea com- 
petitive rates of the carriers could no longer apply to the interior 
points, inasmuch as the water carriers had ceased to absorb those 
interior rates. 

The Chairman. While we have had some very able men speak on 
this question, 1 do not think any man has made it plainer than you 
have ; but there is a question involved which is not local and which 
ought not to be considered from the standpoint altogether of locali- 
ties. Now I can understand very readily why the privately built 
railroads and privately owned railroads with a longer route should 
be pennitted to participate in the traffic with some profit ; but prac- 
tically every river is an arm of the sea, as far as transportation is 
concerned, no matter whether it is salt or fresh water, because all 
rivers flow to the sea. 

Mr. Mann. Except those in Nevada, which go into a sink. 

The Chairman. 1 suppose you mean Salt Lake, and that is an in- 
land sea. Now, the Government is continually improving river navi- 
g:ation at public expense, is continually improving harbors at public 
expense, and the common taxpayer pays for all the improvements. 
The Panama Canal was such an undertaking, and it was built from 
the taxation of the public, and the public is obliged to pay for it, no 
matter whether the canal pays a cent in return or not. Now, at the 
start, over the strenuous objection of some of us, the coastwise ship- 
ping of the United States was put through absolutely free. The 
Pacific ports, your own city and others, receive an actual, substan- 
tial, permanent, benefit from this investment of public money in the 
Panama Canal. This benefit may be interrupted temporarily, but it 
is permanent so far as the canal is concerned. The railroads imme- 
diately filed application for rates which would enable them to meet 
this competition brought about by public taxation by the building of 
the Panama Canal, and they were granted that protection, as I 
understand. That competition has been temporarily interrupted by 
the war, but when the war has ended, presumably the former condi- 
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tions will prevail, and the railroads will seek a rate which will en- 
able them to make some net profit. What do you think of the public 
policy of taxing all the people for improving rivers, even creating 
them sometimes in cases where none exist, so that some portions of 
the country will get a direct substantial benefit over other portions 
of the country; and those latter portions of the country and the 
taxpayers who are taxed to create such special facilities are denied 
any of the benefits of these special Government-provid^ facilities? 

Mr. Mann. Well, Judge, the answer to that might almost take 
the form of an essay. 

The Chairman. As the (juestion did ? 

Mr. Mann. No, sir; I did not mean that. 

The Chairman. I am asking as to the Government adopting such 
a policy. Why should not the Government build a railroad from 
New York to San Francisco and not operate a train on it, but create 
potential rail competition that would force down the rates of the 
existing railroads, which latter would continue to do the business? 
Such a Government railroad, without a car on it, would have the effect 
of reducing rates without furnishing actual transportation com- 
petition. 

Mr. Mann. Well, I would say, in the first place, as it conies to my 
mind, that the Panama Canal was not built primarily for the purpose 
of enabling ships to operate from New York to California. 

The Chairman. It never would have been built if that had not 
been one of the objects. 

Mr. Mann. The Panama Canal was built as a great world under- 
taking to connect ocean with ocean and to enable the Ignited States 
to reach all the ports of the world in the most convenient manner, 
and then, even on a broader basis, to establish a new line of trans- 
portation between other countries which did not bring any particular 
business to the United States. That was the great purpose of the 
Panama Canal. 

Incidentally it offered a means of transportation between the 
Pacific and Atlantic coasts, but that incident was, as far as tonnage 
is concerned, as far as ships are concerned, as far as the movement of 
the traffic or the business of the world is concerned, was a very small 
part, and really of very small moment. The fact of the matter is, 
according to the official reports given out by the Government con- 
cerning the Panama Canal, that the tonnage moving through the 
Panama Canal to-day is just as great as it ever was, and even greater. 
Of course the ships are not going between New York and San Fran- 
cisco, but they are going through the canal from Japan and the 
Orient, from Europe, and from the east coast of the United States, 
and the canal is a very busy institution ri^ht now, although the 
coastwise business has been, you may say, entirely withdrawn. 

As far as the competitive feature of the situation which you speak 
of is concerned, I might refer you to a message of PresiJlent Taft 
to Congress, upon wTiich Congress acted in connection with the 
Panama Canal bill and the voting of appropriations, in which he 
said, among other things, that the canal was to be built for the pur- 
pose of offering a means of competition as against the railroad.s 
transcontinentally operating from New York to San Francisco, from 
the Atlantic coast to the Pacific coast. So that we may say that one 
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of the purposes of the building of the Panama Canal was to establish 
a means of competition. 
The Chairman, Absolutely. 

Mr. Manx. One of the large and controlling justifications for the 
expenditure of the public moneys in the improvement of waterways 
and harbors is the encouragement not only of transportation by 
water, but of competiticm with rail carriers who operate between the 
same points that the water serves. The Interstate Commerce Com- 
mission — and I can not say that I entirely agree with them in this 
regard — ^have taken that into consideration in adjudicating these 
transcontinental rat^s and have given to these intermountain points 
actually lower rates than the Interstate Commerce Commission found 
they would otherwise be entitled to because of this water transpor- 
tation through the Panama Canal. Or, in other words, they tied the 
rates of the intermountain points up to the coast rates in one bundle, 
so that as the coast rates went down the intermountain rates would 
^o down, and as the coast rates went up the intermountain rates 
would go up. To that extent they put these intermountain points 
within the influence of the Panama Canal. You understand why 
and how they did it in this 7, 15, and 25 per cent proposition, because 
if the rate went up at the coast it would go up at the intermountain 
points, and the intermountain points could not be required to pay 
more. than 107 per cent of the coast rate from Chicago, and if the 
rate went down from Chicago tlie rate on the intermountain points 
would go down by exactly the same measure of percentages, because 
the intermountain points could not be required under any conditions 
to pay more than 107 per cent of the contemporaneous coast rate — 
that was the expression Commissioner Lane used, the contempora- 
neous coast rate — from Chicago to the intermountain points. So 
I say they tied the rates to the coast rates, and I think they have 
repented of the knot that they tied. 

The Chairmak. Still I do not see that I am getting an answer as 
to the national public policy of taxing the whole people for the 
special benefitof a few. 

Mr* Mann. Well, Judge, I will answer that a little further in this 
way : As the rates from New York to the coast were reduced in order 
to meet the Panama competition, the rates from Chicago were re- 
duced, the rates from St. Paul, the rates from the whole Central 
West, were reduced to the coast rates. So the Panama Canal had 
an immediate and direct effect, and as immediate and direct an effect 
upon the rates to the coast cities from the great Central West as it 
did upon the rates from the Atlantic coast. 

The Chairman. I will ask the question in another way : The rail- 
roads are privately owned and operated, but their rates are con- 
trolled by law, by the Government. The law is supposed to give them 
a reasonable rate and no more. Now, is it good Government policy 
to tax the whole people with the view, intention, and purpose of 
forcing these private companies, or at least some of them, to do busi- 
ness at less than a fair return upon their capital ? I mean is it right 
for the Government to tax the whole public in order to keep some of 
the carriers from receiving •that which the Government says they 
are entitled to? 

Mr* Mann. Of course, if that were the effect it would be unjust ; 
but it is not the effect. 
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The Chairman. But you just said President Taft cited that as one 
of the reasons for building the Panama Canal, to reduce the inter- 
mountain rates; and that at that very moment those intermountain 
rates were controlled by the laws of the United States and the several 
States. 

Mr. Mann. Yes ; transcontinental rates. 

The CHAHtMAN. Is it a good policy, is it one that ought to be encour- 
aged, to take the money by taxation from all the people in order to 
force the private owners who are serving the pubhc for a reasonable 
return, and for nothing more than a reasonable return, that return 
being regulated by law, in order to reduce the rates? 

Mr. Mann. I think the railroads would agree with you that the 
waterways should never be improved. 

The Chairman. They did everything they could to keep the Gov- 
ernment from building the Panama Canal. 

Mr. Mann. Of course they did. 

The Chairman. If the Panama Canal had not brought these two 
coasts together it would not have been built. 

Mr, l^NN. The railroads opposed it all the time. They have no 
interest whatsoever in the improvement of any water transportation, 
because they know the necessary result must be to bring about a com- 
petitive situation, since water service is less than rail service; but I 
do not think the United States Government nor the people of the 
United States would refrain from improving the waterways simply 
because the railroads would object to the increased water service and 
the reduction of rates. 

The Chairman. But it forces these carriers to do business for less 
than the laws of the States and of the Nation say they are entitled to 
in order to operate their lines, and it necessarily and logicallv must 
force them to charge more than they otherwise would have charged 
on the remaining part of their business. 

Mr. Mann. My reply to that is that it is the law of nature, the law 
of economics, and it has been the law of transportation ever since 
transportation was thought of. Some one told me that there was com- 
petition in the Sahara desert. 

The Chairman. Competition coming from private enterprises? 

Mr. Mann. No; natural competition. 

The Chairman. The Suez Canal is a private corporation and of 
great world benefit, but the Panama Canal was built chiefly for the 
benefit of our own country. Yet we are now permitting rates to be 
made by the railroads by which the very object and purpose of build- 
ing it, namely, serving the people of the United States, is to be nulli- 
fied at the expense of the taxpayer. Such laws as these, I thiiUc,, 
are forcing this country to public ownership. It is not because of 
dreamers or theorist but because of such laws and regulations. The 
railroads are subject to the regulation of 48 different States, which 
in part determine how they shall do their business, and by public 
taxation we create a potential and not a real reason or cause that re- 
quires them to cany on some of the business of the country at less 
than the freight rate that the Congress of the United States, through 
the Interstate Commerce Commission, -has provided for them, and 
there is no limitation whatever except confiscation. 

Mr. Mann. The fundamental proposition there is that each com- 
munity is entitled to its natural advantages, and they should not 
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be interfered with. If the building of the Panama Canal has in- 
creased the natural advantages of some States you may ask why 
that should be done by the people of the whole United States. My 
answer is that the great mass of the people of the United States, 
more than 75 per cent of them, have been distinctly benefited by the 
building of the Panama Canal, and few, if any, have been injured 
by it, whereas the whole world has been improved by the building 
of that canal, just as it was by the building of the Suez Canal. 

The Chairman. San Francisco and the other Pacific ports had 
natural advantages before the Panama Canal was built. The canal 
is not a natural advantage ; it is an artificial advantage created by the 
investment of capital furnished by the taxpayers of the United States. 
As you say, only those who are within reach of these special benefits 
receive a return for that taxation. 

Mr. Mann. Oh, no. I say the whole people of the United States 
enjov that benefit, the people of the whole Central West, and New 
York and the Atlantic coast, who constitute more than 75 per cent 
of the population. 

The Chairman. I see no difference in building a canal to force the 
railroads to reduce their rates and building a Government railroad 
for the same purpjose. 

Mr. Mann. I did not suppose anvone would think the Panama 
Canal was built for the purpose of making the Southern Pacific 
lower its rates from New York. 

The Chair3ian. There is no doubt that the reduction of railroad 
i-ates had a great deal to do with the building of the canal. What- 
ever facilities are created by public taxation should, as far as possi- 
ble, be of benefit to the whole public without any restrictions what- 
ever. 

Mr. Mann. You do not mean that public taxation results in the 
same benefit to everybody? 

The Chairman. Maybe not to everybody. 

Are there any further questions? If not, we will take a recess until 
2 o'clock. 

I may say, Mr. Mann,, that your statement has been of great 
benefit to the committee. 

Mr. Mann. Thank you. I would like to say that your examination 
is always extremely pleasant to me. 

(Thereupon, at 12.30 o'clock p. m,, a recess was taken until 2 
o'clock p. m.) 

AFTER RECESS. 

The committee reassembled at 2 oVlock p. m., pursuant to recess. 
The Chairman. The committee will come to order. Mr. Wettrict 
you may proceed in your own way. 

8TATEMEHT 07 lOL & J. WETTBIGK, 07 SEATTLE, WASH. 

Mr. Wettrick. Mr. Chairman and members of the committee<. I 
am the attorney and manager of the transportation bureau of the 
Seattle Chamber of Commerce and Commercial Club* which is the 
Organization in Seattle that looks after that city and commonity's 
commercial and industrial interests, and those are the interests in 
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whose behalf I appear here. In fact, I might say that the interests 
of the entire Northwest — at least that part west of the Cascade Moun- 
tains — are exactly the same as that of the city of Seattle, so that in a 
sense I represent all of those interests. 

The subject that is before this committee has really been covered so 
fully that it would be but repetition, I feel, to prolong the discussion 
from the standpoint of those who are opposed to the proposed law. 
The intention at the beginning of the hearings before this committee 
was to conserve as much time as possible, and in accordance with 
that it was agreed that such statements as anyone appearing here had 
made before, as were regarded germane to the subject, might be in- 
corporated here, and that time could be saved in that way. Any gen- 
eral statement that I might make to this committee by wa.y of in- 
troducing what I have already said would be but repetition of what 
Mr, Mann from San Francisco stated so thoroughly and I think sc> 
well this morning. So if it is perfectly understood that I thoroughly 
concur in those views, and that if I were to go all over the subject 
again it would be to express those ideas which have been expressed 
from the standpoint of the Pacific coast cities — and in a general wav 
the question is the same everywhere, and the principle involved is 
the same everywhere — I will content myself with simply asking this 
committee to permit me to incorporate the statement which I made 
before the Senate subcommittee. 

The Chairman. You have that permission, as all others do. You 
can incorporate all of it or any part of it, just as you wish. 

Mr. Wettrick. And that, of course, is not yet available. 

The Chairman. I mean when available. Your statement will not 
be printed until you present that part of it or send it to the clerk of 
the committee, and then it will be printed as one statement, consecu- 
tively. 

Mr. Wettrick. I would also like to say that Mr. J. W. McCune^ 
representing the commercial interests of Tacoma, appeared before 
the Senate subcommittee, and he could not wait for these hearinirs 
and has returned. His statement there was brief, and it presents the 
views of shippers in the city of Tacoma, and he asked me to make the 
request of this committee that his statement be likewise incorporated 
in this hearing. 

The Chairman. As though he had appeared before the committee? 

Mr. Wettrick. Yes. 

The Chairman. That may be done then. 

Mr. Wettrick. Now, if 1 should start at all to discuss anything, 
as I said, I would simply be repeating, and the first thing I know I 
might be getting into it so far that we would be uselessly taking up 
the time, and for that reason I am going to let the statement which I 
made before the Senate subcommittee stand as my statement before 
this committee. 

Mr. Esoh. Is there any phase of the pending question that was 
contained in your testimony before the joint committee at San Fran- 
cisco last fall that you would like to incorporate in your hearing 
now ? Or have you practically covered all of that in your testimony 
before the Senate subcommittee? 

Mr. Wettrick. I think I covered the subject perhaps more fully 
before the Senate siil>cominittee than I did in San Francisco. There 
are some things in that statement that I did not cover in my state- 
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ment before the subcommittee, but they were matters which had been 
covered before the Senate subcommittee before I had an opportunity 
to make my statement, and I did not care to reepat them. For in- 
stance, you will remember, Mr. Esch, that I quoted to a considerable 
extent from the decisions of the Interstate Commerce Commission 
and from various writers on this subject, to show that all experts 
agree that the principle of the present long and short haul clause is 
correct. A part of that, particularly what Judge Noyes has had to 
say on the subject, was included in Mr. Spence's statement, so that 
what will go into the record that is bein^ made before this committee 
in one form or another covers everything that I said before the 
committee in San Francisco. 

Mr. Esch. Very well ; if that covers it. 

The Chairman. Are there any other members of the committee 
that desire to ask Mr. Wettrick any questions? If not, we are very 
much obliged to you, Mr. Wettrick. 

The statements above referred to are as follows: 

STATEMENT OF HK. S. J. WETTBICK, ATTOSNET AND HANAOEE 
OF THE TEAN8P0ETATI0N BUEEAU OF THE SEATTLE CHAHBEE 
OF COMMEECE AND COMHEECIAL CLTTB. 

Mr. Wettrick. As has been stated before, I am regularly the attor- 
ney for and the manager of the transportation bureau of the Seattle 
Chamber of Commerce and Commercial Club, which represents the 
commercial, industrial, and shipping interests of the city of Seattle 
and conmiunity, and these are the mterests that I represent at this 
proceeding here. 

While 1 have not taken the trouble to send out any letters or tele- 
grams to line up all of the other cities or towns that are in the same 
position that we are, and ask for their permission to represent them 
here, or to enter their appearance, it is safe to say, and in fact I know 
that their position upon the question is the same as our position ; so 
that it may be said, of course, that the views that those of us who 
are here representing the cioast cities express will represent tlie views 
of the Pacific coast interests generally, and perhaps any other in- 
terests throughout the coimtry which are in the position that the 
coast cities are, located at the competitive points, where the departure 
from the long-and-short-Jiaul clause is noticed and necessary. 

I have regretted, as the matter has proceeded here, to note that 
the impression seems to be that the Pacific coast cities have no particu- 
lar interest in this matter. Of course, the intermountain representa- 
tives have always contended that, and now it seems, from the state- 
ment made this morning, that the carriers have come to the same 
conclusion, and I want to try, if I can. Senator, to make clear how 
we view this question, and I want to explain in as modest and humble 
a manner as possible that our interest in this matter is not at all a 
selfish interest. 

I do not know but what, as you have gotten the view of the people 
who are interested in the city of Spokane, you have come to the con- 
clusion, perhaps, that our position is merely one of trying to main- 
tain some advantage or preference to which we have no right, 
whereas, our position is tiiat unless through an artificial law, or 
some other means, the natural conditions which exist at the coast 
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cities are restricted and limited, we know that the carriers will be 
forced to make rates which will meet the water competition, and 
of course* that is of some advantage to us. 

Now, I assume that when the carriers say, as was stated this 
morning, that they do not consider that we have any right in a 
matter of this kind, that they mean this; that whether they meet 
these water rates and give \s water competition in rail rates, 
makes no difference to us, because we will have the equivalent of 
those rail rates during normal times; namely, that we will have 
water rates, and, of course, it is true, and that is one of the things 
that in considering this situation we always come to, that no mat- 
ter what may be done by these competitive rail rates, we are always 
in a position where we can avail ourselves of the low rates which 
water transportation affords. So that in one sense it makes no differ- 
ence whether the railroads are prohibited from meeting water com- 
petition or not, but for the same reason, namely, the fact that we 
can turn to the sea and avail ourselves of water transportation, we do 
not think are injured in the least if the carriers are permitted to 
meet the water competition. 

So, then, if to permit the carriers to meet the water competition 
is of any advantage to us at all, they are advantages which we can 
enjoy without any detriment or harm whatever to the intermountain 
cities, and, in fact, as I think must appear quite conclusively by this 
time, with benefit to them, because whatever of our traffic we route 
\mder competitive rates over the rail lines, which nets the carriers 
something, as has been said, over and above their out-of-pocket 
cost, goes just to that extent to maintain the means of trans- 
portation upon which the interior cities are solely dependent. 

Now, I want to be just as frank as I can, and" say that I am not 
urging any of the things that I propose to say here from any selfish 
reason. In a broad, general way I think it can not be gainsaid that 
it is to the interest of the entire country, the Pacific coast, the 
intermountain territory, and everyone else, if the carriers are not 
restricted and limited by laws from meeting the natural conditions 
which exist — from meeting the competitive forces that they have to 
meet everywhere. In fact, to prevent them from doing so would 
undoubtedly mean to cripple them very seriously, and it seems to 
me that it must be obvious that if they are making any money 
on the competitive traffic which they handle, and they are denied the 
right to do that, that they must charge higher rates for the traffic 
which is not competitive. 

So that in the nrst place, I think it is perfectly proper for us to 
appear in a matter of this kind, interested, as we are, in 
having all the means of transportation possible, to urge here or 
anywhere else what we believe to be not only in our interest, but in 
the interest of the carriers and shippers generally, and the country 
as a whole; but there are other things. To permit the railroads to 
compete furnishes us an additional and competitive transportation 
service which, as I said a moment ago, we can enjoy without the 
slightest harm to the interior communities, which does not accentuate 
any discrimination which exists. If we are in a position to obtain 
our freight at water transportation rates, then what difference does 
it make to any community if we are permitted to bring them by 
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rail, or any other means of transportation that may be available, and 
why should anyone particularly have an objection when, by so doing, 
we would be joining in giving traffic to a means of transportation on 
which they depend? 

So, if there is anything that I want to make perfectly clear, it 
is that there is absolutely not the slightest feeling about the ques- 
tion, so far as the people of Seattle or the western part of the State 
are concerned. The cities of Spokane and Seattle, as I have said 
before, are in the same State, and in one sense we are perhaps as 
much — I might say more interested in the development of the State 
of Washington, the northwest and the entire western country than 
we are about the contending claims of shippers in any two conmiuni- 
ties, and if we can continue a system of transportation which has 
existed heretofore, which enables the carriers to best serve in view 
of the natural restrictions which exist, all the communities of a par- 
ticular State, then, certainly you have absolutely the best and most 
flexible transportation condition which could possibly exist.. 

Now, an additional transportation facility opens up to us in- 
creased markets of suppl}'. It opens up to us additional territory 
in which we can dispose of our products, and right here, lest I for- 
get to emphasize it later on, I want to mention the fact that on the 
things which the State of Washingon produces — which this western 
country produces, that we ship to the great markets of the East — 
there is no discrimination except on one or two commodities that 
have been mentioned. 

The rates on lumber and on the products of the mines and other 
things from the inland 'empire — from the interior country — actually 
move to the markets of the East at lower rates than we pay 
to ship to those same markets, and the reason why the carriers have 
made the rate adjustment, eastbound, on those commodities, as 
they have explained, is to provide the widest distribution. Why, 
it has been mentioned here, for instance, that sugar rates exist from 
Utah to Chicago, which violate the fourth section — which are higher 
to St. Louis and other intermediate points, made to meet competi- 
tion from other parts of the country. 

Xow, that is an advantage that the Utah people enjoy, which will 
be taken awav from them if we have an absolute long-and-short- 
haul clause, feates on salt from Saltair, Utah, have been mentioned, 
to Portland, Oreg., which are considerably lower to Portland than 
they are to points intermediate between Saltair, Utah, and Portland, 
made lower to Portland than they would otherwise be in order to 
meet the competition that comes up from San Francisco Bay, and 
in that instance, of course, Salt Lake benefits by the fact that the 
carriers are not required to conform to an absolute long-and-short- 
haul clause. 

Mr. Campbell. Now, you claim that if the absolute long-and-short- 
haul clause was applied on traffic westbound it would have a tendency 
to increase the rates to the interior points. Now, if that is true west- 
bound, what becomes of the increase to the interior caused by the 
hauling of products eastbound, without complying with the fourth 
section? 

Mr. Wettbick. Well, Mr. Campbell, that question there was fully 
discussed by Mr. Spence and the railroad men, and I am not going 
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to undertake, because I think it would be useless, to justify every 
rate condition that exists. It has been fuly explained what different 
things the carriers take into consideration in establishing that adjust- 
ment, and while, of course, your position is that you are not treated 
in the same manner, the fact of the matter also is that there are 
many things which make a difference, and that the eastbound adjust- 
ment of the rates is favorable to you as well as it is to us. 

Mr. Campbeljl,. That is not the point. The point is this: That if 
the westbound traffic would comply with the fourth section, you say 
it would increase the rates to the intermediate section. Well, now, 
then, if that is so westbound, the fact that the eastbound traffic is 
carried without violation, then you should increase the rates to the 
interior points in the East, according to your argument, but it does 
not do it. That is what I want to call attention to. 

Mr. Wettrick. Well, of course, I would have to admit, Mr. Camp- 
bell, that the tendency would be the same, so far as that is concerned. 

Mr. Wood. If I may be permitted to interrupt the suggestion from 
Mr. Campbell, Mr. Spence pointed out that the effect of the with- 
drawal oi the right to meet water competition at the ports west- 
bound would not only have a tendency to increase the rates to the 
intermountain country but it would also have a tendency to increase 
these very low eastbound rates on the products of the intermountain 
country and the whole western country, because of the increased 
expenses that would be incident to the great empty car movement 
that would be created, and in order to recoup as far as possible the 
loss from that net revenue that had resulted from the coast business* 

Mr. Campbell. Yes ; but if your argument is true as to westbound 
it must be true as to eastbound, from the fact that you haul these 
products eastbound, without violating the fourth section, and it 
then must throw a burden upon the interior, which you are now mak- 
ing up by violating the fourth section, westbound. 

Mr. Shaughnessy. Another point I would like to call attention to 
at this time is that the intermediate or intermountain points have 
never asked for less than a reasonable rate applied at intermountain 
territory from all eastern defined territory. Mr. Spence made it 
appear that the rates as now constructed and applied to intermoun- 
tain points were in and of themselves less than fully compensatory. 
The mtermountain territory has never contended for a less than just 
and reasonable rate ; neither do we ask at this time for such an arti- 
ficial arrangement to continue for the future, even though it may 
result in increasing our rates to a just and reasonable basis, if they 
are not at this time fully just and reasonable. That is the angwer to 
that. May I ask you a question, Mr. Wettrick. 

Mr. Wettrick. Yes. 

Mr. Shaughnessy. The effect of your testimony, then, thus far,. 
is that the railroads be allowed to handle the westbound transconti- 
nental traflSc at out-of-pocket rates, because to do so adds to the total 
revenues of the carriers and therefore enables them to malce rates 
lower at interior and other points. Now, then, that carried to its 
logical end amounts to this, that it takes the traffic away from your 
merchant marine, which I assume you, as a water-competitive pointy 
ought to be very much interested in promoting and building up. 
Now, what are you going to do if you permit the carriers to cany 
out that scheme of meeting competition, which has the effect of an- 
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nihilating your merchant marine or v;ater-transportation facilities 
at Seattle and other Pacific coast points ? Why are you not interested 
m the prosperity and the upbuilding of your waterway transporta- 
tion to the same extent that you are of your rail transportation ? 

Mr. Wettbick. Well, that is a pretty long question, Mr. Shaugh- 
nessy. I want to correct one thing in your question first, and that is 
that I did not say that they should be permitted to engage in traffic 
at rates that will merely pa}' the out-of-pocket cost, but, of course, 
somctliing oyer and aboye that. 

Mr. SiiAUGHNEssY. The same definition the Interstate Commerce 
Commission gives to it, which amounts to the same thing. 

Mr. Wettrick, All right, if we understand you that way. 

Now, then, we come to the next phase. I might, of course, come 
back at you with the question, particularly in yiew of what has 
happened at this proceeding, and ask why we should be any more 
solicitous about water as a means of transportation than about rail. 
The railroads of this country gird it with iron and steel, and if we 
had to depend on one or the other we would certainly depend upon 
the rail lines; and I think ilr. Spence very clearly pointed out that 
water transportation, looking at it in one way, is supplementary 
merely. 

Mr. SnAUGHNEssr. Merely incidental. 

Mr. Wettrick. To rail transportatiop. Now, just a minute. Do 
not come to the conclusion now that I am going to say or have said 
that we don't care anything about water transportation. We realize, 
of course, that whatever natural advantage we have inheres in the 
fact that we are located on the ocean, and in the possibility of water 
transportation, but we also know that it is unnecessary that the 
railroads should be forced to keep up their rates at the terminals 
at a certain point before 3^ou could have water transportation; or let 
me put it the other way : The rates which the water-transportation 
companies made between the two coasts, following the opening of 
the Panama Canal, were not unreasonably low rates. They were not 
unremunerative rates. It has been clearly brought out in the various 
proceedings in the last two years, in this transcontinental rate case, 
that the steamship companies made money ; made up their surpluses ; 
built up their fleets from a few ships to 27 or 29 in the case of the 
American-Hawaiian Steamship Co., first, on profits made over the 
Tehauntepec route, then on the rates which they put into effect when 
they went through the canal. So, I say, the rates which the steam- 
ship lines then established were not too low, and I will make this 
prediction, that when the Panama Canal has been opened long 
enough for the steamship companies to become organized and to 
concentrate upon it that you will have water routes from New Or- 
leans to the Pacific coast and from many other points where we have 
not heretofore had steamships, and that, if anything, we may have 
these water rates between the two coasts lower than we have seen 
before; so that my answer to your question is, Mr. Shaughnessy, 
that to insist that it is the proper thing to permit the carriers to 
meet water competition does not at all mean tnat we don't want any 
steamships or that we are not interested in them as much, if not 
more, or that because we have rail competition we are not going 
to have any water competition; but I think we must assume that 
whether the steamships are operated by private interests or by tho 
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Government, if it should have a merchant marine, that there would 
be no attempt made to charge whatever rates could be made^ in 
order to prevent it from moving by rail, but that under private 
or Government operation the rates will be only high enough by 
water to pay expenses of operation and net a reasonable return on 
the investment; and the cost of water transportation is so much 
lower than rail transportation that there is no danger of the rail 
lines driving the steamship lines out of business. Of course, Mr. 
Shaughnessy, we all read and know a great deal about what com- 

getition between railroad and steamship companies in years past 
as been, and I notice, Senator, that in your minority report on the 
railroad bill you refer to the fact that the railroad lines have driven 
the steamship lines out of business. 

Mr. Campbell. Did thejr not drive the steamship lines, organized 
by Mr. Jacobs, out of busmess ? 

Mr. Shaughnessy. The San Francisco Merchants' Association. 

Mr. Campbell. Did they not drive that line out of business? 

Mr. Wettrick. I know nothing about that. 

Mr. Campbell. Let me suggest, gentlemen, that you give Mr. 
Wettrick an opportunity to make his statement, and when he gets 
through with it, ask him questions if you desire to. 

Mr. Wettrick. If I may, Senator, I would like to finish what I 
was on there now. 

Now, of course, I do not want to impeach anything that you have 
said in the record or the report to which I referred there. 

The Chairman. I do not claim that it is free from error; and 
to be perfectly frank, I want to get your views in regard to it. 

Mr. Wettrick. But it is a fact, of course, that for 7 years, or even 
10 years, there has been no driving of steamships out of the coast- 
to-coast service by the railroad lines. We have had, as has been 
shown here, steamship competition increasing. There were, as the 
records of the commission show, 49 ships in the coast-to-coast 
service, following the opening of the Panama Canal, at rates. 
Senator, that did not just go a little ways under the rail rates then 
existing, but at rates so much lower that the carriers felt compelled 
to go to the commission and say to it on schedule C commodities that 
unless they were permitted to establish lower rates than those which 
the commission had authorized them to establish in 1911, when the 
decision was first rendered, that they would absolutely lose all of 
that heavy traffic to the steamship lines. So, let us get away from 
the idea, if any of us have an idea, that during the last 7 or 10 years 
the railroads have set the pace on transcontinental freight traffic, be- 
cause they have not. The steamship lines have voluntarily made 
their own rates, and it has been, you might say, a constant effort on 
the part of the rail lines to secure permission from the commission 
to meet the varying degrees of water competition that have existed 
during that time. 

So my answer to the question that Mr. Shaughnessy put — I want 
to make it perfectly clear — is that our sympathy is not with the rail 
lines to the extent,*or at all, that we want to favor them to the driv- 
ing out of our steamship lines from business. We would not have 
this question before us here if it wei*e not for the fact that w>»tor 
transportation is, as I say, much cheaper than rail transportation » 
and the fact of the matter is — and it has been demonstrated by the 
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rates that have existed in the past — that the difference is so great 
that tlie steamships can go into coast-to-coast business at a profit at 
which the railroad lines can not meet and handle traffic, wnich the 
railroad lines can not and will not take away from them. 

I say can not and will not take away from them, notwithstanding 
what I want to discuss later on, and that is something about the 
relatively' small increased cost in handling traffic when the plants 
and facilities and other things are present. 

Mr. Bartixe. Before you go any further, I take it that you are 
desirous of preserving both steamship traffic and railroad traffic. Let 
me ask you if all the applications which have been made by the rail- 
roads for permission to lower their rates at cost points, in order to 
get a portion of the traffic which would otherwise be carried by 
water, does not tend to drive some steamships out of business or to 
keep others from engaging in the business if it is granted? 

Mr. Wettrick. I do not think so, Judge Bartine, because the dif- 
ference in the cost at which they can handle these freights is so 
great that when ultimately normal competition is established through 
the canal, as I just said, I doubt that on some things they will be 
able to approach each other. 

Mr. Bartine. Now, then, in all kindness, let me suggest to you 
that if that view is correct, then the railroads could have no possible 
motive in asking the Interstate Commerce Commission for the privi- 
lege of lowering their rates at the coast points. The only way they 
can get a portion of the traffic that would otherwise go by water is 
by keeping some ships out of the business; is not that true? You 
do not want to deny as plain a proposition as that. 
Mr. Wettrick. What was your proposition? 

Mr. Bartine. Every application that has been made by the rail- 
road<5 for permission to lower their rates at coast points, in order to 
cut off water competition or to get some of the traffic which would 
otherwise go by water, must in its very nature have the effect of 
keeping some ships out of the business that would otherwise be in 
the business. How can you get away from a plain proposition liki 
that? 

Mr. Wettrick. That would have to be admitted, of course, that no 
ships are necessary to carry coast-to-coast traffic that the rail lines 
carry. 

ifr. Bartine. I do not want to discredit your motives in any way. 
If that is true, and if you are anxious to maintain steamship com- 
petition with the rails, to preserve both rail and water commerce, how 
does it come that in all of the cases we have had you have always 
been on the side of the railroad ? 

Mr. Wettrick. For the very reason, Judge Bartine, that we think 
both rail and water transportation should be maintained, and that 
a condition should be permitted to exist under which that can be 
done; and in that respect we are not at all different from many 
others. It is simply bringing about between rail and water trans- 
portation the equivalent that Mr. Spence spoke about Saturday. 
That has been our interest in the matter ; and the reason why we have 
been in these cases was to maintain that very thing. 

Mr. Bartine. I do not think that you quite meet the proposition 
fairly. I do not mean to say you are unfair in your mind, but I do 
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not think that j'our answer meets the issue as I have presented it to 
yon. You protest to be equally friendly to the rail lines and the 
water lines, and yet in every single case you have been on the side 
of the railroads and against the water lines. 

Mr. Weitrick. Yes, sir; but we were forced into that position, 
Judge Bartine, by the offensive which you have been continually 
carrying on. There has been no one who has tried to force down 
the rail rates at the terminal cities, but you have always sought to 
deprive the carriers of the right to make the low rates necessary to 
meet water competition, and for the reason, as I have said, that we 
are interested in both means of transportation; that we want to 
maintain a wholesome competition between the two ; that the benefit 
of the natural jtdvantages which we possess in being located where 
rail and water meet may accrue to us — for that reason we have ap- 
peared in these matters to present the other side of an issue which 
has always been forced by the intermountain cities. 

Neither have we, of our own initiative, taken up that question. 
Always have we appeared in a defensive position, because we were 
placed in that position by the complaints that you have been bring- 
mg. 

Mr. Bartixe. Senator, do you object to my proceeding a little 
further on this line? 

The Chairman. Why, if Mr. Wettrick has no objection, I have 
none. 

Mr. Wettrick. I have none. 

Mr. Bartine. Mr. Wettrick, don't you know that at every hearing 
at which you have appeared and at which I have appeared I have 
earnestly protested to the Interstate Coimnerce Commission that the 
coast cities had no legal status in these cases; that the one sole 
ground upon which they stood was that because they had water com- 
petition at their doors, they were, therefore, legally entitled to lower 
rail rates, and for that reason they had no business in these pro- 
ceedings? Now, in every case is it not true, Mr. Wettrick, that you 
have been upon the side of the railroads? Now, how can vou say 
that you favor the railroads and the water-carriers alike, when you 
are always on the side opposed to the water carriers? 

Mr. Wettrick. Of course, Judge Bartine, I do not think that ques- 
tion needs any answering whatever. 

Mr. Bartine. I think it does, in view of what you have said, 

Mr. Wettrick. That is easy enough to explain. 

Mr. Bartine. Well, I will be glad to have you explain it. 

Mr. Wettrick. The interests of the railroads in this matter accord 
with our own interests, and, therefore, naturally we are on the same 
side; but not as has been intimated here, in order that through any 
collusion or any blackmail, as somebody even has suggested, or anv- 
thing of that kind, we may secure any favors from the railroads. 
Why, it seems to me, Mr. Chairman, that almost the most effective 
answer that can be made to this entire contention is to ask the ques- 
tion. WTiy do the railroads make these low rates to the Pacific coast 
terminals? Certainly not because they want to favor the Pacific 
coast cities. Certainly not because it is anv advantage to them to do 
so, except for the conditions which exist. The only reason why they 
do it is because they are forced to do so by natural conditions which 
exist, over which tliey have absolutely no control. 
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Now, why are we on their side? It h ap pens that we are on their 
side. We are not always on their side. We have just as many .con- 
troversies, perhaps, with the railroads with regard to rates as other 
people have, and, really, there is no foundation for any such charge 
at all. I would not make it myself, under any circumstances, if I 
valued respect for what I said. 

Mr. Baktine. Let me ask two or three more questions, and I am 
going to quit. 

Mr. Mann. Why do you not finish, if 3^ou have not finished? 

Mr. Wettrick. If you will wait a minute. Now, why are we on 
the side of the railroads? Not, as I say, because we are working with 
them or cooperating with them. Neither are we taking the position 
that we do by force or compulsion, as the carriers do when they 
make these low rates, but here is our position : We are located upon 
the water and we know that unless by an artificial law or some otner 
unnatural restriction the rail lines are deprived of meeting there the 
natural conditions which exist that we will have these water com- 
petitive rates, and then we go further and say — at least we argue, 
and I think we have a perfect right to say, too — that to prohibit the 
carriers from doing that is to deprive us of a natural advantage 
which we should be permitted to enjoy, and that without injuring 
anyone else — and, in fact, has been demonstrated — actually benefiting 
the communities who are objecting most strenuously against permit- 
ting the carriers to meet that competition ; and I am going just a lit- 
tle further than that, if the Senator please, because we come from the 
same State, and I want to make my position perfectly clear, so that 
it be not thought that w^ are selfish in the position that we take. 

I have said, and, I think, with more show of reason than that urged 
by the intermountain cities, that if there is any selfishness in either 
the position of the Pacific coast cities or the intermountain cities, 
that it lies east of the mountains, and I say so for this reason : We are 
located upon the water, where the natural conditions force these 
competitive rail rates. Spokane, to use it for an illustration, is not 
located upon the water. She, therefore, under natural conditions, is 
not in a position where she is entitled to or can secure the benefit of 
the low rates which water transportation affords. Not being in a 
position to do that, it seems to me that her purpose in these proceed- 
ings is to maintain an equality in rates with cities located upon the 
water by depriving the cities located upon the water of the natural 
advantages which exist there. 

Now, do I make myself clear? Does that appeal to anyone as 
being just, as reasonable? And the charge that is made against us 
is that, through favoritism or otherwise, we maintain these low 
preferential rates, and our purpose in these proceedings is to force 
up the intermediate rates, to maintain a discriminatory adjustment. 
I deny that entirely. Never have I made any contention for any 
higher rates at intermediate points. The fact of the matter is we 
have no concern about those rates. If anything, we wish you luck. 
Get the best rates that you can. 

Mr. Bartine. Now, then, will you stop right there and let me 
ask you, has the intermountain country ever asked for anything 
except a lowering of the intermountain rates? 

Mr. Mann. Yes; it has asked for the terminal rates, over and 
over again. 
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Mr. Bartine. That is, a lowering of the intermountain rates. We 
have not asked for a lowering or a raising of the terminal rates. 
Our complaint has always gone to the intermountain rates per se, 
and we have only asked that they should be lowered to the level of 
the coast rates, and you have fought us on every occasion, Mr. Wet- 
trick. 

Mr. Wettrick. No. 

Mr. Bartine. Then, what were you doing there? 

Mr. Wettrick. No; Judge Bartine; let me answer that now, be- 
cause that is the charge that Mr. Campbell made, and I can ansTver 
it so that my conscience, at least, will be clear, if nobody else under- 
stands me when I say that. 

Mr. Bartine. I am not challenging your conscience at all. 

The Chairman. A man is doing well to have any conscience, for 
over 20 years in this fight. 

Mr. Wettrick. While we appeared in that case, Judge Bartine, 
if it had been merely a question of whether or not your rates should 
be reduced, or were unreasonable, we would not have been con- 
cerned about it at all, but the reason why we were there and have 
followed this matter through all of its various stages, was because 
we knew that the inevitable result of the proceedings you were 
carrying on would be what has actually been demonstrated now, 
the advancing of the coast rates to the level of your rates, and, there- 
fore, we were simply there to show that this is an abnormal condi- 
tion that has existed, and that we did not think that the entire trans- 
continental rate structure should be overturned merely because of 
the existence of a foreiffn war, over which the people of this country 
have had no control, which would be temporary, merely, and which, 
in the long run, will have to be otherwise anyhow, whether we again 
get rail competitive rates or not. 

Mr. Bartine. Pardon me. Now, I want to say to you personally 
that I have the highest regard for you, and I am not questioning 
your motives at all. Every community is looking out for its own 
interests, and I assume that you are looking out for yours, but I 
want to suggest to you that I have been connected with these inter- 
mountain cases a great deal longer than you have, and I know 
exactly how they started. 

Preliminary to another question, I am going to ask you — I want to 
ask you to read the complaint in the Eeno case, which" was drawn by 
myself, and you will see that we asked for nothing under the blue 
sky of heaven, except a lowering of the intermountain rates. We 
don't ask any change whatever m your coast rates, and we, in the 
evidence, have attempted to show that your coast rates, applied to 
intermountain points would be amply remunerative to the companies. 
Now, so much for that. Just one question and I am through. 

Mr. Wettrick. Judge, would it be fair if I should interpolate 
something there? 

Mr. Bartine. Yes ; I did not think you wanted to. 

Mr. Wettrick. I will admit that your contention was that vour 
rates were unreasonable, and that tHey would be reasonable if the 
terminal rates were applied at intermediate points, but the primary 
purpose of your complaint, nevertheless, was that the discrimination 
which existed should be removed. 

Mr. Bartine. Yes. 
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Mr. Wettrick. That there was now no water competition justi- 
fying 

Mr. Bartine. Hold on. You are five years behind the times. I 
am talking about the commencement of the Reno complaint — when it 
was first filed, and when there was water competition. 

Mr. Wettrick. I have been referring to the situation 

Mr. Bartine. I led off in these cases long before you did. 

Mr. Wettrick. That does not make my answer any the less 
correct. 

Mr. Bartine. It does not apply to the facts, that is all. 

Mr. Wettrick. I will simply change it to this extent, and be 
equally frank in my second answer, that while you have been asking 
and claiming all of the time that your rates are excessive, and 1 
don't know whether they are or not, and I am not going to express 
an opinion on it, because you have offered better proof and know 
more about them than I do 

Mr. Bartine. Yes: 

Mr. Wettrick. But in every case involving your rates there has 
nevertheless been involved always the relationship between the rates 
to the intermediate communities and the coast, so that discrimination 
was involved, and there was alwavs involved the question of whether 
the carriers should not be denied the right to meet the water com- 
petition at the Pacific coast terminals. 

Mr. Bartine. Unquestionably that is true. We were asking to 
have a thing done which you say ought not to be done. I grant you 
that primarily our first complaint, before it was amended, was rested 
upon discrimination alone, but we proceeded further and amended 
our complaint, and specifically alleged that the rates to the inter- 
mountain section, particularly Nevada, were excessive, and that ter- 
minal rates, applied in Nevada, would be remunerative and would 
be just and reasonable rates. 

Now, I do not want to destroy the connection of your statement in 
any way. I have not taken much part in the cross examination — 
have not expected to do anything of that kind. I may make a little 
statement of my own when I get the opportunity, but I .want to 
remind you of the fact, Mr. Wettrick, that at the last hearing before 
the Interstate Commerce Commission, when the city of Spokane and 
the railroad commission of Nevada, in view of the elimination of 
wnter competition — the absolute cessation of water competition — 
asked to have the schedule C order canceled, the railroad people 
themselves made absolutely no showing, and the only showing in 
opposition to our contention was made by the coast cities and by 
business men generally. 

Mr. Wellrick. Judge, that goes back further 

Mr. Ba^ine. It is a fact, no matter where it goes to. 

Mr. Wettrick. That goes back no further than my memory of 
rates, and I must beg to differ with you on the statement you have 
just made. 

Jfr. Bartine. Did any railroad witness testify at that hearing? 
Will you name him? 

Mr. Wettrick. I do not remember now. I have not any specific 
witness in mind. I know that all of the attorneys who were pres- 
ent 
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Mr. Bartine. They were all present, I understand, and they asked 
questions, and so on, but they placed no witness on the stand them- 
selves, as railroad witnesses. There were representatives of coast 
cities or business men who alleged that they had unexecuted con- 
tracts which would be interfered with if the rates were changed. 

Mr. Wood. What hearing are you talking about? 

Mr. Bartink. I am talking about the last hearing upon the appli- 
cation of the Railroad Commission of Nevada to have schedule C 
canceled, because water competition had entirely disappeared. 

Mr. Wettrick. Judge, vou are ref erreing to the three-day hearing 
that we had before the luU commission here on the 24th of April, 
1916? 

Mr. Bartine. That is the very one in which the business men 
strenuously contended that the schedule C order should not be can- 
celed, or modified on the basis of the temporary conditions created 
by the cessation of traffic through the Panama Canal. 

The Chairman. Judge, we will give you an opportunity, and be 
very glad to hear from you fully on these subjects. 

Mr. Bartine. I will be awfully glad to quit right now, Senator. 

The Chairj^ian. And in the meantime I think we had better go 
ahead with Mr. Wettrick's statement. 

Mr. Wettrick. Yes. I just wanted to say, Judge Bartine, that 
your memory was wrong on that. About the only witnesses that 
were heard at that hearing were the witnesses of the American- 
Hawaiian and the Luckenback Steamship Cos. It was over in the 
commission's room. All of the railroad attorneys were present there. 
It was really a matter of argument and discussion, back and forth, 

ilr. Bartine. That brings out a question of fact. Those railroad 
men were absolutely opposed to you and opposed to the railroads — 
those steamship men, I should say. 

Mr. Wettrick. Yes; I know that the steamship men were, and that 
is not surprising at all. They are here now, represented by a gentle- 
man who, in discussing the principle involved, admitted that it was 
all right in a case where the long or circuitous railroad line is to meet 
a short, line: but while it is the same principle, where a rail line 
competes with a water line it should not there be permitted to oper- 
ate, and representing a steamship company as he does he puts it on 
the broad and patriotic ground that that is necessary to develop a 
merchant marine. The principle is the same, but his interests lie 
with the merchant marine. 

The Chairman. A merchant-marine man thinks the best thing 
that can hap])en to any country is to develop the merchant marine* 
That is natural. He thinks that is patriotism. 

Mr. Weitrick. That is quite natural; but how can you deny the 
l)rinciple in one case and say it is all right in the other if you are 
really goinir to express an opinion on this matter? It seems to me 
it is impossible, and as I have sjiid before, if Mr. Lyon is solicitous 
alu)iit the merchant marine I will simply say to him we are not trying 
to destroy the merchant marine. It is true the Luckenbach and the 
American-Hawaiian steamship companies deserted the coast-to-coast 
business as soon as they could get more money, while the railroads 
stayed with us and have been carrying not only the business they car- 
ried before, but the increased business to which is due in part at least 



Digitized by VjOOQIC 



LONG-AXD-SHORT HAUL ON RAILROADS. 395 

the car shortage and other things that have been mentioned, and 
so there are a good many reasons why we think it is a good thing that 
the railroad lines of this country should be kept in a* prosperous con- 
dition. That has been demonstrated in the past, and we do not need 
to be solicitous about the merchant marine. 

When Mr. Lyon's steamship company and the other steamship 
companies are no longer able to get the high rates which they have 
^een able to get in the foreign business they will come back to the 
cou£t-to-coast business again. That is what they started in to do. 
They have started in to do that, and thej will do it again, if they 
still have their steamships; and if not, there will be others available, 
and we will have a merchant marine and ships in the coast-to-coast 
business whether you pass an absolute long-and-short-haul clause or 
not. I mean, we will have that under the present conditions, and I can 
not help but thing that the purpose of the steamship companies in 
these hearings that have been going on for the past two years has been 
to bring about a condition which they knew would result in raising 
the terminal rates — ^the rates of the Pacific coast cities — in order that 
the coast-to-coast business might the sooner become attractive again 
for their ships ; in other words, so that they could come back into the 
coast-to-coast business at rates somewhat higher than they otherwise 
mi<rht. 

Mr. Lyox. I stated that exactly in my brief — that that is what we 
wanted. 

Mr. Wettrick. Certainly. 

Mr. Lyox. I think, Senator, they ought not to put us in the posi- 
tion of being patriotic here. The merchant marine I represent is 
not patriotism. I learned a long while ago that patriotism was the 
last resort of a danmed scoundrel who had nothing else to base it on. 
We are here to represent the facts — can't have both. 

The Chairman. All right, we will let it go, then, that you are not 
patriotic. I thought you were. 

Mr. Wettrick. Now, I did not have any fixed method of procedure 
in what I wanted to say here, and some of the questions that have 
been put to me have brought up things which perhaps will make it 
necessary for me to proceed in a different order than I have here- 
tofore; and by way of answering a question that Judge Bartine put 
to me, as to what our right in this matter is, I w^ant to say that I 
frankly admit that we have no legal right to the water competitive 
terminal rates, lower than the intermediate rates; no legal right in 
the sense. Senator, that we could in a court or any other tribunal 
force the carriers to give us lower rates. In other words, if we have 
competitive rail rates, it will not be because we can force them 
legally or through undue influence or anything else, but it will be 
because there is some other natural condition which brings them 
about: but as I said before, if the carriers are not prohibited, we 
know ithat they will have to, and it will be to their interest to do it ; 
that is, to meet these water rates. 

Tlie Chairmax. You have appeared, have you not, in the cases 
before the Interstate Conmierce Commission? 

Mr. Wettrick. Yes. 

The Chairmax. So that, at any rate, gave you a legal status, or 
else you would not have been a party to the case. They considered 
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you a party in interest, to such an extent as to give j^ou a standing 
before that commission ? 

Mr. Wettrick. Yes; and have always admitted that we were as 
much interested in it as anyone else, though we could not legally force 
the carriers to give us those rates. But our purpose in this proceed- 
ing, Senator, has not been to secure, you might say, any aflfirmative 
action on the part of the commission, giving us these lower rates, but 
our purpose has been to oppose the making of any order, or the taking 
of any action which would prevent the carriers from making lower 
rates, or to put it in another way, which would prevent the operation 
of the natural conditions which exist; and then I come to say that 
when you deprive us of the natural advantages which do exist, you 
are depriving us of something that we are entitled to, and to the 
extent that you equalize the natural advantages that we have with 
the natural disadvantages that other places have through artificial 
means, not forced by natural causes, to that extent we are deprived 
of something that we are entitled to and that we should not be de- 
prived of. 

The Chairman. Do you not consider it quite artificial that a rail- 
road company is allowed to charge one community more than 
another for the same service? 

Mr. Wettrick. I would not contend for that a minute, Senator, 
if the railroad company could do anything else, and even then I 
might not contend for it, if I did not think that for the railroad 
companies to do that is, after all, the best thing for everybody con- 
cerned. 

The Chairman. Yes; it may be the best thing. That is, I will 
admit that for the sake of the argument. You contend that it is 
the best thing. Others contend that it is not the best thing; but the 
point I was inquiring about was whether or not it was a natural 
condition. I interject that remark because you are insisting upon 
that condition. 

Mr. Wettrick. Of course, the meeting of competition fairly is a 
natural condition. When a railroad meets a water rate it does 
nothing but to meet the natural condition. 

The Chairman. Water competion is a natural condition, but the 
fixing of railroad rates is a purely arbitrary governmental matter. 

Mr. Wetitjick. Well, I know that that has been your view, Sena- 
tor, from communications we have had. In other words, as I under- 
stand it, your position is that our natural position ends with unre- 
stricted water competition — that we ought to depend on that? 

The Chairman. I will not undertake to state what my views are 
in regard to it. As I say, I think you are familiar with them, but 
my purpose here now is to give you an opportunity to state your 
views before us and everybody else that is interested. 

Mr. Wettrick. Then I say, of course, that our purpose has never 
been to invoke any action on the part of a commisvsion or a court to 
give us these lower rates, but it has been to try to prevent any 
action being taken, either judicial, legislative, or administrative, 
which would prevent natural causes from operating, because we 
know that if natural causes are permitted to operate, we will have 
water competitive rates, because the railroads are forced to meet the 
conditions that exist. And, so I say, I think it is perfectly right to 
say that if you deprive any transportation agency from meeting the 
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competitive conditions which exist, you are depriving us of an ad- 
vantage, or a benefit which we are entitled to, and then, of course, 
always comes the question, why should we do that or why should 
that be done, if it does no harm to anyone else? In fact, it is a 
benefit to those who are making the principal objection. 

Now, I want to quote in this connection from the decision in the 
Spokane case, in 15 I. C. C, page 419, where the commission says 
this: 

The complainants urge that the defendants, by charging a lower rate to 
Seattle from eastern destinations than is applied at Spokane, the inter meiliate 
point discriminate against that locality, and that the commission should order 
n removal of that discrimination. We have expressed the opinion that this 
contention is not well taken; that Seattle, by virtue of its location upon the 
oceun, can command a better rate from eastern territory than Spokane, situ- 
ote<l 400 miles inland ; that the carriers may meet this situation at Seattle by 
making a lower rate than is accorded - Spokane. This Is a disadvantage of 
location under which the city of Spokane rests, and of which it can not justly 
complain. Spokane is entitleil to ask of these defendants, not of necessity 
the same rate as Seattle, but a rate which Is, under all of the circumstances, 
just and reasonable, and our duty In the premises is to establish such just and 
reasonable rate. 

And further, as to the question of what our right is in this 
matter, I want to quote from the decision last June of the Interstate 
Commerce Commission, from Mr. Harlan's opinion, and I should 
explain that that was the decision in which the Intei-state Commerce 
Commission found, because there is now no effective water competi- 
tion between the two coasts, higher rates could no longer be main- 
tained at intermediate points, and required carriers to remove the 
discrimination. 

Commissioner Harlan dissented from that, because he said 
the then existing rate structure had always been in effect, and in 
the years to come that would again be the situation; but so far as 
the statement jvhich he here makes is concerned, it is a repetition of 
what the Interstate Commerce Commission has repeatedly said : 

In the development of transiwrtation nothing has yet appeared to suggest 
that commerce will ever move by land so cheaply as by the natural routes. 
So far, therefore, as may now be anticipated, the all-water route through the 
canal must control and, for the generations to come, be the basis, In large 
degree, of the trade and commercial rehitions between the Intermountaln 
cities and the competing communities that are favored by being ports on the 
Pacific Ocean, and imless the economic advantage of being terminals for an 
all- water route from coast to coast be taken away from the Pacific coast 
cities by some upheaval of nature or by legislation, they apparently will have 
in the future what they have always had in the past, namely, lower all-rail 
rates on commerce that can and does move freely by water than the less 
dWtant Intermountaln cities, In the nature of things, may expect to have. 
In all countries Important cities are to be found the prosperity and command- 
ing position of which grow largely out of the fact that they are on the water 
awl, therefore, have the benefit of that cheaper mode of transporting their 
commerce, and In many reported cases we have said that such comnmnities 
may not lawfully be deprlve<l of the benefits of their location on navigable 
waters by compelling the rail carriers that serve them to maintain rate adjust- 
ments that ignore that natural advantage. 

The CH.\iR:vrAX. Let me ask you just a word; you spoke of it las a 
natural advantage. Suppose there were not any intermediate points 
at all. You do not claim that you are entitled to any aid from the 
intermediate points, do you, in getting your transportation? 
Mr. WETrmcK, We do not but to the extent that they fur- 
nish freight that helps pay for maintaining the lines. 
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The Chairman. I am speaking about the cost of the transporta- 
tion. I am quite interested in your answer. Do you mean to con- 
tend that Seattle and Tacoma, to use them as an illustration* are not 
only entitled to their advantages which they have from water trans- 
portation, but that they can call on other communities of the country 
to contribute to them to get cheaper railroad transportation also ? 

Mr. Wettrick. No; I would not say that, Senator. 

The Chairman. You would not say that? 

Mr. Wettrick. No. 

The Chairman. That is the effect of the situation, is it not? 

Mr. Weitrick. Well, I do not 

The Chairman. Take your time about answering. You need not 
answer right now. It is just a suggestion. 

Mr. Wettrick. I want to answer it now. Let me see whether I 
understand youi* question. To make it a little more specific 

Mr. Mann. Mr. Wettrick, you remember the Minimum Rate case, 
do you not, in which the Supreme Court held that where a carrier 
does not charge in freight rate between competitive points more than 
the cost of transportation no burden will be imposed upon any other 
intermediate point? That is the Supreme Court's decision, ISi U. S., 
page 1, if I remember right, Senator. 

The Chairman, Let that go in the record. In view of that, if that 
is the case and there were no intermediate points to assist in the 
matter, how would you get your railroad at all? How would you 
have any railroad transportation on this theory of out of pocket 
cost? Where would you get it? There has got to be some money 
spent to build a railroad in the first place and to equip it with cars. 
\\Tiere are you going to get the money to do that with ? 

Mr. Mann. Putting it in another way, I suppose you would say. 
How is the railroad going to pay interest on its bonds, its overhead 
expenses, and its dividends? 

The Chairman. That is another way of putting il, but I was 
trying to reduce it to a little more fundamental form. 

Mr. Mann. Of course, as far as these transcontinental roads, 
operating through California are concerned, we must remember that 
they were built with Government assistance very largely in the first 
place. As far as the payment of the interest on bonds and those 
other items of expenditure to which a railroad is entitled, and which 
it must meet, just as Mr. Spence said Saturday, that part of their 
income must be derived from other traffic, and the assistance which 
the "competitive traffic" or any competitive traffic lends in that 
direction is, so to speak, so much velvet, which they could not other- 
wise obtain if they did not haul that traffic. Now, then, it is true, 
as Mr. Spence said, that those additional expenditures — this addi- 
tional expense and those dividends and interest on bonds must be 
derived from the whole business, and if it is going to be obtained 
entirely from the business of these transcontinental lines, without 
the assistance of that part of the income over and above the cost 
of transportation, which helps in this regard, then that part which 
is derived from the competitive freight must be an imposition upon 
the other traffic of the road; an<l allow me to say that a part of 
that traffic of these roads with which we in the Pacific coast section, 
and our friends in the intermountnin section, and those in tlie cen- 
tral section, which Mr. Winchell spoke of this morning — the trans- 
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Missouri section — are all definitely and immediately interested in 
is the local transportation service of these carriers, which itself 
would no doubt have to bear a portion of this additional require- 
ment, if these railroads were deprived of the competitive traffic. 

The Chairman. Yes ; now I understand — without interrupting too 
much — what the effect of that is, and also of the very interesting 
statement made by Mr. Spence and- others, that the railroads, if 
required to make a rate to the seai)ort that will pay the cost of the 
operation and the cost of construction, which is interest on their 
bonds, and the cost of capitalization — financing it — dividends on. 
their stock, if they are required to do that, they can not compete 
with the shij) lines at all. 

Mr. Mann. And the}' lose the business. 

The Chairman. They lose the business. That is the result of not 
being able to compete. Now, do you not think that the railroad doing 
this business ought to be able to pay the interest on its bonds ? 

Mr. Mann. Certainly. 

The Chairman. Well, that is one of the fundamental requirements, 
is it not? 

Mr. Mann. You might say so. 

The Chairman. How do you contend, then, if they can not com- 
pete with the water carriers in paying interest on bonds, that we 
ought to, by an artificial system of rates, by calling on interior com- 
munities, contribute money to subsidize them, so to speak, to com- 
pete with the water carriers, without paying interest on the bonds, 
or, in other words, without paying what it costs to build the rail- 
roads? 

Mr. Mann. Senator, let us take an example of a large manufac- 
turing house. It does, let us say, $100,000,000 worth of business a 
year. It makes 10 per cent, we will say, on $100,000,000 a year, and 
vet on perhaps 10 per cent of its product it makes only 1 per cent. 
Why is that? Because upon the surplus product of that concern, 
and in order to keep their mills running, to keep their men in em- 
ployment, and to keep a steady and pi'ogressive movement in this 
manufacturing institution, the surplus product is sold at 1 per cent 
profit only, and yet the total operation of the institution brings in a 
10 per cent profit. This coast-to-coast business, all of this competi- 
tive business throughout the United States, one road competing with 
another, or, as the saying is, the long line competing with the short 
line — all these long and short haul adjustments in the Southeast, and 
it is spider webbed with them — may be regarded as the surplus 
business of a railroad which brings them in 1 per cent, which helps 
to make up the 10 per cent upon the whole business of the road, and 
which, if they lost, would cause them, perhaps, to make not more 
than 9 J per cent upon their whole business. 

Mr. Ca3Ipbell. Mr. Mann, may I ask you right there, if that is the 
theory, why, then, would it not be better for the interests of the 
interior to tear up the track between the intermediate territory and 
the coast, or that is, that it never would have been built? There 
would have been, at least, interest on a very large investment that 
would not have to be made up by the interior, would it not ? 

Mr. Mann. If yon will examine the figures of that matter, and if 
you will examine the roads on the subject — I have some quotations — 
you will see very plainly that the effect of that would be that the 
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rates to the intermountain points would be very, very much higher 
than they are to-day, and, in the second place, the ocean would still 
be open and some one would build a road from the coast toward the 
interior. 

Mr. Campbell. But that has never been demonstrated. There has 
never been any comparison made by the Interstate Commerce Com- 
mission or anyone else to show, that the rates to the interior would 
be higher. That is simply an assumption, is it not? 

Mr. Mann. No; I do not think that is an assumption. I think that 
is so clearly self-evident that no one but some one extremely inter- 
ested would think of denying it. 

The Chairman. The railroad would not object to the rates being 
higher, would it? 

Mr. Makn. I think they would, for tliis reason, that there is not 
enough freight produced in this intermediate territory to justify the 
building of a road for that country; so that, as one writer has put 
it, they must either be content with the discrimination or do without 
the road. 

The Chairman. Well, nearly all of it is produced in the interior 
somewhere, removed from the*^ seaboard ? There is very little of it 
that is produced right at the terminal point? The raw material 
is carried there sometimes, to be manufactured? 

Mr. Mann. You might say that of New York; yes. They don't 
raise any wheat or corn there. 

Mr. Wood. May I suggest. Senator, that it seems to me that Mr. 
Campbell's question to Mr. Mann — possibly your own question — 
seems to rest upon the assumption that all that might be denomi- 
nated as the interest charges, or the cost of construction of that 
part of the railroad west of the intermountain district, is borne by 
the traffic to the intermountain country, if the rates to the coast were 
carried at the out-of-pocket cost and something more. 

Now, obviously that piece of railroad between Reno and San 
Francisco, and in California, does not subsist entirely on this traflSc 
from eastern defined territories to the coast. It carries traffic besides 
to the coast which is beyond the limit, which can be reached by the 
water lines, such as grain from the grain fields of the Middle West, 
It carries the local traffic of those States. It carries the traffic 
from San Francisco and the other ports back into the country. It 
carries a large amount of traffic from Pacific Coast States to points 
in the interior, not reached by the water lines, as well as to other 
points that are. 

The Chairman. And it carries a great deal of traffic of such a 
character as Mr. Spence pointed out, like fruit, for instance, that 
the ships are not equipped to handle. 

Mr. AYooD. Yes; that the ships are not equipped to handle. Kow, 
you can not earmark the many cars, and you can not say that the 
revenue that is derived from this particular piece of transportation 
has been devoted to the payment of this particular debt. All you 
can do is to take the thing as a whole. We start with the problem, 
as I think Mr. Spence put it Saturday, let us say that in order to 
pay the interest on our bonds we need a total of $10,000,000 over 
and above the actual expenses of transportation. Now, we ger u 
part of that from one character of traffic, and we get a part of it 
out of another. All traffic can not contribute ratably to that funil 
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out of which the interest is to be paid. Here is some traflSc to the 
coast, we will say, out of which in the aggregate we can make 
$1,000,000, but which does not pay regularly part of those interest 
charges. If we don't take that traffic to the coast and don't get that 
$1,000,000, then obviously we have got to assess that $1,000,000 on 
the remaining traffic and distribute it on the traffic that is left. 

The Chair3ian. I know that is the reason that is given, and given 
very clearly and cogently, but there is this circumstance, if you try 
to arrive at a conclusion as to what the real reason is, and from 
circumstantial evidence, as well as positive testimony, that a great 
many^ of these commodities on which these so-called terminal rates 
are given, that don't move by water at all, and never would move 
by water. I won't say a great many, but some, we will say. 

Mr. Wood. Well, I think. Senator 

The Chairman. To make my suggestion complete, so long as they 
don't move by water, it certainly can not be successfully contended 
that that rate, which is subject to the same objection which all of 
these competitive rates are, is a water-compelled rate. 

Mr. Wood. I am glad the Senator brought the matter up. It was 
touched on in some degree by Mr. Spence. I think Mr. Spence made 
the suggestion that some railroad officers were progressive. Now, 
the history we can not — there is no use of undertaking to deny these 
historical facts. The history of the transaction is that in the early 
days everything that moved was regarded as subject to water com- 
petition, and all the rates were adjusted on that theory. Now, they 
were something more than theoretical, because, if the" Senator will 
examine one of these early decisions by Commissioner Prouty, he will 
find that Mr. Prouty comments upon the fact that in the course of 
the case the commission caused the manifests of the steamship com- 
panies to be examined, and they found that literally, practically 
every article of commerce moving between the coasts did move in 
some degree by water. Manifests of those ships, covering substan- 
tially all moving articles of commerce, so that the theory that all 
traffic was subject to water competition was something more than 
a theory. It was a fact. But as these cases have progressed, and as 
the law has been administered, and as we have all learned by experi- 
ence, it has been shown that that water competition varied greatly 
with respect to different articles and the distances, and I think that 
is one of the great achievements of the amendment of 1910. 

The tendency of those amendments has been to require the rail- 
road companies to analyze their traffic and their tariffs more closely 
than they did before, for the purpose of determining what ai-ticles 
were water competitive in such a degree that they must recognize 
the force of that water competition to an extent which possibly need 
not be recognized on others. As long as the statute remained as it 
was all that was necessary to do was to show dissimilarity of cir- 
cumstances and conditions at the port, as compared with the cir- 
cumstances and conditions at the interior: then under the decisions 
of the Supreme Court, that ended the matter. Xo further examina- 
tion was required, but when the law was amended and the burden 
was put upon the carriers to make a case in a more concrete fashion 
than they had been required before the Interstate Commerce Com- 
mission gradually became more and more strict in the matters which 
60(553—18 ^26 
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thev required to be established by the railroads, and the result 
is that there has been this progress in removing from the list of arti- 
cles which were susceptible of water competition, but upon which 
that competition was not so acute as it was — a great number af arti- 
cles on which the rates to the coast were formerly lower than those 
to the intermediate points, and in the later cases we have undertaken 
to make an analysis of the commodities covered, and of the move- 
ment by water, and of the rates by .water, and oi the points of pro- 
duction, so as to limit the number of those articles to the smallest 
number possible, and in the proposals that were submitted to the com- 
mission in the final hearings on this matter the carriers themselves 
suggested and the commission practically adopted their proposals 
that the carriers should be required, upon the restoration of water 
traffic, not to go at this thing as they had done before, but that they 
should be required to support their application as to each commodity 
in the list. That was the course that was taken in connection with 
the schedule C commodities, of which the Senators have heard so 
much, where we were asking for a greater measure of relief than was 
accorded by the present order. 

The Chairman. Will you state again there, just in the briefest 
form, the character of schedules A, B, and C ? 

Mr. Wood. Schedule A comprises those articles upon which the 
rates to the Pacific coast, following the opening of the Panama 
Canal, were made no lower than to the intermediate points. In some 
instances the rates to the intermediate points were lower than to the 
coast — ^that is, in some instances they were graded, but on the sched- 
ule A articles there were no rates to the coast which were lower than 
to the intermediate points. 

Schedule B articles represent those commodities upon which there 
was some considerable degree of water competition, or assumed to be, 
to which the commission's so-called percentage order was applied. 
That is the first order that they made, after the law was amended, 
in w^hich it was 

The Chair3ian. The one in which thev established the zone sys- 
tem? 

Mr. Wood. In which they established the zone system and provided 
that the rates from the Missouri River to the intermediate points 
should not be higher than to the coast, and that from the district 
east they might be higher by 7, 10, or 15 per cent, etc. That is the 
case that w^ent to the Supreme Court. Schedule B consisted of those 
articles upon which that adjustment was provided in the tariff. 
Schedule C consisted of those articles upon which the competition of 
the ocean carriers, after the opening of the Panama Canal, became so 
increased and so acute that the railroad companies felt that they 
could not accept either alternative presented — that is, they could not 
afford either to go out of the terminal business and retire from that 
traffic, nor could they afford the penalty of remaining in the traffic, 
to apply this percentage order in constructing the rates to the inter- 
mediate points. 

Those were articles largely low-grade commodities, produced in 
the East, iron and steel articles being the most important, although 
there were many others, and which were movinff in very large volume, 
by sea at very low rates, and as to those articles the commission re- 
quired concrete proof with respect to the extent and degree of sea 
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competition, and in the proposals which the carriers have made to 
the commission respecting the future, one of their own self-imposed 
limitations in their suggestion as to how the law is to be administered 
is that the most concrete proof should be required with respect to all 
the articles upon which applications for departures from the fourth 
section are made, so as to establish the existence and extent of the 
competition b\' water, and the net result is that even before this last 
order of the commission, as a result of w^hich there are now no de- 
partures, a very large number of articles upon which there had pre- 
viously been departures from the fourth section had become adjusted 
to a basis of rates upon which there were none, and I think it is safe 
to say that so far as the future is concerned the articles upon which 
departures from the fourth section will be permitted will be even 
more limited under these limitations that I have described. 

The Chairman. Was that schedule C established in the percentage 
order case by the commission, or subsequently to that, on a com- 
promise between the railroads and the shippers ? 

Mr. Wood. No; the schedule C application might be regarded a 
supplementary application in the case in which the percentage order 
was made. The original applications which were on file at the time 
'>f the passage of the act, or just following the passage of the act, did 
not distinguish as between schedules A, B, and C. They were gen- 
eral following the practice that then prevailed, and the schedule C 
application was an application, as I say, to meet these very acute 
conditions of water competition that arose immediately upon the 
opening of the canal, and that if not technically filed as a supple- 
mental or amendatory application — in fact, became that — and was 
entitled in the same manner — given the same name in the reports of 
the conjmission — and when the order was made it was made as a 
part of the percentage order, so that there has never been but one 
order outstanding at a time. It really was made as a modification of 
the percentage order. 

The Chairman. Now, these classes of business in the section be- 
tween the intermountain cities and the coast that you described a 
moment ago, such as local business, and carrying grain from the 
interior, and the carrying of fruit, for which the ships are not 
equipped, will all be enjoyed, if that assumption is correct, even 
though the water lines are in full play of competition? 

Mr. Wood. You mean the railroad companies would get that 
business ? 

The Chairman. Yes; anyhow. 

Mr. Wood. Yes ; regardless of the disposition of this question. 

The Chairman. Of course, to just what extent the fruit move- 
ment may be competitive no one now kiiows. It has not been com- 
petitive in the past 

Mr. LroN. Senator, may I make a statement in that same con- 
nection ? 

The Chairman. Yes; if it is not too long, Mr. Lyon. 

Mr. Lton. The commission, in administering this schedule A and 
B, as I remember the decision, left it in the discretion of the carrier 
to determine when an article in schedule A became an article in 
schedule B. They did not have to make application to the commis- 
sion and did not have to make any showing to the commission as 
to whether it was of such a nature that it was subject to water 
competition or not. 
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The Chairman. That is, between A and B ? 

Mr. Lyox. Between A and B. C was left to the commission for 
special investigation. B was the option of the carrier, as long as it 
maintained these percentages; and to show how the law is adminis- 
tered — because I think the question here is one of administration of 
the law rather than the law itself — I appeared for some of the steam- 
ship companies, when a vast number of articles were taken out by 
the carriers from A and placed in B. I called the matter to the 
attention of the commission by petition, and the commission refused 
to suspend the tariff which I asked them to suspend and said that 
matter would have to be filed by some one who was injured, to wit, 
some interior point. You understand, I was in a very unfortunate 
position before the commission, because I represented purely the 
selfish interests of outside water lines, but it was taking from a 
business — much of it we showed was not handled by water in any 
respect and some of it was too expensive to handle by water, and they 
reduced it from A to B, and I thought you would like to know that. 

Further along that line there is another matter I want to call your 
attention to. 

ilr. Camphkll. Yes. I want to say, Mr. Lyon, along that line, 
that Spokane protested time and time again against the taking out 
of schedule A, in which there was no discrimination, and putting 
the article into schedule B, and creating discrimination, and the 
commission refused to suspend, claiming that the railroads had the 
rigiit to do that without application to the commission. 

Mr. Lyon. I do not want it understood that I claim the shipping 
companies had any right before the commission whatever. We 
simply called it to the attention of the commission as a matter of fact. 

^h\ Wood. I think the Senator should understand that under this 
new order all such distinctions as schedules A, B, and C are now 
wiped out, and if we ever get any further relief from the commission 
under this law it must be on a new application. Now, my under- 
standing of the approval which the commission has given to the 
suggestions that we have made is that in thos-^ two applications we 
must make a concrete case on the special articles; that there is not 
going to be anymore wholesale rate making under the fourth section 
on the theory^ that everything is subject to some degree of water 
competition, and that, consequently, it is proper to have some basis 
to wliich that may all be adjusted. 

Mr. Lyox. And that is recognized by the commission by the rates 
that are in effect to the coast. They are not passed n])on, but are 
n'Psonable rate'=5. They do not violate the fourth section but do 
violate the third section. They are the same rates as to the interior. 
In other woi-ds, the commission recognizes by allowing these rates 
that there is an ocean flowing from the Atlantic to the Pacific and 
some time in the indefinite future there may be boats upon that 
ocean, and, pending that situation, the carriers have the same right 
to give the same rates to terminal points that they do to the interior. 

Mr. Wood. There has been so much criticism of the commission 
that I think it ought to be limited in some i*espect. As ^Vlr. Lyon 
very well knows, the commission, under the first section of the law, 
has* nothing at all to say as to whether the railroad companies should 
raise the rates to the terminal points, cutting the rates to intermediate 
points. That was not in issue; that under the issues in that case 
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all that the commission could say was whether or not the fourth- 
section relief was to be withdrawn or whether it was to be continued. 
They said it was to be withdrawn. It was then within the province 
of the carriers to determine whether they would bring the terminal 
rates to the level of the intermediate and bring the intermediates 
down to the level of the terminal rates, or whether they would take 
the intermediate rates and grade them out, making still higher rates 
to the terminal points. 

The carriers, not the commission, in recognition of this situa- 
tion which Mr. Lyon has described, concluded to do the thing by 
lifting the terminal rates up to the level of the intermediate rates, 
and what the commission has decided in this last case is the appli- 
cation of the carriers, under the amended fifteenth section, to make 
tho^e advances. All the commission could decide on that was 
whether the making of those proposed advanced rates would result 
in unreasonably high rates to the terminal points. We had no 
authority to tell the carriers — they had not gone far enough — that 
they should, by reason of section 3, make those rates still higher. 
Xofjody knows better than Mr. Lyon thai to accomplish that result 
would require a complaint upon the part of the intermountain com- 
munities, which so far has not been brought, so that his criticism 
of the commission by reason of the present adjustment is altogether 
uncalled for. 
Mr. Wettrick. I wonder if I could proceed with my statement. 
The Chairman. Yes; I think we will suspend the interrupting of 
Mr. Wettrick and let him go ahead. 

Mr. Wettrick. I want to say, right along the line of the dis- 
cussion that has taken place. Senator Poindexter, and the other 
Senators here, that in the administration of anj law or statute such 
as the interstate-commerce act is you would arrive at perfection only 
after repeated attempts, and it requires constructive effort to remedy 
a situation and bring it on a basis where everything is just as it 
ouffht to be. 

5fow, from Mr. Wood's statement and other statements which have 
been made here, it is quite clear that while we might go back into 
railroad history and show glaring discriminations and wrongs here 
and there, from which we have suffered as well as other communi- 
ties, that more or less has been done through processes of law from 
year to year until we have arrived at a place where, in the sound 
judgment and discretion of the Interstate Commerce Commission, it 
may be said that everything is in pretty good shape. 

The terminal rates have been advanced to the level of the intermedi- 
ate rates. In some instances they have been advanced above that, 
and no discrimination exists now in the transcontinental situation. 
When water competition again comes back and the carriers find them- 
selves under the necessity of making these lower rates, if it is for 
the best interests of the carriers and all concerned, why should they 
not go to the Interstate Commerce Commission and have that expert 
body, which has been working on these thin.frs for years, pass upon 
the^e questions and have them exercise tlieir sound judgment and 
discretion as to what ought to be done? 

The wrong that has existed m the past has resulted sometimes from 
treating these things as a whole. In the decision of hist June of the 
Interstate Commerce Commission it clearly lays down what the car- 
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riers will be required to show with regard to these different commodi- 
ties and that permission to depart from the absolute rule of the 
fourth section will only be granted when it is shown conclusively 
that a certain rate on a particular commodity is necessary if the rail- 
roads are to be permitted to participate in the traflSc. 

Now, let us all be fair-minded about this and not impeach the 
judgment of the Interstate Commerce Commission in a matter in 
which there is really involved the question simply of what is the 
best way to handle the situation. 

The Chairman. Well, the Interstate Commerce Commission has 
never had an opportunity to determine the policy , has it ? It really 
has been fixed by statute? 

Mr. Wettrick. Senator, I really do not think that this should be 
regarded as a question of policy, unless it is put on the broad ^ound 
of whether we shall favor steamship lines by adopting a prmciple 
under which rail carriers could not meet the water-competitive rate. 
If there is anything in the present long-and-short-haul clause, or if 
there are any circumstances under which a carrier should be per- 
mitted to depart from an absolute long-and-short-haul clause, then 
that ought to be left, of course, to a body that investigates all of the 
facts and decides in the light of that, and I think that is the condi- 
tion that should continue to exist. 

The Interstate Commerce Commission is satisfactory to these gen- 
tlemen in every respect in the administration of the first section or 
the third section. The only thing they complain about is the admin- 
istration of the fourth section, to such an extent that their argu- 
ment in substance is that the Interstate Commerce Commission, while 
all right in every other respect, has not done what they think it should 
.do in this respect, and, therefore, they want you to take all discretion 
out of their hands in regard to this matteiC Otherwise, gentlemen, 
there certainly would be no reason for us to try over aijain the trans- 
continental rate case, when appearing before a committee to discuss 
a question of principle. We should not be concerned here with the 
question of whether the relief that a commission granted in one 
case or another was proper; whether the difference in the rate 
should have been 15 cents or 30 cents, but we should leave that to 
the Interstate Commerce Commission. If there is anything to justify 
the existence of that body, then certainly we must resolve all doubt 
in connection with such findings as it may make, and such orders 
as it may enter, in favor of the commission, and not question them, 
and we should not overturn a law which many believe to be salutary, 
merely because there are some people who say that it has not been 
administered as it ought to be. That does not go to the question of 
whether we shall have an absolute long-and-vShort-haul clause or not. 
That is a (juestion of principle, to be determined on other considera- 
tions than whether the Interstate Commerce Commission has done 
what it ought to do. 

Mr. Shaugiinessy. Mr. Wettrick. how may we for the future be 
assured of reasonably effective administration of the fourth section 
1)V the Interstate Commerce Commission? Will vou plea-e exphiin 
that? 

Mr. Wettrick. I think you have, Mr. Shaughnessy; I do not think 
that any of us ought to say that the Interstate Commerce Commis- 
sion has not acted fairly or honestly about this question. It has not 
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tain friends will agree with me or not — a rather scientific basis, 
which I think almost anybody would have to concede if they looked 
into it; I mean the inequalities that were found were eliminated, 
and tRe instances where fourth-section violations existed that should 
\ not exist were straightened out until everything, I think, could be 
said to be in pretty good shape. 

Mr. Lyon. What change was made by the commission's adminis- 
tration of the fourth section after 1910? When you wanted to 
violate the fourth section, what principle did the commission fail 
to apply, that the rules did not apply for 50 years? You stated 
if they did not state a concrete case - 

Mr^ Wettrick. You mean to go over the history again of what 
was done with these rates ? 

Mr. Lyon. Well, all I want is your opinion as to whether the In- 
terstate Commerce Commission pursued any other course in deciding 
the exceptions to fourth-section violations than the raih'oads had 
pursued during their existence for the hxst 50 or 75 years? Did not 
the commission take under couf-ideration identically the same things 
that the raih'oads took under consideration, and did not they do it 
under the instruction of the courts ? 

ilr. Wettrick. I would say to a large extent, which is to be ex- 
pected, because the reasons which impelled the carriers to make the 
rates were the natural conditions which the commission, when it be- 
gan to administer the law, found itself constrained to give effect to. 

Mr. Lyon. Did exactly what the railroads had done. 

Mr. Wettrick. It gave effect to it, but it made this important 
change. Senator, whereas before 1910 the railroads determined 
whether or not they would violate the fourth section and to what ex- 
tent, by the amendment of 1910, the fourth-section violations werv. 
declared unlawful, and it was provided that the carriers, where they 
deemed it necessary that they should make a lower rate for the long 
haul, might come to the commission and make application for per- 
mission to do that, and then the commission, as an export body, 
passed upon the question, taking everything into consideration, and 
decided what was the reasonable and proper thing to do, and what 
was just and fair for all concerned, regardless of the various claims 
of competing communities and other interests. 

ilr. Lvon7 Did they not have exactly that same jurisdiction, prior 
to 1910. with the one sole exception that the carrier decided whether 
the circumstances and conditions were similar or not, but that when 
the ca^e was brought to the attention of the commission, the commis- 
sion sat in judgment and did identically the same thing, prior to 
1910. after the rate went into effect that it did subsequent to 1910, 
upon th'* application and with practically the same result as it was 
the same commission, deciding the same issue, under exactly the same 
circumstances and conditions. 

ilr. Wood. Mr. Lyon, let me ask you a question. You are familiar 
with the decisions of the commission and the courts. You mean to 
say as a result of the amended fourth section there are not numerous 
instances in the Southeast where, under the new powers conferred by 
the new section, the commission withdrew fourth -sect ion relief to 
many of the so-called southeastern basing points, to which fourth- 
section departures had previously existed, over the protest of the In- 
terstate Commerce Commission, and under the law as decided by the 
Supreme Court ? 
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Mr. Lyon. I say thev did that, and I say it was the attitude of the 
Interstate Commerce Commission for 20 years prior to 1910 to have 
withdrawn exactly the same rates which were published by the car- 
riers, for the circumstances and conditions during that 20 years trere 
the same, and I will say further that the Interstate Commerce Com- 
mission granted increases to the fourth section on this very trans- 
continental business, as evidenced by the 126 class articles, and I sav 
it was its duty to do so under the law, because it had to look through 
the spectacles that had been provided by the railroads for the last 
75 years, and naturally they came to the conclusion that the railroads 
did, if they were equally honest in the public interest. 

Mr. Wood. Of course it may be a little unfortunate that we have 
not somebody here from the commission who could speak with more 
authority about what they have done. 

The Chairman. The commission will be represented here in the 
hearing. 

Mr. Wood. I want to ask Mr. Lj'^on, just as I did before, if he 
does not know that there were instances in the Southeast where 
departures from the fourth section were continued in the past in 
connection with whixjh the Interstate Commerce Commission had 
made orders requiring their removal before the law was amended, 
which orders were passed by the Supreme Court, and in connection 
with which, after the law was amended, the carriers were not re- 
quired by orders of the commission to remove violations of the same 
cnaracter. 

Mr. Lyox. I can not follow all of your questions, but I will say 
that the commission has since 1910 not granted all of the applica- 
tions of the carriers in the Southeast for violations of the fourth 
section, and, as I said before 1910, upon complaint of citizens, they 
forced the railroads to withdraw from many violations of the fourth 
section in the Southeast. I do not mean, Mr. Wood, to reflect upon 
the commission ; I think the commission has complied with the law 
as they see it. 

- Mr. Wettrick. Mr. Lyon's contention is that in his opinion the 
Interstate Commerce Commission had exactly the same authority 
prior to 1910 as they did after that. There is, of course, no need of 
discussing that, because the Interstate Commerce Commission and 
the Supreme Court differ with Mr. Lyon on that question, so that 
does not make any particular difference. The fact is that after 
the 1910 amendment the carriers were required to make these ap- 
plications, and did make the applications. Now. I have said, m 
answer to Mr. Lyon's question, that, of course, the commission per- 
mitted departures from the fourth section where it did for the same 
reasons which compelled the carriers to do so. The pui*posc of the 
act was to permit the commission to do that, but when Mr, Lyon 
states that the Interstate Commerce Commission granted fourth- 
section relief in every instance 

Mr. Lyon. I did not so state. 

Mr. Wettrick. And to the same extent that the carriers had vol- 
untarily taken relief before then he is absolutely mistaken, and there 
is sufficient in this record already to prove that, so that it is not 
necessary for me to again go over the history of the transcontinental- 
rate case or other fourth-section cases where the commission denied 
relief, where the carriers had previously enjoyed it. 
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Now, shortly after I got started with my discussion we were led 
oflp on a tangent by questions that have been asked, which have really 
controlled tne course of the discussion so far, so that I have really 
not finished stating what advantages we think accrue to the coast 
cities under a condition which permits the carriers to meet water 
competition and which I am urging as indicating that we do have 
an interest in this matter, which we think it is perfectly right for 
us to seek to protect. 

I have referred to the fact that it furnishes us an additional and 
competitive service; that it opens up to us new markets of supply, 
and in that connection I want to refer to something that was brought 
out this morning in connection with some questions that Senator 
Pomerene asked. He stated that Canton, Ohio, produced a large 
amount of tonnage. I think he said next to Cleveland, as much as 
any city in Ohio or any city between Pittsburgh and Chicago, and 
the Pacific coast and the intermountain territory use largely the 
commodities there produced. Now, if you enact an absolute long- 
and-short-haul clause, the effect of that will be that during normal 
times, when there is water transportation between .the two coasts, 
whatever is produced at Canton or Cleveland or Detroit or Chicago 
that is also produced on the East coast and may be obtained there 
will be obtained by the Pacific coast people along the East coast and 
shipped to the Pacific coast by water transportation, so that the 
effect of an absolute long-and-short-haul clause, under which the 
carriers could not meet the water competitive rate, either from New 
York or from Canton or from Chicago, would be to shift a large 
part of that business from that interior country to the East coast, 
and it would move by water to the Pacific coast. Now, what ad- 
vantage would that be to anyone? It would be of no benefit, cer- 
tainly, to the intermountain cities who are contending for an abso- 
lute long-and-short-haul clause, because if we can bring that stuff 
to the coast by water, what difference does it make to them whether 
we buy it in New York and bring it by water, or whether we buy 
it in Canton and bring it to the Pacific coast by rail ? 

The Chairman. Would it not be to the benefit of the workmen 
that build it and the people that own the ships and make money out 
of them? 

Mr. Wettrick. The goods would be shipped on the same rates. 
The onh'' difference is this, that if the rate from Canton to the 
Pacific coast is held hiffh by an absolute long-and-short-haul clause, . 
then it would be bought in New York and shipped from there at 
water rates: whereas if the carriers are permitted to make lower 
rates from Canton, we have the choice of markets of supply, as I 
said, which brings about competition between the sellers of these 
articles: and we can enjoy access to those markets of supply without 
the slightest iniurv to the intermountain territory. 

l^Ir* Maxn. Under the terminal-rate system, the rates from Canton 
and Youngstown, and so on, and New York and Cliicago to the 
Pacific coast ports will be the same amount per 100 pounds, under 
the terminal-rate system, generally speaking. 

Mr. Wettrick. They have been. 

Mr. Manx. That is the point, of course, that you base your state- 
ment on. 
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Mr. Wettrick. It is a question of market competition in that in- 
stance, exactly. That is to say, the water lines make a certain rate 
from New York to Seattle on a commodity, we will say, that is pro- 
duced at Canton, Ohio, as well, and then the rail lines make the 
same rate from Canton, Ohio, in order that the manufacturer in 
Canton can get into that territory. 

Mr. Campbell. The question Senator Pomerene asked was how he 
could explain to his people, provided there was somethinjr from the 
West needed, that they were charged more than New York. Take 
magnesite, now produced in large quantities near Spokane. Suppose 
that Canton had to pay more for magnesite than New York or Pitts- 
burgh paid. Don't you suppose they would holler? 

ifr. Manx. What is that on, eastbound rate? 

Mr. Campbell. Yes. 

Mr. Mann. There is no such case. 

Mr. Campbell. No; but I say supposing the Canton man was 
charged more from some western point for something he needed than ' 
New York, how could he explain it ? 

Mr. Mann. Mr. W^inchell's answer was he should go back to his 
manufacturers and ask them how they would like the situation by 
which they would have to pay to the coast more than New York 
would pay. 

Mr. Campbell. Take magnesite. Supposing a Canton manufac- 
turer had to pay more than New York had to pay for magnesite. 
What do you suppose he would have to say? 

Mr. Wettrick. He might be objecting, just as you are objecting, 
but the differences in the situation have been fully explained by the 
carriers, so that I will say, so far as I am concerned, you might well 
have exactly the same situation where it would be to the interest of 
your Canton manufacturer to stand for a higher rate on that com- 
modity than to insist on the carriers not being permitted to make a 
lower rate to meet the water competitive condition farther east. 

Mr. Campbell. If he compared the population, Mr. Mann, we 
would point out to him that the reason their rate structure was not 
applied in the East was because your eastern intermediate is built 
up as compared with the West. 

Mr. Mann. The territory east of the Mississippi River and north 
of the Ohio and Potomac has been very aptly called, Mr. Campbell, 
the '' workshop of the United States." ' 

Mr. Wettrick. So, whatever else may be said about the situation, 
there is no question but what all of these interior communities — the 
Middle Western States — are benefited by a condition under which 
the carriers can make the water competitive rates, and that there 
would be a shifting of the markets of supply if an absolute long- 
and-short-haul clause were enacted, and that is borne out by a state- 
ment, which I desire to read here, that is taken from the Kansas 
Citian of February 6, 1917, which is the official publication of the 
Chamber of Commerce of Kansas City, concerning the bill which the 
chairman introduced, I think it was a year ago last December: 

Snbsi^quoiitly on tlie oi>onincr of tlM» Pniuimn Cniial tho Interstate Omnuerce 
roujniission niodlfltMl its order and ^'ranted ureater relief from tlie lonjr-iind- 
short-haul clause hi niilroad rntes to interniountain points as iijjaiust tlie const 
to penult the railrojids to (-(Miipfte with the boats f(»r n share of the tnillic to 
the i>ort eitles. . , 
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If the Polnilexter bill is adopted, and a strict adherence to the lonj^-nnd- 
short-baul clause is re<iuire<l, it is clear that one of three situations will pre- 
vail in rates to the Pacitic coast country. First, the railroads will he n»quire<l 
either to level down the interniountain rates to the coast cities basis, thus 
eliminating the present spread in rates. Missouri River under Mississippi River, 
Cliicago and points east ; or, second, the railroads will have to forejxo the coast 
cities' business, thus delivering that trade to the Atlantic coast and eliminat- 
ing tlie Middle West because of resultant higher rates by way of Gulf ports 
from Missouri River territory: or, third, a mixed policy on the part of the 
railroads to continue in such traffic to the coast cities as might be desirable 
under the long-and-short-haul rule and abandonment of the traffic which doe^; 
not move in such heavy volume to the coast. 

There is a great dissimilarity of traffic moving to and consumed by luter- 
monntain territory and that moving to the shipping cities of the coast. In 
either of these events the entire trans-^Mississippi section of the country would 
be placed in a pocket as compared to the Atlantic seaboard, and the unsatis- 
factory situation which now exists as to transcontinental rates whereby the 
different rates in fuvov of Missouri River have been greatly reduced or elimi- 
nated, would be Infinitely worse. ' 

It is underst(K)d that the Spokane ^Ferchants' Association has sent out an 
api>eal for support of the Poindexter bill, but it is difficult to see how the 
interior, or ^liddle West country, can do other than oppose most vigorously the 
adoption of this bill. 

The conditions which obtained prior to the opening of the Panama Canal, and 
which le<l Congress to leave discretion in the Interstate Commerce Commission 
to grant relief from the rule under given circumstances of competition beyond 
the control of the applicant carrier, or carriers, have, by opening of the canal, 
been so chnnge<l as to warrant greater liberality rather than less. 

Mr. Shaughxessy. That docs not specify the intermoiintain coun- 
try. 

Mr. Wettrick. AVelL I know that it does not. of course, ]Mr. 
Shaughnessy; I want to point out 

Mr. Maxx. Mr. Wettrick. Kansas City is pretty close to Senator 
Bristow's territory, is it not? 

Mr. Wettrick. Yes. 

Mr. Campbell. It is on the Missouri River, too. is it not? 

Mr. Wettrick. I want to point out this fact that at the present 
time there is no effective water competition between the two coasts 
which has resulted in the order of the commissicm and the rates 
being raised the other day to the level of the highest intermediate 
rates. 

Xow, while the present abnormal conditio'^ exists, and we are 
unable to avail ourselves of water transportation, there is no ques- 
tion but what, from a competitive standpoint, the intermountain 
cities are placed in a much more favorable condition than they 
have been heretofore, but that condition — ^that more favorable con- 
dition — would not exist, even at the present time, if there were ships 
in the coast-to-coast service, because we could then avail ourselves 
of water transportation rates, so that what is goin^ to happen dur- 
luiz this time, however long or short it may be, will be no criterion 
of what will happen in the long run, because whether the railroads 
will again be permitted to make water-competitive rates or not, 
water transportation will come back, and the coast cities will be 
able to avail themselves of water rates; and that leads me to discuss 
an illustration that was given, where a certain corporation main- 
tained offices in Seattle, and Portland, and Spokane, and mentioned, 
I think, by Mr. Campbell. They came together a short time ago, 
we are told, and discussed what they would do in view of the fact 
that the Pacific coast rates were to be advanced to the level of the 
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Spokane rates, and quite naturally they decided that Spokane would 
distribute in an area surrounding that city, to the places where the 
rate from the east plus the local out equalized the rate to Seattle 
plus the local out, which naturally had the effect of extending the 
Spokane territory. 

Now, I want to point out in that connection that those gentlemen 
would have made no such distribution of territory, if the steam- 
ships were operating between the two coasts, as they had before. 
What they would have said to each other would have been that 
'* I guess we will have to ship by water after this, instead of by 
rail, because the rail rates are not going to be equivalent to water 
rates in here," and Seattle would have continued and Portland 
would have continued to do just as much business as before. 
So I say you always get to the inevitable thing, and that is, that 
you don't establish manufactories and industries in the interior 
merely because you deprive the carriers of the right to make 
water competitive rates, because if an industry can not avail 
itself of water-competitive rates, it uses the water rates, so that in 
the nature of things the Pacific coast cities have that advantage 
which they can not be deprived of. That is the reason why large 
cities are located on the water. That is the reason why they go there. 
Suppose even under present conditions an industry looks over the 
West with a view to establishing itself there. Take Senator Pome- 
rene, who asked the question this morning whether if you were con- 
sidering establishing a business out in the West, if anybody would 
expect him to put it at an intermountain point, when this discrimi- 
nation in rates exists, and the point I wish to make in that connec- 
tion is that while at the present time, so far as freight rates are 
concerned, the interior would probably be just as favorable a place 
to establish that business; that would not be the case under times 
of water transportation. 

Mr. Shaugiinessy. Xor at this time either, would it? 

Mr. Wettkick. I said at this time. When there is no water trans- 
portation, from the standpoint of freight rates, it would not make 
so much difference. There are other things, however, which give the 
coast cities an advantage: that is, we still have ships operating to 
California now, from Seattle and to the Orient, as well — but I have 
confined myself in this respect to transcontinental rail rates. 

Mr. Shauoiinessy. Could our people fairly afford to make any 
considerable investment 

Mr. Wettrick. No; I do not think so. I think there are so many 
natural advantages the coaist city has that a manufacturer does not 
go there. The largest citv in the world that is not located on navi- 
gable water is Indianapolis, and you know why it is as large as it is. 

Mr. Shaugiinessy. Then we can not develop in proportion to our 
resources and energy on the basis of the assurance that we will get 
a uniform rate for the future, according to your argument. 

Mr. Wettrick. You can develop just m proportion to your 
resources and your natural advantages, as compared with what the 
coast cities can do, and no more, and the point that I am making is 
that even an artificial law which would do what the law which is 
here proposed would do. would not change that situation, because if 
Senator Pomerene would now establish a business at Salt Lake, or at 
Reno, he would laiow that during normal times, when there is water 
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competition, even if this law is enacted, there would be lower water 
rates at the Pacific coast cities, and in the nature of things that it" 
would be more advisable for him to put that business where he can 
avail himself of the water rates. 

Mr. Shauohnesst. We disagree with you on that point, Mr. Wett- 
rick. 

Mr. Wettrick. Well, it seems to -me that there can be no question 
about that. Now, I want to be perfectly understood. I am not 

floating over any disadvantage under which the interior cities are. 
n fact, I will put my appearance here on the broad general ground 
of the interest of the West and the country. I thoroughly believe that 
iiur opposition to the kind of a law that is here proposed is in the 
interest of the entire country. The natural advantages that we are 
speaking of here can not be equalized by any law — will not be 
equalized by any law, and that being the case, what is the use of 
trying to deprive the coast cities of something which is hurting no- 
body, when by letting us use it we are actually contributing to its 
upkeep for you. 

Mr. Shaughnessy. Contributing to what? 

Mr. Wettrick. To the upkeep — I mean the transportation facili- 
ties upon which you are solely dependent. 

Mr. Shaughnessy. But not to the upkeep or the promotion of a 
merchant marine. 

Mr. Wettrick. I think not the contrary either, because, as I have 
said before, there is enough leeway between the rates that the rail 
carriers can make and the rates that the water carriers can make, 
resulting from the difference in the cost of transportation, that there 
is no danger of destroying the one with the other. 

ilr. SHAUGH^'ESSY. You would not make that statement on the 
basis Mr. Spence made here yesterday, would you, that he should be 
allowed to make the rate the equivalent of the steamship rate and 
out-of-pocket cost rates ? 

Mr. Wettrick. I think I agi'ee with Mr. Spence in what he said. 

Mr. Shaughnessy. And the rates being equivalent on both lines, 
and the railroad, with its superior terminal and transportation fa- 
cilities, would naturally get a suificient amount of business to prevent 
the merchant marine from amounting to any very effective transpor- 
tation agency, would it not? 

Mr. Wettrick. No; you are pursuing the same questions with me 
as you did with Mr. Spence. I really thought you had gotten that 
straightened out. The things you mention there now would of 
course be taken into consideration in fixing this equivalent, and you 
will remember he explained to you thatl)y equivalent he did not 
mean if a steamship rate was $1 that the rail rate should be $1, but 
the rail rate should be as much more than $1 as takes those things 
into consideration and brings about an equivalent between the two ; 
then a shipper mav have his choice as to whether he will take the one 
or the other, as it you and I were in the same business, selling the 
same goods at the same price, how much business would you do and 
how much business would I do? Nobody knows, and that is the 
answer which Mr. Spence gave you to the question that you are ask- 
ing—nobody knows. You establish an equivalent of that kind, and 
then it is a question of getting after the business. 
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Mr. Shaughnessy. But the point I make is that under that system 
of arbitraries, there is no opportunity for the upbuilding of an 
effective merchant marine. 

Mr. Wettrick. I think there is. I think there is every oppor- 
tunity. 

Mr. Lyon. Could I ask a question or two of Mr. Wettrick, if he is 
through ? 

The Chairman. Have you finished? 

Mr. Wettrick. No; I have not finished. 

The Chairman. I think he had better go ahead. 

Mr. Wettrick. What I have said leads me to say something fur- 
ther along the line where the interests of the West, and, in fact, the 
contending communities here lie, and I want to do so by again stat- 
ing that I am saying nothing with any particular animus, or any 
animus at all. I have always accorded to our intermountain friends 
the belief that they were acting in absolute good faith — ^have no doubt 
of that. I am afraid they have not always done the same thing about 
us, and I am led to that conclusion because of what always is said at 
a hearing of this kind, along the line of what business we have here, 
and what we are here for anyhow, but, by way of illustrating what 
an absolute long-and-short-haul clause means, or would mean, let me 
refer again to what has happened with transcontinental rates. 

Mr. Campbell said when he was makinsr his statement that T had 
said that the people of Spokane were trying to force up our rates; 
that that was their purpose. If any newspaper ever quoted me to 
that effect, it was done in the way that those things are done by news- 
papers, and I want to make it perfectly clear that I have never 
said that that was their purpose; that they started out for that, but 
as I said in answer to something that Judge Bartine asked me, it 
was quite clear all the time that that was the inevitable result of a 
demand that the water rates which the carriers had established be 
eliminated during the present time. Now, then, to whose benefit 
has that been done? To the carriers, of course, in the first place, 
because they will get additional revenue out of the business, but the 
carriers have taken the position that the rates which were in effect to 
the terminals were no higher than normal times had shown were 
iiocessury to moot water competition, and that they should be 
permittod to continue them. The interior consumer — we don't need 
to speak of the producer, because he has the same or lower rate as 
the producer on the Pacific coast. Init the consumer is paying the 
.same frei^lit rate on the goods which he consumes as he did before. 

Now, if any benefit accrues to any shipper or any of the contending 
parties, it is the jobber at the interior, and he is benefited only be- 
cause of a somewhat more favorable relationship in rates which has 
been established for him. Now, then, it gets to be a question of 
whether we shall legislate in the interest of the jobber who takes an 
active part in these matters or whether we shall have in mind as 
well the producer and the consumer who is not organized, and for 
that reason does not appear and make himself heard, when hearings 
of this kind are in progress, and what has happened during the pres- 
ent circumstances will be perpetuated if an absolute long-and-snort- 
haul clause is now adopted. In fact, something more will happen 
than that. AVhen water competition returns in such force and at 
such rates as it existed before, and the carriei's find that they are 
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carrying none of this transcontinental water-competitive traffic 
they must make up the revenue they will lose on that business 
in some way. 

Xow. what shall be done under those circumstances? Is it 
not to the interest of the intermountain cities that under those cir- 
cumstances the carriers should be permitted to bring their rates 
within reach of the water rates and make what they can on that 
traffic? It seems to me there is no other conclusion than that higher 
rates will haie to be charged to intermediate points. 

So I say that I think it is to the interest of all of us, if we look 
at it in the right way, to permit the carriers to meet the forces which 
exist, and thai in ageneral way, unless the carriers can make what 
it is possible for them to make on water-competitive rates, there is 
no question but what rates will have to go up in other respects, 
lliore is no telling what under those circumstances might become of 
the rates on our products. The lumber rate which we enjoy from the 
NortliAvest to the East might have to be advanced. The same way 
with our salmon rate. The same way with the distributive rates out 
of the cities of the Northwest. If you tie the hands of the carriers, 
with their facilities and their plants there to do the business on which 
they can make a profit, it must be made up somewhere else. Now, 
to permit them to do that does not change the situation; because 
the coast cities have this advantage anyhow, why should it be done? 

There has been .considerable discussion throughout these hear- 
ings about the manner in which the Interstate Commerce Com- 
mission has interpreted, viewed, and applied the amendment of 1910, 
and because I think the construction put upon it indicates that the 
commission has taken a view that was entirely proper, I desire to 
incorporate in the record a paragraph or two from the commission's 
decisions, the first one being from the Spokane case (21 C. C, p. 
412). and that is the decision of 1911, in which the commission first 
construed the amended section, and as a result of which it estab- 
lished the differentials of 7, 15, and 25 per cent from points east 
of the Missouri Kiver, being also the case which was carried to the 
United States Supreme Court and sustained by that body. 

The commission says: 

Bearing In mind the authority which the commission now administers In pre- 
scribing a reasonable rate and in declnrlMg and correctnf? an undue preference, 
it s«H»ms evident tliat the purpose of Consrress was to commit to this body the 
'luty of determining whetljer. if the carrier was jiermitted to charge a higher 
rate at the intermediate points, tliat would result in a violation of the provision 
of the act; but in so doing tlie commission can not act arbitrarily. It must 
investigate each case, and if. after sucli investigation. It is of the opinion that 
a departure from the rule of the fourth section would not result in unreasonable 
rates or undue discrlnn'nntion it must permit that departure. If, on the other 
hand, it Is of the contrary opinion, it must refuse the permission. Such is the 
only passil)le construction which can be placed upon this section in connection 
with the entire act, and if any doubt as to the real purpose of Congress could 
exist It must effectively be put at rest by an examination of the history of the 
passage of this measure. 

The commission then goes on in this opinion and reviews the his- 
tory of the act. This opinion was written by Mr. Prouty. 

In the Nevada case, decided at the same time, in which the opinion 
was written by Commissioner Lane, which is reported in 21 I. C. C, 
e06o»— 18 27 
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329, at page 334, under the heading "Purpose of Congress." this 
appears : 

The simple truth is that Congress (leteruiined upon strengtl)eniuK the long- 
and-short-htiul section. Members of Congress representing those portions of 
our country against whicli there was the greatest discriniination, presented 
amendments to the fourth section that would make it rigid, inflexible, absolute. 
Against these amendments the carriers themselves made protest, that was sup- 
l)orted with reason. The conunission itself, although tlie opix>rtunity has fre- 
quently been presented to it, has never indorsed a rigid long-and-short-haul sec- 
tion. Indeed, the present provision is drawn along lines which received the tenta- 
tive approval of the commission; because others who advocated tlie absolute 
clause reaHze<l that there might be certain circumstances imder which such a 
provision would do grave injustice to the carriers, they yielded to those who 
were in opposition to such a provision. At the same time, however, they Insisted 
that the long-and-short-haul section should be made more strong, more certain, 
and more affirmative. It was their complaint that by reason of the construction 
that had been given to the language *' under substantially similar clrcutuBtances 
and conditions," the courts had devitalized this provision of the law and had 
rendered it of no value, either to the South or the far West, where its pro- 
visions were most needed, and the result of this fusion of ideas was the present 
section, which was supposed to represent two things — the eUminatlon of the 
words which had by judicial interpretation played, as it was belleveil, such 
havoc with the law, and, on the other hand, the stiffening of the fore part of the 
section, which was its vital portion. In short. Congress Intended that the law 
should say that as a general rule, there should be no lesser charge to the more 
distant point, but it was not willing to say that there should not be some 
exceptions to the rule. The railroads, however, were not to make these exceij- 
tlons themselves. Such exceptions were to be made only upon petition to the 
commission, upon public justification being shown. 

Mr. Wettrick. That is the interpretation and construction which 
has governed the commission in appl3dng the act since its amend- 
ment. 

I also wish to mention this fact, which probably has already been 
made clear, that all authorities that have ever discussed the lon^-and- 
short-haul principle, so far as I have been able to find, approve it and 
recognize that it is the only proper principle to apply, Jjecause of the 
reasons which exist, so that not only the writers on transportation 
questions, but all bodies and courts that have had to do with applying 
the long-and-short-haul law have come to the same conclusion. 
Noyes, for instance, has been cited, and one of the most prominent 
writers on railroad matters in this country is Mr. Wyman. In his 
(vork on Public Service Corporations, in Volume II, he discusses 
what he calls "The economic principles involved in long and short 
hauls," and under that he considers particularly the principle of the 
law of decreasing cost, as applied to long and short hauls on account 
of competition. At page 1080, section 1220, under the heading ^ Eco- 
nomic principles affecting rate-making. Law of decreasing costs,** 
he says: 

Economists In dealing with the problem of rate making In public service have 
been prone to consider chiefly what policies should behoove the managers of the 
business to follow, In order to get their due return from it most advantageously. 
It has been pointed out. for example, in all discussions of the railroad problem 
by economists that the fixed expenses which constitute so considerable n portion 
of the disbursements by a railroad, are to a very large extent Independent of 
the amount of the traffic it carries. Tt follows that additional business wUl 
always be done at a decreasing relative cost. The net income rises as the busi- 
ness expands, and the law of Increasing returns Is again demonstrated. 

He cites in this connection Noyes on " American Railroad Rates *^ 
and refers to a citation from Noyes's work, in which Mr. Ackworth, 
the noted English authority on railroad transportation, discusses those 
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same principles and reduces it to a formula, to show how it works out. 
Mr. Wyman then discusses, in section 1222, competition as a factor: 

Much of the disproportion between imiividual rates existing is e::i)laineu by 
the presence or al)sence (»f competition. Indeed, this competition is put for- 
ward as a justitication for making disproportionate rates, upon the ground 
tlmt the increased business obtained by cutting rates to meet competition 
reacts favorably upon the whole business by decreasing costs, and it must be 
admitted tliat tliis law ui liici easing leturns may be considered in making rates. 

If traffic may be acquired by a specially low rate, which would otherwise 
l)e lost, to acquire the traffic would benefit, rather than burden, other traffic 
of a different kind, since, if under the law of increasing returns it Is remunera- 
tive, the profits thus earned will tend to diminish the rates charged on the 
remaining traffic. On this ground competition may be considered as a factor 
in fixing rates. If a carrier is carrying goods from two stations, at one of 
'.\hich there is competition, the rate at the station where the competition 
exists may fairly be reduced, so far as is absolutely necessary, to secure the 
traffic, provided the reduced rate remains a remunerative one under the law 
of increasing returns. If the rate were not reduced, ex hypothesi, the traffic 
would be lost and the profit realized upon it must be exacte<l from the non- 
cH)mi>etitive traffic. If, on the other hand, the rates were reduced equally all 
over the road, the carrier ct»uld not earn a fair return from the whole schedule, 
since we are assiniiing that the necessary competitive rate is so low as to be 
profitable only as a result of the low Increasing returns. 

And in that connection numerous cases are cited to the effect that 
competition may justify wholly disproportionate rates between 
localities. That is, that in the cases cited that principle has been 
sustained. 

Then he discusses, in section 1223, the policy for permitting com- 
petitive rates : 

The policy of this matter seems to be to permit the making of rates to meet 
competition, even If proportionately, they seem preferential, in order that com- 
lietition may be possible, which it could not be without this permission. 

He then cites a case in which Lord Herschel discusses the English 
provision upon this question, the case being entitled Phipps v. Lon- 
don & Northwestern Railway Co., which is reported in 2 Queens 
Bench, 229, in 1892. I think it would perhaps be well if in that 
connection I would incorporate the provision of the English law on 
this question. 

Tlie Chairman. When was that decision rendered? 

Mr. Wettrick. In 1892. 

The Chairman. Do you know if it has been changed since? 

Mr. Wettrick. I understand that it has not, Senator. You will 
recall that Mr. Spence, or was it Mr. Winchell, referred to the large 
percentage of traffic in England, or in Great Britain, which is water 
'competitive, and which has forced the recognition of that principle 
•ind the application of that principle there to a very large extent. 
The law in England is not as rigid as our law is here. 

The Chairman. Well, they have a very large water-borne com- 
merce, the largest in the world, both foreign and domestic, both by 
sea and by river and canal. 

Mr. Wettrick. Yes. 

The Chairman. England has a network of canals in her industrial 
district, with heav\' water-borne traffic on them, the same as they 
have in France and Germany. 

Mr. Wettrick. Yes; and I take it that between two ports in Eng- 
land, for instance, between which steamships ply, it is on the same 
principle that we are contending for, absolutely essential that thm 
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railroads should be permitted to engage in the traffic at whatever 
they can make on it m competition with reasonable water rates, and 
that it is to their interests that they should be permitted to dio so. 
This provision is found in the English railway and traffic acts of 
1888, section 27, paragraph 3, and reads as follows: 

The court or the commissioner shaU have power to direct that no higher 
charge shall be made to any person for service in respect of merchandise car- 
ried over the less distance than is made to any other person for similar service 
in respect of the like description and quantity of merchandise carried over a 
greater distance on the same line of railways. 

So that it appears that the situation there is perhaps very much 
like it was before our amendment of 1910, if not even looser than 
that. The railroads may do as they please, you can say, but the 
court or the commissioner enforcing this act may direct that no 
higher charge shall be made on traffic over the short haul. Unless 
such direction is given, there is no restriction on the carrier as to 
what it shall do. 

The Chairman. Have you an extract from Lord HershePs report? 

Mr. Wettrick. Yes ; I was going to cite that now, 

Mr. McCartht. As vou read that, I did not understand that was 
the long and short haul clause really. As I understood it, no greater 
charge was to be made for the same distance. 

Mr. Wettrick. No ; that is not the case. Well, in the case to which 
I referred. Lord Hershel says: 

Suppose that to insist on absolutely equal rates would practically exclude 
one of the two railways from the traffic, it is obvious 'that this means the 
public who are in the neighborhood where they can have the benefit of this 
competition would be prejudiced by any such proceeding. 

He seems to take the view there that it would be unfair and un- 
just, if not illegal, for the people living at the competitive point, if 
the carrier were deprived of meeting a competitive rate. He then 
goes on and says : 

And further, inasmuch as competition undoubtedly tends to diminution of 
charge, and the charge of carriage Is one which ultimately falls upon the con- 
sumer, it is obvious that the public has an interest in the proceedings under 
this, act of Parliament not being so used as to destroy a traffic wliich can 
never be secured but by some such reduction of charge, and the destruction 
of which would be prejudicial to the public, by tending to increase prices. 

That is all I have of the decision. I want to say that I have not 
had time — ^taken the time — ^to look up the cases. I have quoted here 
what Mr. Wyman quotes in the section to which I have referred. 

The Chairman. It would be quite interesting. I thought prob- 
ably from your citation he dealt with the matter of discriminatory 
charges between the terminal and the intermediate jioints. 

Mr. Wettrick. No; there is no direct reference to that. Now, I 
want to quote just one other thing here from a work on railroad-rate 
regulation, by Beale and Wyman, second edition, page 690, section 
781, " Legal justification of lower long-haul rate " : 

As a matter of reasonableness, tlie charge has still to he Justlfii?<l at common 
law; but this may be done In some cases. If competition Is met at one point 
and not at another, a competitive rate is established at the f<»rmer iM>lut. 
A railroad whose lines nm through the noncompetitive to the comiJeMtive ptiiut 
must, at the latter point, either nu»et the competitive rate or lose all business. 
It must, of course, give up the business rather than carry it at a loss and 
throw upon the remaining traffic the burden of supporting the road and also 
making up the loss, but the competitive rate Is ordinarily slightly remunemtlve. 
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It yields a net income, though less than is necessary to pay its proportion of the 
fixetl charges. If the husiness is given up, all the fixed charges must be paid 
by the traffic at the noncompetitive points. If the competitive rate is met and 
business obtaineil, the profit from the business will go to reduce the amount 
of fixed charges to be paid by the noncompetitive traflic. 

As the competitive traffic will not pay Its share of the fixed charges, the non- 
competitive traffic, having more than Its share of the fixed charges to bear, 
will necessarily pay a rate higher than the competitive rate, in proportion to 
the distance; and it may well be obliged to pay absolutely a higher rate than 
the competitive rate for a longer haul. Nevertheless, the rate will be lower 
than it would be if the railroad did not meet the competitive rate and obtain 
its share of the business, and, therefore, being the lowest rate which the car- 
rier can charge and obtain fair compensation, it is reasonable at common law. 

I want to refer to a commodity which has been mentioned quite 
frequently, and that is structural iron and steel, for the purpose of 
illustrating the effect of applying the long and short haul clause to 
the coast cities as well as to intermediate points, like Spokane. After 
the opening of the Panama Canal the steamship lines had rates as 
low as 30 cents on structural iron and steel between the two coasts. 
It might probably be fair to say that the rate which was finally 
settled upon, I believe, was 40 cents, although I am not sure about 
that right now. 

However, that rate was so low that the steel began to move from 
Pittsburgh through New York, paid a rate of 16.9 cents for that 
haul, and then the water rate through the canal, and then the rail 
rate from Seattle to Spokane, at a considerably lower combination 
than the rate direct from Pittsburgh to Spokane, and Mr. Fitz- 
patrick, of the Union Iron Works in Spokane, testified in the hear- 
ing held on this matter that when he found that that situation ex- 
isted he shipped in that way by water, and in a case some time before 
that, in which the carriers attempted to advance the rate^ from 
Seattle to Spokane on structural iron and steel, which we asked the 
commission to suspend and which was suspended, Mr. Fitzpatrick 
was a witness with us in the case, trying to prevent an increase in 
the rate because 

Mr. Mann. In what rate? 

Mr. Wettrick. In the rate from Seattle to Spokane, because he 
was interested in using that, as he was then shipping around by 
water. Xow, there you have a situation. Senator, where you can 
readily see that the carriers either had to do something with their 
rates, not only to Seattle but to Spokane, if they were going to con- 
tinue to haul any part of that traffic. 

The Chairman. That something would have been a lowering of 
the rate, would it not? 

Mr. Wettrick. Yes. 

The Chairman. Would not that have been beneficial to the gen- 
eral public in that country? 

Mr. Wettrick. Yes; that is why I say it, and that is just what 
was done. 

The Chairman. That was the result of water competition, was it 
not? 

Mr. Wettrick. Yes, sir; the result of water competition. 

The Chairman. Then, the water competition would be a good 
thing for the countrv. 

Mr. Wettrick. Oh, yes, sir; certainly. I do not want anyone to 
understand that I have any ideas to the contrary. As I said yester- 
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day, there is such a great difference between the rates that the one 
and the other can make that there is no danger of having no ships, 
because the railroads are permitted to make water competitive rates 
under the principles the Interstate Commerce Commission has been 
applying. 

The Chairman. Have you any data as to established lines of ships 
plying between Seattle and ports on the Atlantic coast! 

Mr. Wettrick. Now? 

The Chahiman. At any time. 

Mr. Wettrick. I stated yesterday that there were 49 ships in the 
service. 

The Chairman. In what service. 

Mr. Wettrick. In the coast-to-coast service, through the canal, 
after the opening of the Panama Canal. 

The Chairman. Well, were those 49 ships on a regular run be- 
tween Seattle and the Pacific coast? 

Mr. Wettrick. Not Seattle alone. 

The Chairman. I do not mean Seattle alone, but between Seattle 
and the Atlantic coast. They might have stopped at many other 
ports. 

Mr. Wettrick. Yes, sir; they were. 

The Chairman. It is quite surprising to me if they were. I 
knew there was quite a flaring up of ship transportation when the 
canal was opened as a free canal, as it ought to have been, being 
built with American money. It disappeared pretty soon for some 
reason; and I remember a railroad man, president of one of the 
transcontinental companies, gave out an interview at San Francisco, 
in which he expressed a sort of panicky feeling, of a sense of alarm 
over the prospect of the boats taking all of the business away from 
the railroads, and that it was a great crisis in transportation matters, 
and something had to be done. I remember there was a rate quoted 
about that time of »30 cents a box on apples. We thought we were 
going to get the benefit of that, but it was just a figment, like a 
mirage in the desert. It was just offered, and through the activities 
of some one some arrangements were made by which it never mate- 
rialized. The apple growers struggled along with their orchards, 
and had this prospect of benefit from the canal, and never realized 
it, but there was for a little while activity. But the impression that 
I got — and you will pardon me for interrupting you here in this 
way — the impression that I have always had in going to Seattle — 
and I have been there a great deal — is the absolute failure to develop 
its maritime possibilities. Lately, since the war started, there are 
Japanese ships and some foreign commerce there. I think Mr. Hill 
had two ships operating to the Orient for a while; but there is a 
great harbor, one of the greatest in the world, and a city that ought 
to bp one of the great cities of the world, with practically no ships 
m its harbor, and it has always been the case. 

Mr. Wettrick. No; I l>eg to differ with you on that. Senator. 
So far as terminal facilities are concerned, of course, you know 
that long before the war commenced the port commission was cre- 
ated, and up to the present time we have si)ent some six to eight 
million dollars in establishing terminal facilities, and the American- 
Hawaiian Steamship Co. had leased the dock from the port commis- 
sion and had as many as 27 or 28 ships in the coast-to-coast service. 
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The Chairman. Those ships I am quite familiar with. I had the 

Srivileffe of hearing last fall, in Honolulu, from Mr. Bishop, presi- 
ent of one of the sugar factories there and one of the leading busi- 
ness men in Honolulu, one of the finest speeches I ever heard made 
by anybody. He spoke at some dinner there, and a part of his speech 
was a history of the development of the American-Hawaiian line. 
It was developed on the sugar of Hawaii. 

]VIr. Wettrick. But the sugar of Hawaii was a very small per- 
centage of the business which it was carrying at the time. 

Mr. Mann. The sugar from Hawaii is all eastbound, Mr. Wett- 
rick, is it not? 

Mr, Wettrick. Yes, sir. 

Mr. Mann. While there was a million tons moved through the 
canal after the canal was opened in 1914, for one year, westbound, 
none of which was sugar. 

Mr. Wettrick. The facts which the Interstate Commerce Com- 
mission has repeatedly found, and which no one will deny, must 
convince anyone that water competition between the two coasts — 
steamship service between the two coasts — was regular and of very 
large tonnage, and not only that, but that it was before the canal 
opened up. The American-Hawaiian Steamship Co. operated across 
the Isthmus over the Tehauntepec route and maintained rates which 
were somewhat higher than the rates that were established through 
the canal afterwards, but Mr. Jackson, of that company, at the first 
hearing that we had after the canal was closed the steamships 
had gone into the foreign service — ^before the commission — admitted 
that their rates had been remunerative all the time ; that they made 
good money on them, and that they not only built up their fleet with 
money that they made, but made up surpluses, and the decision of 
the commission of January 29, 1915 — ^that is the decision on the ques- 
tion of whether the carriers should be permitted to make lower rates 
on the schedule C commodities without bringing themselves within 
the percentage relationship fixed back in 1911 clearly shows what 
the facts were. The canal had been opened, and the commission 
went very thoroughly into the facts as to water competition, and 
in that opinion, on page 629 and several pages following, it discusses 
this question. It says, for instance, that since the opening of the 
Panama Canal the water carriers have materially reduced their 
rates, .shortened the time of transportation, increased the frequency 
of sailings, added to their tonnage capacity, and greatly added to 
the tonnage secured of this coast-to-coast freight. Then it is stated 
that it was shown that there were in service between the Atlantic and 
the Pacific coasts 49 ships, with a tonnage capacity of over 380,000 
tons, and they set out the ships, showing that they were owned — 
showing that the American-Hawaiian Steamship Co. had 26 vessels ; 
the Luckenback-Steamship Co., 8; Grace & Co., 4; the Emory Steam- 
ship Co., 9; Swain & Hoyt, 3; Sudden & Christianson, 6. 

The Chairman. Had them where? 

Mr. Wettrick. In the coast-to-coast service. 

Mr. Mann. Through the canal? 

Mr. Wettrick. T&ough the canal; not all of them, necessarily, 
operating to Seattle, but they were in the coast-to-coast service. 
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Now, Mr. Spence went into this matter quite fully, and in this same 
opinion it is shown, for instance — and this has been mentioned 

The Chairman. 1 will say right there that I would like to interpo- 
late another impression that I have gotton very vividly, which comes 
from statements I have heard here at various times from representa- 
tives of the coast. I think I remember hearing a speech by Mr. 
Julius Kahn, of San Francisco, some years ago, in which he described 
the water commerce of the Pacific as being in a state of paralysis. 
He was a very eloauent speaker. I remember he pictured the rotting 
ships, as he termed it, at the wharves at San Francisco. The whole 
picture was a picture of a dead commerce instead of an active one. 

Mr. Wettrick. May I ask when that was, Senator? 

The Chairman. Well, that was some six or seven years ago. 

Mr. Mann. That would refer to foreign commerce, and not to 
intercoastal commerce. You see the intercoastal commerce, Senator, 
has been protected, up to quite recently, by the provisions of the 
United States statute, that vessels of foreign register may not en- 
gage in it, which thus gave to the American ships the monopolj^ of 
that business. Only recently and since the war they have opened 
it to ships of foreign register. Now, as to foreign trade, that has 
been true. That is to say, the American merchant marine has been 
depleted, as we know, from time to time, since, we may say, almost 
1846, and the people that were speaking on that subject were really 
directing their attention, as I understand it, to a large number of 
restrictive laws and legislation of a character making it economi- 
callv impossible for American vessels to engage in foreign trade, as 
against such vessels of Norway, Sweden, England, Germany, France, 
and so on. So the fact was that while England had 4.000 ships 
engaged in what is called the over-sea commerce, Germany some 2,000, 
France some 1,500, the United States had only 12, but that did not 
affect the commerce between the coasts. That was protected against 
the competition of these foreign vessels by this law. 

Mr. Wettrick. I think it is entirely true and safe to say that 
within the last seven or eight years, there have not been any ships 
in the ports of the Pacific that could not get business in the coast-to- 
coast trade. In fact, as I said yesterday, water competition became 
stronger from year to year during that period. By that I mean that 
it became stronger by the reduction in rates made as the result of 
the competition between the various steamship companies, and if 
anything, because of the length of time required for the railroads to 
get permission to depart from the fourth section, they were always 
rather behind in meeting that competition — were unable to keep up. 

Now, in this same decision of the commission it says, for instance, 
that of the commodities shown in schedule C 961,^68 tons moved 
from transcontinental territories A and B to the Pacific coast during 
the calendar year 1913. Of those 422,359 tons, or approximately 44 
per cent, moved by water and 539,409 tons, or 56 per cent, by rail. 
Now, that was schedule C commodities, commodities on which the 
commission was considering whether the carriers should be permitted 
to make lower rates to meet the reduced rates made after the open- 
ing of the canal. Nearly a million tons of that moved from tha 
eastern part of the United States, east of the Pittsburgh-Buffalo 
line, to the Pacific coast in 1913, and almost half of it was carrie<i 
by the steamship lines when they were operating on the Tehauntepec 
route in competition with the carriers. 
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The Chair3ian. Does that include the Hawaiian commerce? 

Mr. Wettrick. It does not inchide the Hawaiian commerce. 

Mr. Mann. One million tons was entirely westbound. 

Mr. Wettrick. That was westbound traffic. 

The Chairman. I mean westbound traffic to Hawaii. Does it 
include that? 

Mr. Wettrick. Xo : I do not think it does. It says that it moved 
to the Pacific coast during the calendar year. 

The Chairman. Well, sometimes the Pacific coast is used as in- 
cluding the Hawaiian Islands. I do not know whether they used 
it there in that sense or not. 

Mr. Wettrick. There is a later statement here which clears that 
up. On page 621 the commission says it was shown that the total 
tonnage moving by water from the Atlantic to the Pacific coast, and 
to the Hawaiian Islands for the year 1911, was 397,974 tons. For 
1912, 451,582 tons; for 1913, 434,115 tons. Now, that figure is 
only slightly higher than the tonnage that I have previously 
stated it was found that the steamships carried during the same year 
to the Pacific coast, which would indicate that the Hawaiian traffic 
or tonnage was, after all, a relatively small part. It is, in round 
numbers, 422,000 tons, as against 434,000 tons, and then the commis- 
sion states here that for the month of September, the first full month 
after the opening of the Panama Canal, the tonnage from the At- 
lantic coast to the American Pacific coast ports, was 77,915 tons. 

Mr. Mann. That is for what month? 

Mr. Wettrick. For the month of September, the fii'st full month 
after the canal was opened, and the commission says that while the 
movement via the Panama route for a month may not be a reliable 
index as to what may be expected as a result of a year's operation 
it is indicative of a greatly increased activity on the part of the 
water carriers. 

Mr. Mann. But, Mr. Wettrick, we did get the figures from the 
Panama Canal reports, of the actual movement? from the Atlantic 
coast to the Pacific coast, did we not, for that year? 

Mr. Wettrick. Yes; and that is already in the record, Mr. Spence 
stated. I do not know now 

Mr. Mann. Well, it amounted to upwards of a million tons. 

Mr. Wettrick. It was, I think, slightlv over a million tons, was 
it not, Mr. Wood? 

ilr. Wood. All told, slightly over a million tons, and under these 
schedule C commodities, slightly under a million tons during the 
vear, and this figure giving the tonnage for the month of Septem- 
ber which Mr. Wettrick has read, of course, was the only figure we 
had of. them, but as it afterwards turned out, that represented 
accurately one-twelfth of the tonnage that actually did move of 
westbound traffic during the ensuing 12 months, so that it repre- 
sented a fair average. It was an index of what actually happened. 

The Chairman. About oncrtwelfth, you say ? 

Mr. Wood. Yes, sir; that movement was relatively constant. Of 
course there were some fluctuations. 

Mr. Wettrick. The commission then, after reviewing all of this 
tonnage and the fact that the steamship lines are reaching into the 
interior, and giving the illustrations that Mr. Spence referred to in 
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his statement — for instance, 15,000 tons of wrought-iron pipe from 
Youngstown, Ohio, etc., says: 

It is evident from the wliole record that whatever may have been the degree 
of competition in the past l)etween the rail carriers and the water carriers as 
to the rates on these articles, concerning which this relief is now sought, we 
are witnessing the beginning of a new era in transportation between the 
Atlantic and the Pacific coast. To secure any considerable percentage of this 
coast-to-coast traffic, rates on many commodities must be established by the 
rail lines materially lower than those now existing. 

And when the steamship companies left this coast-to-coast service 
it was not with the intention of leaving permanently. The adver- 
tisements of the American-Hawaiian Line indicated that they re- 
garded their leaving this service as merely temporary, and that in 
due time — no one knew how long the war would last— they would 
return to it, and I doubt if they would have left the service, even as 
soon as they did, if it had not been for the slide in the canal, which, 
however, did not last very long. The canal was opened up again 
for operation on, I think, the 15th of April, 1916 ; and while I am on 
this I would like to read this from the Interstate Commerce Commis- 
sion on the question of what might be or should be the policy, so far 
as a consideration of the steamship companies and the use of the 
canal as against the use of the railroads is concerned. 

The commission says : 

It has been suggested that the construction of the Pannnm Cnrml by the 
Government of the United States is indicative of a governmental poliry to 
secure all of this coast-to-coast business for the water lines and that no adjust- 
ment of rates by the rail lines should be permitted which will take away traffic 
from the ocean carriers which normally might be carried by them. This sug- 
gestion, however, loses force under the consideration that the Tjinama Canal is 
but one of the agencies of transportation that the Government of the Unite<l 
States has fosteied between the Atlantic coast and the Pacific. The Govern- 
ment has, from the beginning of railroad construction in the Uniteil States, en- 
couraged their construction and operation by private capital and enterprise. 
Some of these transcontinental roads would not have been constructed had It 
not been for the aid tliat the Government extended to them at the time of their 
construction. As we view it, the Panama Canal is to be one of the agen<?ies of 
transportation between the East and the West, but not necessarily the sole 
carrier of the coast-to-coast business. If the railroads are able to make such 
rates from the Atlantic coast to the Pacific coast as will hold for tlielr lines 
some portion of this traflic with profit to themselves, they should be permit te<l 
so to do. The acceptance of this traflic will add something to their net revenue^ 
and to that extent decrease and not increase the burdens that must ho l)orne by 
other traflic. It will also give the shippers at the coast points the benefits of an 
additional and competitive service. 

That is in the same case to which I have referred, beginning on 
page 621, and in the decision last June, where the commission ordered 
all discrimination removed, because of the present conditions, it 
quotes again what I have just quoted, and in that connection it says 
this: 

The arguments advanced by the representatives of the steamship Hues and by 
some, but by no means all of tlie rejiresenlatives of the intermediate territory 
urge that the policy of the commission, hitherto constantly followe<l» of allow- 
ing the rail carriers to re<luce their rates to water competitive points ♦ ♦ * la 
against the public interest, because It tends to reduce the profits of the water 
carriers and the number of ships which would otherwise engage in the traffic. 

Then they quote Avhat I just quoted a moment ago and continue: 

The argument advance<l by the water lines if carried to its logical conclusion 
means in effect that all traflic which may be hauled by water shouhl l>e re- 
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served for their exclusive handlinfr. The rail carriers can not maintain, under 
ordinary circumstances, a level of rates between the Atlantic and the Pacific 
coasts, between the North Atlantic ports and ports on the South Atlantic or 
Gulf coast, or between points on the Pacific coast that will be successful in 
securin;? any considerable amount of traffic in competition with water carriers 
without fourth section relief. We are of the opinion that the best interests of 
the pui)lic, the transcontinental carriers, and these intermountain cities in 
partlcuhir will be served by a policy that permits the transcontinental carriers 
to Miare with the water lines in the traffic to and from the Pacific coast ports. 

The lower rates to the ports, when necessary, must not be lower than com- 
petition of the boats makes necessary, and must be high enough to cover, and 
that by a safe margin, actual out-of-pocket cost of securing and handling 
the traffic. The shippers at the coast are thereby given the benefit of com- 
peting routes and competing markets of supplies. Tlie railroads are able to fill 
up their trains with traffic, which* although not highly profitable, yields a 
revenue materially greater than the out-of-pocket cost of securing and handling 
the traffic, thereby adding to the net revenues of the carriers and to that 
extent lightening the transportation burden borne by other localities. 

The transcontinental railroads can fairly expect such consideration as will 
permit them to continue to earn a reasonable return upon their property de- 
voted to public use. If governmental control is so exercised as to prevent them 
from securing any considerable share of the business to and from the terminals 
and the largest possible return therefrom, such return must be derived from the 
other communities along their lines. 

And a little later they say : 

The situation, however, is one which these carriers can not control. The 
advantage enjoyed by these Pacific coast cities is in the long run a permanent 
advantage. 

Xow, in that connection, I think it would be well to mention, as I 
am sure it is well understood by the committee, that the railroads 
are not permitted to own competing steamship lines when it is not 
in the public interest — lines operated through the Panama Canal. 

Mr. Mann. That was enacted in the so-called Panama Canal act, 
was it not, Mr. Wettrick? 

Mr. Wettrick. Yes; the purpose of that being to prevent them 
from doing as in years gone by was done by the ownership of ships 
on the part of the railroads. 

Xow, Mr. Lyon says he could see no reason at all for that law pro- 
bibitinjr the carriers from owning steamships, if you are going to 
permit them to make low rates to meet water competition, intimating 
that if you are going to let the railroads drive out the steamships in 
one way. you might just as well do it in another; but Mr. Lyon did 
not permit his mind to wander far enough on that question, because 
the railroads can make the rates to the terminals only if they are 
j>ermitted to do so by the Interstate Commerce Commission, so that 
they are restricted in that respect. They have no free hand as they 
used to have when they owned the steamships. In other words, they 
can not own steamships now that will compete with the steamship 
lines. The Interstate Commerce Commission is here to see that they 
make no lower rates than necessary to fairly compete with the water 
lines. Under these circumstances you no longer have a condition 
where the rail lines can drive the water lines out of business, and the 
history under these laws has clearly demonstrated that that is now 
the situation. 

I want to mention also what the chairman suggested I might state 
when I made my statement, and that is what cities on the Pacific 
coast are now enjoying — terminal rates. 
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Mr. Mann. Not now, but which- 



Mr. Wettrick. Yes; I mean have been regarded as ports of call 
and enjoyed terminal rates up to the time when the rates were 
equalized. When the commission rendered its fir^t decision on 
schedule C commodities, in January, 1915, the record before it did 
not show all of the cities that might be regarded as, or were, ports 
of call for steamships between the two coasts, and the commission, 
therefore, stated that no evidence had been presented to show the 
necessity of applying the coast terminal rates to any points except 
those which were ports of call, and in its order designated those 
points as San Diego, Wilmington, East Wilmington, San Pedro, 
San Francisco, Oakland, Portlandj Tacoma, and Seattle, 

The Chairman. Where is Wilmmgton and East Wilmington'^ 

Mr. Mann. Those are two interior ports on the same indentation 
from the sea, which is known better as San Pedro, and in the neigh- 
borhood of Los Angeles, 23 miles from Los Angeles. You have 
San Pedro, and then further in, in the same little harbor, are the 
ports of Wilmington and East Wilmington, and they are mentioned 
m this decision, I imagine, out of excessive caution. 

The Chairman. They are not on the Los Angeles River? 

Mr. Mann. No, sir ; they are on the indentation from the sea 
sometimes known as Los Angeles Harbor. 

Mr. Wettrick. Now, as I said, there had been quite a number of 
other cities which had enjoyed these terminal rates; and in another 
decision on that matter, rendered in April of the same year, the 
other cities appeared and showed that they were ports of call, and 
the commission then said that at the time the testimony was taken 
the canal had been opened only a few weeks and the record then 
showed the delivery of this freight only at certain points. Proof 
was then offered showing the delivery of this freight at East 
San Pedro ; Astoria, Oreg. ; Vancouver, JBellingham, South Belling- 
ham, Everett, Aberdeen. Hoquiam, and Cosmopolis, Wash.; and 
the carriers were therefore authorized to apply terminal rates to 
these points. This is another indication of the purpose of the com- 
mission to permit violations of the fourth section only where all 
of the things that have been mentioned are shown; that is, that there 
is this actual water competition. It has been mentioned, for in- 
stance, that a number of cities a little way back from the coast, in 
California, have enjoyed terminal rates which they do no longer 
enjoy, and this indication of the commission to authorize the car- 
riers to make water competitive rates only where 

The Chairman. Why did they make that change ? 

Mr. Wettrick. Why did they make that change? 

The Chairman. Yes. 

Mr. Wettrick. Because the law requires it. 

The Chairman. The law has not been changed in that regard since 
1910, has it? 

Mr. Wettrick. No ; but, as has been stated here, it took some time 
to work out all of these different thin^, and this decision here, or 
the question of interior terminal rates in connection with the Cali- 
fornia cities, was involved in a Supreme Court proceeding with 
which I am not very familiar. My point there simply is this: That 
in a progressive way, and I think as rapidlj^ as could reasonably be 
expected, the commission corrected the situation, and it has gotten to 
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the place where, as I say, I do not think anyone could nmke anv 
complaint or charge that violations are permitted, except Avhere all 
of the requirements of the act and the principles which the Inter- 
state Commerce Commission has laid down as governing it are shown 
to exibt. 

Mr. Campbell. May I interrupt there just a moment, not to ask 
you a question, but to clear up what I think has gotten to be a wrong 
impression. I think the impression has gotten among at lea>t some 
of the people around the table that we are criticizing the Interstate 
Comnierce Commission. Now, that is not the case. We have not 
criticized the Interstate Commerce Commission. We are criticizing 
the law. W"e say that because the way the law has been interpreted — 
not criticizing the Intei-state Commerce Conmiission in interpreting 
the law, but me way it has been applied, we think public policy now 
deniands that the law be changed and we are not here criticizing the 
Interstate Commerce Commission for interpreting or applying the 
law as it now stands, but as a matter of public policy we* think it 
should be changed. 

Mr. Wettrick. I had not finished the point I wanted to make 
when I referred to the structural iron and steel which moved through 
the canal. I stated that the Union Iron Works, of Spokane, availed 
itself of the cheaper water rates, although a rail rate was paid at 
each end- Now, when the carriers found that the iron and steel was 
moving in that way between Pittsburgh and Spokane, could anyone 
say that it would not have been proper for them to reduce their rates 
to* Spokane, in order to meet reflected water competition at that 
place? I do not think so, and if thev had done so without reducing 
their rates at intermediate points farther east, it seems to me it 
would have been entirely proper, and no one would have been in- 
jured. 

The fact of the matter is. Senator, that numerous rates to Spokane 
have been reduced by the force of water competition at that point. 
Its force, pf course, is lessened over what it is at the Pacific coast, 
just to the extent of the local back, and there you come to the prin- 
ciple of the rate at the intermediate point l)eing made the rate at 
the coast, plus the local back, and when rates are based on that prin- 
ciple<, then each point that is near enough the ocean to come within 
the influence of water competition gets a reduction in rates froui it. 

Now, the carriers found themselves compelle<l to reduce the rates 
on structural iron and steel to the Pacific coast, and they also re- 
duced their rates to Spokane, so that Mr. Fitzpatrick foinul it to his 
advantage again to ship over the rail lines. Now, certainly no one 
was injured by the railroads making a water-competitive rate, either 
at Seattle or Spokane. In fjict, if they made M)methiiig on tliat 
traffic, they were just that much bettor off than they wouKl otherwise 
have been' and had that nuich less to uiake up on other tralVu', and 
what is true of structural iron and steel is true of numerous other 
commodities, 

Mr. McCarthy. You named two factors of that rate. What 
was the rate from Seattle back to Spokane i 

Mr. Wettrick. Thirtv cents. 

Mr. McCarthv. That* would be sr..J> cents thnmirh? 

Mr. Wettrick. I tliink I have covereil about everything that I had 
in mind, and in conclusion I would like to say this, with all due cour- 
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tesy and respect: I have stated that it would seem that a matter 
of such importance as this is to the entire country — because this 
is as broad as the country — it does not involve the transcontinental 
situation only, but the question applies wherever you have a long 
liiiii of road competing with a short line — should not be determined 
now. It would undoiibtedly be a very revolutionary and far-reach- 
ing matter if such a law were enacted at this time. Now, it must be 
clear to everyone, it seems to me, that there are circumstances, what- 
ever we may think of the way the Interstate Commerce Commission 
has administered the law, under which there must be a departure 
from the fourth section. The fact of the matter is that many of our 
intermountain friends recognize that, and at one stage or another 
of these proceedings so stated. Mr. Lyon admits the principle is 
right and states that it is proper to apply it in the case of a cir- 
cuitous rail line meeting a more direct line. 

Mr. Lyox. Where do you get that information? 

Mr. Wettrick. Your testimony is to that effect. 

Mr. Lyon. I was asked to provide a bill that would meet the in- 
terests I speak for here — the water lines. I have not passed upon 
the other points. 

Mr. Wettrick. Well, you were asked in your testimony whether 
you thought it was all right for an indirect rail line to meet a 
direct rail line, and unless I am mistaken or misunderstood you, you 
said yes, and vou also said 

Mr. Lyon. 1 did not know I had spoken about it, that was all. 

Mr. Wettrick. That is your view, is it not? 

Mr. Lyon. I will be perfectly frank with you. I am very much 
in doubt about the desirability. I incline that way. If you could 
find anybody that would administer the law properly — I niean not 
properly, but according to my notion of it — ^I might be in favor of it. 
but the way it has been administered, it becomes a question of 
whether or not it is best in the long run or not. That is all I meant. 
Administration of the law is a difficult thing, Mr. Wettrick. 

Mr. Wettrick. Well, I understand that that is your idea, but now 
I am firmly of this opinion in that connectioh that you should not 
control a situation like that by a hard-and-fast law^; really, if 
there is anything in connection with railroad transportation in this 
country that requires flexibility in its application it is the applica- 
tion of this question, and it would be a very serious thing if a law 
were enacted which would absolutely provide that it could not be 
done' under any circumstances. It seems to me that we should 
leave the law^ in a flexible condition and permit the Interstate Coni- 
uierce Commission, if we lyive faith and confidence in it. to continue 
to administer the fourth section in the way that it has done. 

And that leads me to say this : That I do not think that this is the 
time when this question should be considered. The grounds on which 
the objection of the intermountain cities, who arc the only ones 
actively forcing the issue now, have been made hn\e been removed^ 
and there are no discriminations in the transcontinental situation. 
We do not know what the railroad policy is going to be after the war. 
I understand that the chairman favors Government ownership, and 
so stated, I believe, in his speech on the railroad bill. Now, what 
is the use of spending any time on this question at this time or 
considering the enactment of such a law ? 
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In my opinion it would be very serious interference with the pres- 
ent control of these matters by the Government, because it would 
at once force a readjustment, as compared to which many of the ques- 
tions that the Director General is now dealing with are insignificant. 
So I think that the determination of what is to be done about this 
question should have been permitted, and should now be permitted, 
to rest until consideration is given after the war as to what the 
permanent railroad polic}' shall be, and I say that partly for this 
reason: Nowadays nothing is natural or normal. We are all and 
have been just as busy as we could possibly be trying to adjust our- 
selves to the changed order of things. It was almost impossible to 
come here and take the time necessary to discuss this legislation at 
this time, particularly not on the one week's notice that we had out 
on the Pacific coast, and it seems to me that our friends on the other 
side, as well as ourselves, could be spending our time to much better 
advantage now than in discussing a question which is really a moot 
question at this time. I say that in all respect, and I do hope this, 
that whatever opinion anyone may have upon this question that the 
result of these proceedings will be to at least demonstrate that the 
question is of sufiicient importance, and that the result of what we 
are considering will be so far-reaching and so revolutionary that 
the determination of what shall be done should await times other than 
these, when they can receive the consideration that a question like 
this is entitled to. 

I want to thank the committee for indulging me as representing 
some of the Pacific coast interests, to the extent that they have, and 
I say that because of the doubt that has been expressed by our friends 
as to whether we have any interest in the matter or not. 

Senator Myers. Mr. Wettrick, I have occurring to me a few ques- 
tions that I would like to ask some one who is opposed to the bill, 
and I would just as leave ask them of you as anyone. I think you 
would answer them quite as illuminatingly as anyone. If, in ordi- 
nary times, when we are not engaged in war and when the ships are 
not'taken out of the coastwise trade, if the rate on a commodity from 
the vicinity of the Atlantic coast points to Spokane is $1.40, and 
ships are carrying to Seattle for, we will say, for instance, $1 or a lit- 
tle less, perhaps — about $1, maybe a little less, and the Interstate 
Commerce Commission permits the railroads to carry to Seattle for, 
we ^ill say, $1 — about the same price as the ship rate or maybe a 
trifle more, on account of more speed of transit by railroad, but what 
would be deemed an equivalent rate, and we will say that on that 
equivalent rate the railroads get maybe half of the business or maybe 
60 or maybe 40 per cent, but I will say 50 per cent for an illustrative 
point, so that we have a rate from the Atlantic coast to Spokane of 
$1-40, a railroad rate to Seattle of $1. and the shipping rate of about 
§1 — maybe a little less, and that on that state of facts the railroads 
got* first, half of the business to Seattle, the ships get the other half, 
according to the preference of the shippers, do you think that if the 
railroad rates were made, I will say, for instance, to Spokane and 
Seattle each alike. $1.25, that the i*ailroad would still continue to get 
some of the Seattle business, not so much of it, but some of it — say 
25 per cent of it instead of 50 per cent of it ? 

What would be your idea of that? Say that the railroad might 
get less business to Seattle, but charge more for it, and charge a little 
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less for Spokane, too. Do you think they would get a probability of 
such a result as that? 

Mr. Wettrick. Some business might be handled under the arrange- 
ment that you state, though, of course, you realize that it is impos- 
sible to say what would be done under those circiunstances. If the 
$1 rate by rail is a fair equivalent of the water rate, on which you 
would split fifty-fifty, then I doubt very much that anyone being 
able to ship by water would pay 25 cents a hundred more and ship by 
rail. There might be circumstances under which that would be done, 
if it were needed in shorter time and transportation by rail would 
be quicker, and some other consideration might govern or control, 
but on a commodity with a rate of $1, 25 cents ordinarily would be 
enough of a difference to throw it to the water. 

Senator Myers. Of course railroad transportation I speak of is 
generally much more expeditious than water transportation. 

Mr. Wettrick. Well, it is perhaps more expeditious, but not so 
very much more when the sailing time for vessels between the two 
coasts was 22 days, as it was after the opening of the Panama 
Canal. But there would, of course, be other things that would have 
something to do with that, and that would be the point of origin, 
maybe, and the terms that a shipper might get with the party from 
whom he buys in the particular market where he is, and everything 
of that kind. 

Senator Myers. You think as a general rule, then, that if the rail- 
road rates to the Pacific coast were anything substantially more than 
an equivalent of the shipping rate that it would drive the railroads 
out of the Pacific coast trade? They would have to give it up sub- 
stantially altogether — get none of it to speak of ? 

Mr. Wettrick. The past has demonstrated, and that is undoubt- 
edly a result of the conditions which exist The greater the differ- 
ence between the rates the less that would move by rail. I think 
that may be safely said. 

Senator Myers. If the railroad rates were such as to cause the rail- 
road to have to practically give up the Pacific coast business, do you 
think in that event the shipping companies would raise their rates to 
Seattle and other Pacific coast points? 

Mr. Wettrick. Yes; I do, Senator Myers. That would be the 
tendency. Of course it is impossible to say what the competition 
between the steamships themselves would be. If the steamship lines 
could get together in a combination or gentlemen's agreement or 
something of that kind, the tendency would undoubtedly be to get as 
high rates and get the business as they possibly could, so that ii com- 
petition between the steamship lines themselves would not force down 
the rates it might result in higher steamship rates to the coast citie- 
if the railroads were not a competitive factor; that is, the steamship 
rates might be made just as much lower as the rail rates were as is 
necessary to get the business. 

Senator Myers. Is there any power to govern that in the Inter- 
state Commerce Commission, or the Shippmg Board, or any agency 
of the Government as to coastwise ships? Is there anything to 
prevent them from doing that? 

Mr. Wettrick. What power the Shipping Board has is really not 
very clear to me, I want to say frankly. There has been no occasion 
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<» pay very much attention to that, because that body has been busy 
with things having to do with war emergencies and really has not 
paid any attention, hardly, to the regulating features of the act, 
but that could, undoubtedly — if the present law would not meet 
the situation, it could undoubtedly be made to meet the situation. 

Senator Myers. I am not very familiar, myself, with the powers. 

Mr. Wood. The Shipping Board has the power, Senator, to make 
a nriaximum rate, and the Interstate Commerce Commission has no 
jurisdiction. 

Senator Myers. No ; I suppose not. 

Mr. Lyon. The Interstate Commerce Commission only has power 
to make rates lower. 

Senator Myers. So I apprehend. Now, if rates do enter in — if 
the railroads are required to make more than an eauivalent rate to 
Pacific coast points — more than a fair equivalent or shipping rates, 
and they have to ^ve up all of the Pacific coast business — we know, 
of course, that railroads have to have a certain amount of money 
to pay operating expenses and interest and dividends, and I be- 
lieve it is the disposition of both the Interstate Commerce Commis- 
sion and Congress to give it to them, to see that they get it, in one 
way or another. Now, if they have to give up by act of Congress 
all of the Pacific coast business, then they would inevitably have to 
raise their rates to intermediate points, I take it. Now, if those 
intermediate points should bring tnat on themselves by their agita- 
tion and at their request, they would have no cause for complaint, 
would they, having brought it on by their own course? A man 
has no right to complain of that which he brings on himself, has he? 

Mr. Wettrick. Of course, they would have no right to complain, 
Senator, but so far as our interest is concerned in that matter, if 
you have that in mind 

Senator Myers. Well, I am asking further about the intermediate 
points. The railroads would have no cause for complaint, would 
they, because they would be getting their money just the same, 
would they not ? 

Mr. Wettrick. Yes, sir. 

Senator Myers. They would have no cause for complaint, but I 
suppose that the people of Seattle would feel that they had a cause 
for complaint, because they were deprived of competitive trade, or 
competitive efforts of transportation. You would be deprived of 
one when you now have two competitive lines of traffic. 

Mr. Wettrick. Yes. 

Senator Myers. Thrown back on the ships alone. 

Mr. Wetterick. Yes ; with all of the results that follow from that. 
In other words, I would say about that. Senator, that while these in- 
termountain cities might be inviting what is detrimental to them, 
inasmuch as it would also be detrimental to us, why, of course, we 
are opposing the doing of that thing, and I do think, Senator, that if 
an absolute long-and-short-haul clause is enacted, what you have just 
stated will be demonstrated, and I am going to venture the prediction 
that those who are now making the objection that is being made, will 
be the first to feel that they have been injured, if an absolute long- 
and-short-haul clause is exacted. We will be deprived of this addi- 
tional competitive service, with what that means, but during normal 
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times, we will have, of course, the water rates. Now, that result' 
would not follow as long as there is no water competition, because 
the factor that is the whole cause of this discussion, does not now 
exist, and the times are abnormal, but I think we would all very soon 
come to the conclusion that a mistake had been made when normal 
conditions return. 

Senator Myers. That is all I wanted to ask. 

Mr. Bartike. Mr. Wettrick, before you leave the stand may I ask 
one question along the line of Senator Myers' queries ? Is not your 
objection to any such adjustment as the Senator has suggested due to 
the fact that it would deprive the coast cities of commercial advan- 
tage which is now possessed over the interior? 

Mr. Wettrick. Well, when you added ''over the interior" that 
brings you to the question of the advantage we have, resulting from 
inore favorable relationship in rates. That is what you have in mind, 
is it. Judge? 

Mr. Bartixe. Yes. 

Mr. Wettrick. Well, of course, I could answer your question by 
repeating what I have said so often, that if we are deprived of com- 
petitive rail rates — ^you see, don't you, Judge, by this time — ^that we 
would still be getting our goods at w^ater rates, and in the nature of 
things, we have that relative advantage over the intermountain cities. 

Mr. Bartine. Yes; I am i)erfectly familiar with j'our arguments, 
and you are familiar with mine. 

Mr. Wettrick. I do not see how you can get away from it. 

The Chairman. As I understood, you appear for the chamber of 
commerce and the transportation bureau, a public organization in 
Seattle? 

Mr. Wettrick. Yes. 

The CiiAiR3iAN. Which is practically equivalent to saying that you 
appear for the community of Seattle? 

Mr. Wettrick. Yes. 

The Chairman. As I interpret what j^ou have just said, that com- 
munity could not be injured by the passage of this bill. 

Mr. Wettrick. No, Senator; I thought I had also made myself 
clear that an absolute long-and-short-haul clause would bring about 
no condition that would result in any relative advantage to the inte- 
rior cities, but the maintenance of the present act continues a condi- 
tion which, because we have an additional means of transportation 
and additional markets of supply, etc., is an advantage to us. In 
other words, we can enjoy the additional advantages which accrue, 
if the present law is permitted to operate as it has in the past, with- 
out any injury to the interior communities. Deprive us of what that 
gives us, and you place them in no better relative position, as I look 
at it; so that we are really not in conflict on the question. 

The Chairman. Your statement, as I understand it, and I do not 
want to misinterpret you in the slightest degree, but I understood 
your statement to be that the relative situation would not be main* 
tained, but that, on the other hand, the disparity would be in- 
creased. My understanding of your argument and testimony has 
been that you are arguing that an absolute hmg-and-shorf-haul 
clause, by depriving the railroads of a certain amount of out-of- 
pocket revenue, thereby enables them to make a lower rate to the 
interior points than they otherwise would make, and that if they are 
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deprived of that terminal business by force of circumstances and 
through necessity of paying interest and dividends, they would have 
to raise the rates to the interior points. That is one of the factors 
in the equation. Another one is, as I understand from your testi- 
mony, that the ship lines would be relieved of railroad competition. 
You will have the terminal business to yourselves, and by reason of 
regulation, Government or otherwise, their rates will be kept down 
to a reasonable rate, by water transportation, which is the cheapest 
thing in the world ; so that you will get at least as cheap or cheaper 
rates than you get now, and the interior points will get higher than 
they get now, and the city you represent will have a greater advan- 
tage over them than they have at the present time. 

3lr. Wettrick. That is the way you are looking at it. Senator? 
The Chairman. That is the way I was looking at your testimony. 
Mr. Wettrick. Of course, if we took the stand that you seem to 
think would l>e the logical one for us to take, in view of what you 
have just said, then I think that we might be open to the charge 
that we were really selfish about this matter, because there we would 
be saying " Don't permit the railroads to compete because if they 
don't they can't maKe anything on the business we could ^ive them, 
and, therefore, they will have to charge these intermediate points 
higher rates. We will get our stuff by water, and the differential 
between the rates will be greater than it might otherwise be." The 
fact that we are not taking that position, Senator, demonstrates, I 
think now, conclusively, that our interest in this matter is not a 
selfish one, and that our purpose, is not to keep up intermediate rates. 
The Chairman. You are appearing then, on behalf of the inter- 
mediate cities. 

Mr. Wettrick. Xo; I would not say that. I would say that they 
are looking out for their own interests, and I am looking out for 
the interests I represent. 

Mr. Lyon. Mr. Wettrick, what effect, in your opinion, does this 
competition by railroads — and by competition I mean the commis- 
sion jgranting exception to the fourth section — have upon the water 
lines! And by that question I mean the effect upon them, as to 
whether it tencls to increase or decrease the water Imes or the ships 
operated by them? 

Mr. Wettrick. Oh, theoretically, of course, the tendency would be 
to decrease. 

Mr. Lton. Now, you say theoretically. 
Mr. Wettrick. Yes. 

Mr. Lton. Now. if there were 3.000,000 tons of transcontinental 
freight — westbound transcontinental freight — moving, and the com- 
mission permits exception to the fourth section, allowing the rail- 
roads to charpe less for the long haul, and they make what Mr. 
Spence has failed to define and what Mr. Winchdl has failed to de- 
fine, and you have failed to define. a.« an equivalent rate, but what- 
ever the rate be, the rail carriers get 1.500,000 tons and the wat^M* 
lines carrj'^ the other IJiOO.OOO tons, would you say that theoretically 
the shippmg was decreased or practically it was decreased ? 

Mr. Wettrick. Well, of course. I would have to admit the con- 
clusion, which you have yourself figured, that the effect of making 
the water competitive rate has been lo reduce the .stean:.ship tonnage. 
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Mr. Lyon. I did not see how you could arrive at any other con- 
clusion. Now, is it to the interest of Seattle to decrease that steam- 
ship tonnage or increase it? I wish you would speak, not from an 
altruistic idea or patriotic idea, but speak from the selfish interest of 
the city that sent you here. Will it be to its advantage from a money 
point of view? 1 always suspicion a man that speaks from patri- 
otism and altruism. I want to get him down to the cold facts. 

Mr. Wettrick. I have, not based anything I have said here on the 
ground of patriotism per se, and yet I do not think that any position 
I have taken is at all contrary to the broadest considerations of patri- 
otism, so fas as that is concerned. That is in the sense, Mr. Lyon, 
that I think it is for the best interests of the country. Now, I am 
going to answer your question in this way, by saying that we are 
interested in having both methods of transportation. It seems to me 
that that is the final answer to your question. 

Mr. Lyon. Well, I understand, then, that you are interested in not 
having the maximum amount of shipping, but you prefer that the 
transcontinental business moving to Seattle should move part by rail 
and part by water. Is that correct? 

Mr. Wettrick. Yes. 

Mr. Lyon. Now, what concrete advantage is to be to you to have 
the freight moving by rail, over and above the advantage it would 
be to you to have it laid on your docks by the water carriers? 

Mr. Wettrick. Well, I discussed that fully, Mr. Lyon. 

Mr. Lyon. See if I understand it. As I understood you to say 
that through the privilege of granting the rail carriers exceptions to 
the fourth section, it opened up to Seattle new markets of supply and 
also markets for sale. I took a memorandum of that at the time of 
your testimony. Is that the advantage which the fail carriers give 
you? 

Mr. Wettrick. That is one of them; then, of course, there are 
many others. It maintains a w^holesome competition between rail 
and water. It enables you to use the one or the other as various 
considerations may make it necessary; and then, of course, if you 
are not willing to concede that it is of any benefit to us, then I would 
only say that I can see no reason why we should not be permitted to 
enjoy what little benefit we might see in it, as long as nobody else 
is injured. 

Mr. Lyon. This advantage which you have bv the railroac\s open- 
ing up new markets of sale and new markets of supply, do I under- 
stand that they open up markets which the water carrier can not 
give you ? 

Mr. WEn^RiCK. Oh, undoubtedly. 

Mr. Lyon. And you think that when the rail carrier in its appli- 
cation to the commission to grant it the privilege of meeting the 
water competition — when that application is granted, it results in 
giving you something which the water lines can not, in the nature 
of things, give you? Do you think that the commission or the 
carriers have a right on the plea of meeting water competition to do 
that for Seattle? 

Mr. Wettrick. I think so. I think, Mr. Lyon, that is simply 
granting us the benefit of our natural advantages, and as I said 
before no one is injured by that, so why should anybody complain ? 
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Mr. Ltox. Then the reason that you are in frivor of the fourth 
section as it stands is because the railroads can give you under that 
o|>«ration of that exception to the fourth section those things which 
the water lines can not give you ? That is a fair inference from your 
statement, is it not i 

Mr. WKTraicK. Oh, not exactly that ; no. 

Mr. Ltox. State what it is, then. 

Mr. Wettrick. In part, Mr. Lyon, so that they can give us the 
same things that the water lines can give us. 

Mr. Lyon. Now, the same things the water lines give start at New 
York and go to Seattle. Now, 1 can understand liow^ the carriei*s 
can meet those by exceptions — take the freight away from the dock 
at New York, the same as the boat does, and haul it to Seattle, but 
you siiid that it oi)ened up to you new markets for sale and supply, 
and you stood by that proposition on my cross-examination here. 
Is it not the position of Seattle — and it seems to me it is {lerfectly 
apl>urent, and I do not say it is unreasonable from the point of view 
of Seattle — the question of whether it is unreasonable from the point 
of view of the ship lines and the interior; but is not the real tiling 
and the reason you are here against both the judgment of Mr. Spence 
and Mr. Winchell, of the railroads, who think the coast cities have 
no inten»>t in this <]uestion — are you not here Iwcause you know the 
railnmds give you those things which tlie ship lines I represent can 
not confer upon Seattle^ 

Mr. Wetthick. I will answer that in the affirmative, to shorten the 
dis<*ussion, if you want it, but simply add that the reason why they 
do It is because natural c<mditions forces them to do it. 

Mr. Lyox. Now, since you admit it, that is all 1 wanted to pet. 
Now, do I understand that you appear here because you think you 
have a ri^ht to this rail com))etition { I took a memorandum of that. 

Mr. ^\ E'mncK. I have discussed that backward and forward, if 
the rhairman please, and unless it is thought necessary to go over it 
again I would prefer to save the time. 

The Chairman. I do not think so. I think Mr. Wettrick answered 
that very fully. 

Mr. Lt()n.\\11 right. Simply representing the coast people, 
I wanted just to pursue that. I understood he said he had a right 
lo it and not the privilege of the carriers. I understand that you 
approve generally the action of the Interstate Commerce Commis- 
sion under these fourth-section applications, with the exception of 
the last opinion which they rendered J I mean that is granting 
exceptions to the fourth section when the carriers applied. 

Mr. Wettrick. I think I stated that we had felt sometimes that 
the commission had really placed undue restrictions upon the car- 
riers in applying the fourth section, but that the commission, having 
decided as it has, why, of course, we raised no question about it. 

Mr. Lyon. Now, just one other question, Mr. Wettrick: Do you 
understand that the commission, in acting under the amendment 
of 1910, where they granted the exceptions as special cases, looked 
at this question from any different point of view or had to look 
at it from any point of view other than they did prior to 1910? 

Mr. Weithick. Yes. 

Sir. Lrox. You say they do{ 
Mr. Wettrick. Yes. 
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Mr. Lyon. In what respect is the law different? I think that is 
one of the questions before the committee. 

Mr. Wettrick. We also discussed that very fully, Mr. Lyon, and 
I answer you by saying that the commission, of course, gives effect 
to the same factors which impelled the carriers prior to the enact- 
ment of that amendment of 1910 to make the rate adjustment wliich 
exists, but in its application of that act, in what the carriers had 
been permitted to do in the relationships which have been established, 
the commission has differed widely from what the carriers had 
previously done. 

Mr. Lyox. But was that not true before 1910, when a complaint 
was brought before the commission complaining that the rate to 
Seattle was less than the Spokane prior to 1910, and when the com- 
mission had that (question before it for decision did it not have to 
decide it on identically the same factors then that it has to decide 
it to-day, when the carriers make application for an exception? 

Mr. Wettrick. I would say that the same factors would be con- 
sidered, but the law then left it to the carrier to decide whether or 
not there were substantially similar circumstances and conditions and 
left with them the right to make the rate. , 

Mr. Lyon. Yes, I understand ; but I am_ talking about the time 
when it was brought in by somebody who objected to it. 

The Chairman. I think that is a matter of interpreting the statute, 
not a question of law. 

^ Mr. Lton. I thought that that was one of the questions that 
wanted to be brought out here, because there has been the impres- 
sion abroad that the amendment of 1910 brought something new 
into the law, and mj theory of it, and as I understand its applica- 
tion by the commission, is tnat it has brought no new factor whatso- 
ever into the law. It is exactly as it was prior to 1910, but that 
before any additional violations of the fourth section may be brought 
about, the commission has to decide the question previously, instead 
of subsequently, but upon identically the same factors. 

Mr. Wood. That is a matter, Mr. Chairman, on which I would 
like to suggest to Mr. Lyon that the decisions of the commission and 
the Supreme Court, before and after 1910, are an absolute and con- 
clusive answer to his proposition, and with the consent of the chair- 
man, I shall be glaa to furnish to the committee the list of the 
decided cases whidi will demonstrate that Mr. Lyon is very much in 
error, which I think is much better for us than to discuss back and 
forth across the table. 

Mr. Lyon. Mr. Wood, could not I say that I differ with you abso- 
lutely? He says it is conclusive against my contention, but I am 
discussing it as I know the law, as I read it. 

Mr. Wood. I will be glad to furnish a memorandum of the cases. 

Mr. Lyon. I know you will. 

The Chairman. I think you have made your position quite dear. 

Mr. Lyon. Yes; I thought it was a proposition to bring here, 
because there has been a wrong impression brought forth. When 
you finally analyze these very cases that Mr. Wood refers to, there 
has been no fundamental change. Now, we passed a law in 1910 
or 1912 which gave the commission authority to suspend rates under 
the first section. We also last year, in 1917, passed a law that the 
carriers may not file any tariff without first submitting the question 
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to the Interstate Commerce Commission as to whether the rate should 
go into effect. That is exactly what was done in 1910, as I read the 
decisions about the fourth section, not that the commission under the 
act of 1917 or 1912, about the first section, approaches the question 
of whether a rate is reasonable from any different point of view 
than what it did before, but simply it must approach it prior to the 
beginning of it instead of subsequently, but the result upon the com- 
munities IS identically the same. 

The Chairman. In other words, your contention is that the Inter- 
state Commerce Commission consider the same elements and factors 
of dissimilar conditions under the amendment of 1910 that they did 
undertheact of 1897? 

Mr. Lyon. Exactly; and under the act of 1887 exactly what the 
carriers did prior to that time. 

The Chairman. I think that is about all that we can develop on 
that subject now. You are more or less an expert on the decisions, 
and you have stated that as your view and we are very glad to have it. 

Mr. Lyon. And I think it is exactly the right construction. 

I^Ir. Wood. Mr. Chairman, will you bear with me for a moment, 
as long as Mr. Lyon has stated his views? I would like to state my 
views, which are to the effect that under the law as it existed before, 
with the words " under dissimilar circumstances and conditions " in 
the law under that statute as construed by the Supreme Court, that 
was the only subject open to inquiry. Tne circumstances and con- 
ditions were dissimilar, that was sufficient. The commission could 
then make no order, except under section 1, dealing with the reason- 
ableness of the rates. It could not consider those rates — the amount 
of the rates and the relation of the rates to the terminal point. 

Everyone of those words was stricken out of the statute, and then 
the commission's power was enlarged both as to questions of fact 
and to the order that it might make, that it should not only deter- 
mine then whether the circumstances and conditions were dissimilar 
but whether that dissimiliarity was sufficient to justify these de- 
partures, and not only that, but the extent of the departure which 
might be justified, the latter power being something that the com- 
mission could not exercise under the law before it was amended, and 
lis illustrating that these very intermountain cases are in point, be- 
cause in a number of decisions previous to the amendment the com- 
mission decided that inasmuch as there was a condition of water com- 
petition at the Pacific ports, they presented a dissimilar circumstance 
and condition, and yet they were foreclosed by the decisions of the 
Supreme Court in undertaking to grant any relief; that their juris- 
diction was ended when they found dissimilarity of circumstances 
and conditions, and that they could not look at the rate at the termi- 
nal point, and the rate at the intermediate point, and determine 
whether that relation was greater or less than the dissimilarity of 
circumstances and conditions warranted.^ 

"NVhen the law was amended, the commission decided — the commis- 
sion then still finding the dissimilarity of circumstances and condi- 
tions in existence went further — and said that the relations between 
those rates were more to the disadvantage of the intermountain 
point than was justified by the dissimilar circumstances and condi- 
tions, and said what that difference should be. Now, that is the very 
point — one of the very points on which the transcontinental carriers 
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took the case to the Supreme Court. They asserted before the Su- 

f)reme Court the position that Mr. Lyon has asserted here, that the 
aw had made no change, and that when we say that the circum- 
stances and conditions were dissimilar and were in themselves such 
as to warrant a departure, that then the function of the commission 
ceased, and that it could not say how extensive that departure should 
be, and the Supreme Court held that the commission did have that 
authority which the commission had undertaken to exercise, although 
in previous decisions, under the old law, they had denied to the com- 
mission any authority to do anything but determine the dissimi- 
larity of circumstances and conditions themselves. 

Mr. Wettrick. Mr. Chairman, has anyone else any questions they 
want to ask me? If not, there is one thing I want to say in addition 
along the line of the consideration of this question at this time. I 
think that you are familiar with the fact that the Joint Committee 
on Interstate Commerce of the Senate and the House have Keld ex- 
tended hearings. We sat a whole week on this same question in San 
Francisco last November, and really everything was said there, you 
might say, that has been said here, with the exception of the illumi- 
nating statement of Mr. Spence, which treats the subject in a more 
comprehensive way than, I think, it has ever been treated ; but Rep- 
resentative Adamson, who was vice chairman of that committee, I 
notice in part 13 of the report of the joint committee, states that inas- 
much as he is severing his connection with the committee, he would 
like to express a view of his impressions, and he starts in with this 
paragraph : 

It is obvious to nie from the investigntious heltl In San Francisco and general 
ronditions that during the war it is not practicable to give satisfactory con- 
sideration to the subjects before the committee, much less to make a final 
report. The public attention is so engrossed on subjects connected with the 
war as to be reflected in the testimony of every witness. Naturally, witnesses 
are considering war conditions, and when we try to consider permanent peace 
practices and regulations, the tendency is to apply to them the same treatment 
that is appropriate to war conditions, which is a mistake. 

Now, I think that this question might well have waited the conclu- 
sion of the war, and the report of this joint coimnittee on inter- 
state commerce, which considered not only one phase of the inter- 
state commerce act, but the entire subject, and which was created to 
suggest to Congress improvements or modifications that might be 
made. 

STATEMEin OF MB. JAT W. M'CTINE, SECRETAKT TRAFFIC ANI> 
TBANSFORTATION BTIREATI, TACOUA COHMERCIAL CLUB ANI> 
CHAMBEB OF COMMEBCE, TACOUA, WASH. 

Mr. McCuNE. Mr. Chairman, for my appearing here I do not feet 
called upon to make an apology, because I think it is of interest to 
the committee to know what the shippers of the Pacific coast think 
about this proposed amendment. I am not an attorney and am not 
going to enter into any discussion of the law, either as it originally 
was or as it is at the present time. But I am going to try to give you 
the practical, common-sense point of view or the shipper, as repre- 
sented by tlie manufacturers, jobbers, and merchants of Tacoma^ 
whom I represent. I appear in their behalf at their request, and on 
behalf of no one else, of no other interest. I might say, to show yoit 
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that they are interested in this matter, that on Thursday night I sent 
out about 160 notices of a meeting the following noon which reached 
them in the mail on Friday morning. At the meeting, which was held 
at lunch, there were 40 of the representative business men of the city 
of Tacoma present, and they showed a very keen interest in the pro- 
posed amendment and the fact that there were to be hearings at this 
time, and instructed me to appear and express as nearly as I could 
their opinion on the matter. 

We assume that the purpose of the hearing is to decide whether 
or not the fourth section of the act is to be amended ; that is to say, 
it is not for the purpose of trying the intermountain rate case, but to 
decide whether or not the Interstate Commerce Commission should 
be deprived of the power to permit violations of the fourth sec- 
tion. 

The organization which I represent has always opposed an abso- 
lute long-and-short-haul clause. You will remember, Mr. Chairman, 
that in 1916, when you first proposed to introduce such a bill, I was 
instructed to take it up with you at that time and oppose the 
idea. 

At this time we feel that no amendment to the fourth section of 
the act is necessary, particularly for the reason that the reasons 
which the intermountain country has heretofore advanced have all 
been removed : that is to say, the discrimination or difference in rates 
has disappeared under the recent decision of the commission, and 
there is no differential against intermountain territory. We also 
leel that no change should be made at this time because of the 
present disturbed conditions, which are as abnormal as they possibly 
could be, I think it will be conceded. 

The suggestion was made at that meeting of our shippers that tlie 
iimendment of the fourth section could have no possible bearing on 
ine successful prosecution of the war, and w^e are very strong in that 
section of the country for confining ourselves at this particular time 
to anything that will help win the war. That is the only important 
business before the country as we see it. 

Another feature which should be considered seriously, I think, 
by the committee, is the fact that the railroads are now under 
governmental control. No one can say what the future holds, and 
it is quite possible that an absolute fourth section might seriously 
hamper the Director General in his operation of the railroads under 
Federal control. An absolute fourth section could have no possible 
bearing upon the intermountain-rate cases or the intermountain rates 
until after the war — in fact, until some time after the war — because 
I think it is perfectly understood that water competition will not 
return immediately upon the close of the war. We on the coast are 
confronted with a very substantial advance in freight rates at the 
present time, those that went into effect on the 15th of the month. 
??ome of those advances are absolutely unjust in our opinion, too. 

I had not intended to go into that matter very much, but it might 
be interesting to know something about what the effect has been, 
particularly with regard to the effect upon shipbuilding. Steel-ship 
building is a new industry so far as Tacoma is concerned, but we 
have a very substantial proposition now operating in Tacoma, the 
Todd Construction and Dry Dock Company; the advance on the 
iron and steel which that company will buy and use from the Pitts- 
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burgh district or from Chicago^ either one, is 25 cents a hundred 
pounds, which is $5 a ton. It is a certainty that that is going to 
greatly increase the cost of building ships at Tacoma, and, as a 
matter of fact, while we have got a higher rate than Spokane, it 
does not benefit Spokane that we have to pay that increase because 
Spokane is building no ships. You get the idea I wish to con- 
vey? 

The Chairman. I was just going to say that that condition, if it 
is an injury, is not due to this bill, or would not be due to it if it were 
enacted. That is under a decision of the Interstate Commerce Com- 
mission under the existing law, and under normal conditions, accord- 
ing to all the arguments that have been made here, you would not 
Funer from that injury at all, because there would be ships coming 
around there that would bring this iron at probably even a lower 
price. 

Mr. McCuNE. I was thinking that the perpetuation of that condi- 
tion will be effected by the passage of such a bill until such time as 
normal conditions return, when, as you say, Ave undoubtedly would 
have water competition again, although we probably would not get, 
if we had an absolute fourth section, as favorable water rates as we 
have heretofore had, which I will refer to a little later. 

The cost of shipbuilding on the Pacific coast certainly will not be 
conducive to the enlargement of the American mercantile marine, 
which we have heard Sir. Lyon speak so much about. I think it 
must be evident to the committee that there is only one reason why 
the American-Hawaiian and the Luckenback Steamship Cos. display 
such a keen interest in this matter, and that is from the standpoint 
of increasing their earnings by such a measure through the fact that 
they could make higher rates; they would not have to make as low 
rates as they have heretofore. And, while I am mentioning that 
steamship company, I should like to call your attention to the fact 
that when the Panama Canal opened and the Ameriran-Hawaiian 
Steamship Co. began operating through it, substantial reductions in 
rates wore made; but, as a matter of fact, the steamship company 
got just as much from that traffic as it did before under the higher 
rates, for the reason that while they were operating over the Tehuan- 
tepec route they had to pay, as the testimony has shown in these 
cases, 33i per cent of their revenue to the railway across the Isthmus; 
so where they had a rate of 60 cents before the opening of the Pan- 
ama Canal, and made a rate of 40 cents after the opening of the 
canal, it was the same rate, as far as steamship companies were 
concerned. 

I am here largely in the defense of a principle of rate making in 
which we believe. The intermountain situation is not the only one in 
which this fourth section is involved by any manner of means. There 
are countless cases of violations of the fourth section which have been 
permitted, and we believe properly so. If an absolute fourth section 
is enacted, all these cases will have to be adjusted at once upon the 
basis of the neAV law, which, to say the least, will mean a yary con- 
fused and disrupted rate structure for some time to come, as I be- 
lieve. These cases have been decided on their merits, too, but, as a 
matter rf fact, thoy will have to be readjusted, not on their merits 
but arbitrarilv. 
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Even if we assume that the commission has always decided these 
intermountain cases wrong — and that is considerable of an assump- 
tion, too, I think — it does not seem to us that that would justify Con- 
gress in discarding the principle which has been applied in so many 
other cases satisfactorily to all concerned. 

If the committee decides that an absolute fourth section should be 
enacted, I would think that it must be shown, in order to reach 
that conclusion, that there will be a very practicable, direct, and 
tangible benefit to a large number of people, and, so far as we can 
see, that has not been shown and can not be shown, but, on the con- 
trary, the converse is more likely to be true. 

We have a reason for being interested in seeing the railroads 
allowed to meet water competition in Tacoma which might not ap- 
pear to everybody, but it does to us, and quite strongly. We want 
the transcontinental railroads to prosper. You know, in Tacoma we 
have the shops of the Northern JPacific Railway, \yith a very large 
pay roll. It is a big item to our merchants. We have the oceAn 
terminal of the Chicago, Milwaukee & St. Paul Railroad Co., with 
three immense import and export warehouses and a very large force 
of men, and we also have the service of the Oregon & Washington 
Railroad & Navigation Co. and the Great Northern Railway Co. 
All those roads buy to a large extent from our manufacturers, of 
lumber particularly, and we want to patronize them, but we can not 
patronize them if we have got to pay them a higher freight rate than 
we can secure on the water lines. 

It is perfectly apparent to me that no matter how much we want 
to use the rails we could not if we would, assuming that there is a 
water line operating at normal water rates. A jobfer, for instance, 
of hardware who got his freight by railroad could not compete in 
any of our territory with a jobber in Seattle who gets his by water, 
because any freight that naturally moves by water is the class of 
freight on which the freight charge is a considerable item in the cost 
of tne goods, and therefore any difference in freight rates is re- 
flected immediately in the price of the material, and a difference of 
15 cents a hundred pound is immediately felt in trying to sell in 
competition. 

This whole proposition, as we see it, is really returning to what I 
sometimes think is the only fundamental principle in rate making, 
and that is what the traffic will bear — ^not all the traffic will bear, 
but what the traffic will bear fairly. Naturally, the railroads, I 
think, would be very well satisfied if there never were any ships 
operating between the coasts, because the traffic then could and would 
bear a higher rate, but they know as well as they want to know that 
as lortg as the ocean is there it will always be utilized to some ex- 
tent, greater or less at times, but it is to be reckoned with all the 
time. The operation of a railroad is not a philanthropic proposition, 
and they must make as ninch as they can. and they should V)e allowed 
to meet' conditions as they find them. 

I stated that proposition in a letter to you, Mr. Chairman, prac- 
tically what our idea is. That is, that Spokane, or any community, 
is entitled to a just and reasonable rate. They are also entitled to 
any benefits they can derive from their proximity to tidewater, but 
that does not involve considering Spokane a port when it is 400 
miles in the interior. Now, the railroad, when it meets the demand 
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that it finds at the port — that is, makes the equivalent of the water 
rate — ^is doing everything that it ought to ask to be allowed to do, or 
ought to be expected to do at the port cities, and when it comes to 
Spokane and finds freight moving by water back, when it makes the 
equivalent of that rate, it does seem to us that that is all it should 
be expected to do for Spokane. In other words, when they meet the 
conditions that they find at each community, always assuming, of 
course, that they do not make any rates below the out-of-pocket cost, 
but that is a proper condition and should be permitted. 

The steamship companies have always engaged extensively in that 
interior business, and I think that the railroads themselves have 
only done in the interior what they were compelled to do, as they have 
done at the coast what they were compelled to do — meet the com- 
petitive condition. 

We, as I say, are very much interested in the railroads' pros- 
perity, and in fact I think it can not be denied that our interest 
is a little bit greater in the railroads than it is in the steamships, 
for the reason that the railroads are always there. They realize their 
obligation to give us service, and the steamship companies, on the 
other hand, have plainly shown that they consider themselves under 
no obligation. In fact, that is what the traffic manager of the Ha- 
waiian Steamship Co. testified to in one of these hearings — that 
they were under no obligation to give us service, although they had 
built up a large and lucrative business, but that they would give 
us service as long as they could make money; but when they could 
make money — more money — somewhere else, they would go there 
and get it. 

I think that is about all I want to say, and we sincerely hope that 
this committee will not see fit at this time to recommend that this 
bill be enacted. 

The Chairman. Xow, I suppose, Mr. Lyon, you come next. 

Mr. Lyon. Just as the conunittee pleases. I believe Mr. McCarthy 
was to speak next. 

STATEMENT OF W. S. McCARTHY, SALT LAKE CITY, UTAH. 

Mr. McCarthy. Mr. Chairman and gentlemen, 1 should like to 
make a very brief additional statement. What I have to say is in 
connection with some matters brought up during the statements 
made by some of those who appeared here in opposition to this 
measure, somethings that I think should be given consideration, 
particularly concerning the effect of the proposed legislation upon 
long lines, which endeavor to compete with short-line mileage. 
Everything that has been said here with reference to that has been 
presumption. It is presumed, it is assumed, that if this measure 
were enacted into law the long line would go out of business. So 
far as the transcontinental rates are concerned, they have now been 
in effect at all intermediate points since the 15th day of Marclu 
Between Chicago and San Francisco the Santa Fe is the long line. 
Between Omaha and Spokane the Union Pacific system is the long 
line. Xo one, so far as I know, has heard of those lines attempting 
to go out of that business; in all my experience in connection with 
traffic affairs, covering a number of years, I never have known of n 
condition of that kind existing, I never have known of any mil- 
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road voluntarily retiring from business of that kind, and there is 
nothing so far to indicate that they would do that. This has been 
merely an expression of opinion not supported by facts on the part 
of everyone that if that law were enacted it 'would deprive the 
coiintry of transportation facilities and do no one any good. 

In his statment Mr. Barlow made it quite clear, I think, that 
maximiun hauls produce maximum revenue. It has been made to 
appear that the intermountain country, the interior country, hopes 
to profit by this law and hopes to get something that they really feel 
they are not entitled to. So far as Utah is concerned, I want to say 
that we are of the opinion, and we always have been of the opinion, 
that any rate charged to the Pacific coast for any purpose would be 
not only remunerative but a highly remunerative rate at Utah. We 
^o further than that and think that we are entitled to a lower rate, 
and if in voicing that opinion we appear to criticize the Interstate 
Commerce Commission that of course can not be helped. 

Mr. Si>ence said that the transcontinental terminal tonnage was 
the backbone of the business of the Union Pacific Railroad. Xow, 
if that is true, the same thing applies to the Western Pacific Rail- 
road and in much gi^eater degree. The Western Pacific Railroad is a 
line running from Salt Lake City to San Francisco, practically with- 
out a branch of any kind. For at least half its mileage it parallels 
the Southern Pacific line and they are practically on the same road- 
bed for a long distance. The Western Pacific Railway has no other 
source of revenue than that derived from transcontinental tonnage. 
That is a statement that is very nearly 100 per cent true, and yet— 
and I want to say this, that in support of my claim, that the rates 
to the transcontinental terminal applied at Utah are remunerative 
rates per se, is borne out by the fact that no other railroad in the 
United States earns as much per ton as the Western Pacific. The 
average revenue per ton of the Western Pacific Railway for the year 
ending December 31, 1916, according to the figures supplied by the 
Interstate Commerce Commission in a preliminary abstract is $3.80 
per ton. The Chicago and Northwestern Railway, operating in the 
IVIississippi River Valley, and one of the most prosperous railroads 
in the United States, earns $1.15 per ton. The next in point of earn- 
ings to the Western Pacific is the Union Pacific, concerning which 
Mr. Spence says transcontinental terminal traffic is the backbone 
of their business, and they earn $3.57 per ton average, compared 
with $1.05 of the Pennsvlvania Railroad Co., $1.10 for the Baltimore 
& Ohio, $1.27 for the 'New York Central, $1.58 for the Southern 
Railway. 

An e'xmination of the figures of these transcontinental lines han- 
dling the volume of the transcontinental traffic will show that their 
average revenue per ton exceeds that of any other railroads in the 
United St^ites. So I think we have good gi'ound for our claim that 
the rates in effect prior to the loth day of March to the Pacific coast 
terminals were reasonable rates, per se — at least, that they were not 
subnormal- rates as claimed by the carriers. And I would call your 
attention to the fact that even Mr. Alann would not admit that 
they were reasonable rates. He did not say they were too high, but 
I have heard the opinion expressed by Pacific coast interests that 
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those rates in effect prior to March 15 were reasonable rates, per se, 
and that they should not be raised. 

Another rather significant fact in connection with this matter is 
that the onlv railroads represented are lines west of the Mississippi 
River — that is, personally represented — the Union Pacific and the 
Southern Pacific. Not a foot of line east of the Missouri River is 
personally represented at this hearing. And notwithstanding the 
fact that they are about to be ruined by this legislation if it passes, 
they are not here in opposition to it, and say nothing about it. 

Some reference was made to the destructive effect upon a railroad 
in the South. It certainly is not a line of any prominence, because 
it is not very generally known throughout the country. 

The Chairman. It is in receivership. 

Mr. McCarthy. Yes, sir. Xo fair comparison could be made be- 
tween a line of that kind and lines handling transcontinental terminal 
business, because its length was not sufficient ; it was not in a position 
to handle transcontinental terminal business; and if as a result of 
bad judgment a line was built where it was not needed, I do not see 
any reason why the rest of the country should be penalized on that 
account. 

Mr. Mann made reference to rates to Utah as reasonable rates. 
I want to say that the rates to Utah at the present time are not 
approved by the Interstate Commerce Commission as reasonable 
rates. While it is true that they are in effect ; that tariffs were filed 
and accepted by the Interstate Commerce Commission, it can. not be 
claimed that the rates were found reasonable by the commission, 
because no investigation was ever made by the commission as to 
their reasonableness. They were established on a relative basis with 
rates in effect at Colorado points, and, as I think I said in the Senate 
hearing, the Interstate Commerce Commission, to my knowledge, 
has never made an investigation of any kind to ascertain what the 
cost of this service is ; and how they can decide that a rate is remunera- 
tive or nonremunerative without having any basis upon which to 
reach that conclusion I do not understand. And I repeat what I 
said in my direct statement when I called attention to the fact that 
no railroad man had ever told us what is a reasonable rate to the 
coast: what rate pays the out-of-pocket cost or what rate does not 

!Day the out-of-pocket cost. In response to questions by various 
VIembers of Congress. Mr. Spence would not say whether a 65-cent 
rate or a 40-cent rate on exactly the same commodity between the 
same points covered only the out-of-pocket cost. It never has been 
said by anyone, and I believe, regardless of anything that has l>een 
said, that for any particular item of tonnage as large in volume as 
the iron and steel tcmnage across this country is, the cost of han- 
dling can be ascertained, and without any great amount of trouble. 
The fact remains that the Railway Commission of Nevada did ascer- 
tain the cost of handling freight, and it appears in the record in their 
case. But the Intei*state Commerce Commission has never attempted 
to do anything of that kind in the fixinjx of intennountain rates. 
I think I have nothing further to say in that connection. 
The Chaikmax. Now you may proceed, Mr. Lyon. 



Digitized by VjOOQIC 



LONG-AND-SHORT HAUL ON BAILKOADS. 447 

STATEMENT OF ME. FRANK LYON, WASHINGTON, D. C. 

. ilr. Lyox. Mr. Chairman, I am an attorney with offices in Wash-. 

I'^gton, D. C. If the committee please, in the litigation before the 

Interstate Commerce Commission in connection with violations of 

^o fourth section, in 1915 or 1916, 1 was retained by the American- 

^a^vaiian Steamship Co., the Luckenbach Co., and Grace & Co., who 

S^Perated boats between the Atlantic and Pacific seaboards, to appear 

^eforo the commission, and as far as I could, protect their interests, 

j^ far as they had any before the Interstate Commerce Commission. 

^.j^'^dertook that work and have appeared for the first two companies 

^Y^J^^^ighout the proceedings. Grace & Co. soon discontinued the 

j^t>tic-Pacific coast business, and I was no longer retained by them. 

hu^^ looking into the question of whether the steamship companies 

7 ^ ^liy rights before the commission, I had to consider the law. 

^ '^^ed with the Interstate Commerce Commission in 1887, two 

y Wyjs after it was organized, and I stayed with them until 1899; 

^^ l9CJ T I returned at the request of now Secretary Lane, to act as his 

^•Van^^i'ier, and I remained with the commission as examiner and 

«UtoTri\^^. until 1912, when I went out to practice law. 

1^ looking over the law to see w'hether the steamship companies 
\iad £1X1^' rights I came to the conclusion that they had no stand- 
ing Y^'l'^iit soever before the Interstate Commerce Commission. I mean 
\)y^l^a.t that the steamship companies which are not connected with 
raiU*OH.cls, have no joint rates and no connections, have no rights 
before the commission. The Interstate Commerce Commission was 
not created by Congress, as I understand it, to further the interests 
of steamship lines. It was created by Congress primarily to protect 
those who ship over the railroads; and, secondarily, to protect the 
railroads. As to the protection of the steamship lines under the 
interstate commerce act none was provided. The commission had 
no concern about them and at the present time has none. Whether 
^,.®. Hawaiian Steamship line goes to the wall, whether it pays a 
dividend, whether it goes into the hands of a receiver, is a matter 
0* Ho moment to the Interstate Commerce Commission. 
. . ^*^<» in appearing before the commission, all I could do was to ask 
.1 ^'^ might present facts which we had within our knowledge, so 
th^^ ^le commission could act intelligently upon the applications of 
J^^. Railroads. The practice under the fourth section through a long 
^^^ of years, as I undei-stand it, has been for shippers to use the 
^^^*nship companies as a great bugaboo to the railroads, to get the 
'Iroads to reduce their rates. When a big shipper in the Middle 
to ^ "^ants a rate reduced by the transcontinental lines — ^I mean up 
i?o^u ^^*' period — ^they would go to the Santa Fe Railroad or the 
^^^ Island Railroad, operating out of Chicago, and say that "The 
(>^^Wcan-Hawaiian Steamship Co. and the Luckenbach Steamship 
jq' Jp^n move a certain class of freight from the Atlantic seaboard 
(jQj^i^^ Pacific seaboard that we can make near Chicago, and if you 
Atl ^ ^reduce your rates, our business will all be moved over to the 
Igj^^tiic seaboard." And generally the Santa Fe and the Rock 
paii^^ would fall for that kind of business. So the steamship com- 
^^^ asked me to present the facts as to what rates they were secur- 
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ing on these various commodities. In carrying out that direction I 
had prepared most elaborate statements of the Luckenbach and 
American-Hawaiian Steamship companies covering all that business 
for the period of a year, or since the opening of the Panama Canal — 
this was a year after the opening of the Panama Canal — showing 
just what freight they moved; how many tons; what rate was secured 
for it, where it originated, and the whole transaction, and I laid it 
before the commission so that that bod^v could have before it the real 
facts to see w^hether there was anything upon which to base these 
claims of the carriers, and then to decide to what extent it should be 
granted. 

Now, I want to say, in opening, I am not here for the steamship 
companies to advise this Congress what to do. In the first place, the 
steamship companies have not asked me to appear as such. It is not 
their duty, as they look upon it, to direct or advise Congress what to 
do. I am here to state to you what we think is the effect of certain 
legislation upon the steamship business, the merchant marine. After 
stating what effect we think the legislation has, it is then for Con- 
gress to decide as to whether there shall l>e a merchant marine or 
whether there shall not be a merchant marine. The facts we present 
we hope will lead to a proper conclusion by Congress of this vital 
matter. 

Xow, I say first that if there are 3,000,000 tons of freight to move 
between the Atlantic and the Pacific seaboards, as did move in 1J>10 
or 1911 

Mr. EscH (interrupting). One million by canal. ^ 

Mr. Lyon. Not in 1911. About 300,000 tons of freight was found 
by the commission in the Reno case to have moved by water in 1900. 
I may be wrong about the date. There is some claim that even all 
of that 300,000 did not move by water. But that is a mere detail. I 
think it is generally understood now from the recent hearings that 
instead of there being 3,000,000 tons of transcontinental freight there 
is in the neighborhood of 6,000,000 tons. I haven't the figures ex- 
actly available, and you can not get the railroads, for any c(msidera- 
tion, to furnish them. Although the boat lines throughout this in- 
vestigation furnished voluntarily to the commission every pound 
of freight which they shipped from the eastern seaboard to the west- 
ern seaboard, they never could get — and there isn't any record to- 
day — any information as to what these railroads hauled. The com- 
mission decided in these cases that it was necessary to I'educe the 
railroad rates so much to meet the water competition, when the com- 
mission did not have before it — and the railroads would not furnish 
it and the commission would not call for it — information as to how 
much freight the railroads were moving. 

Now, we say if that freight is to move it is for Congress to decide, 
as a matter of public policy, as to how it shall move. I look upon 
this just as the railroads do. I think these other gentlemen have very 
little standing in this question before this committee, except to give 
general information as citizens as to what is a good thing for the 
country to do. This is a contest between transportation intei*ests. It 
is a question of which transportation interest shall move this traffic, 
and it is a question for Congress to decide, and I think very properly 
with Congress. XTnder existin/^ law it now improper^ Iic?s with thV 
Interstate Commerce Commission. 
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The Interstate Commerce Commission now decide how much of 
this 6,000,000 tons of freight is to move by water and how much by 
rail. Thej'^ never state that. They never state for a minute that they 
mean to parcel out this business between the steamship lines on the 
one hand and the railroad on the other, but they do it by saying they 
will make an "equivalent" rate. You can not get them to define 
what they mean by " equivalent " rate. You can not get a railroad 
man to define what he means by it. There is no demiition to the 
term. 

There is no business to-day betw^een the Atlantic and Pacific by 
water. The railroads have 100 per cent of it. Assume that the war 
is over; the Luckenbach Steamship Co., which I represent, has 15 
or 20 boats and it enters the business and makes a certain rate. It 
begins to get a little bit of business; 100,000 tons, say. These rail- 
roads go to the commission and saj^, " Here, the Luckenbach Steam- 
ship Co. is getting some of the business, while formerly we got all of 
it.' The commission then sits to decide what is an "equivalent" 
rate. I think we are entitled to know what they mean by that. The 
equivalent rate as applied is the rate that will take the business away 
from the steamship company. If it is not that it has no meaning. 
There is no purpose in the railroad coming to the commission after 
this war, as it will under this invitation extended by the commission, 
unless the conmiission will make that rate something that will take 
business away from the water line. 

Now, I say that is the question, which it seems to me it is wrong 
public policy to leave to any body of men to decide. Of course, I 
differ radically with the gentlemen who have appeared here represent- 
ing the coast cities and the cities which have the lower rates. They 
have no interest, of course, in these water lines, except for such ad- 
^antages as they can get from transportation. 

(The committee here took a recess for 10 minutes.) 

I may repeat myself a little, because I have no written memo- 
randum. I am only speaking from a general knowledge of the 
subject. 

As I was saying, the water lines substantially agree with the posi- 
tion taken here by the railroads. 

The Chairman. You mean now the ocean-carrying water lines ? 

Mr. Lyon. Yes; well, I speak directly for the one company whose 
business I generally attend to before the Interstate Commerce Com- 
mission, the Luckenbach Steamship Co. By the way that company is 
one, I think, of the largest companies under the American flag, if not 
the largest. I think it had some 20 or 30 ships at the time the war 
started last spring. A good many of them have been in the trans- 
Atlantic service and some of them have been sunk by torpedoes. 

Now, we look at it the same way, that the question here — and the 
reason I am here speaking for the water lines is to impress Congi'ess 
with the idea that this is not what the intermountain people and the 
eoast people seem to make of it. It is not a question for the Inter- 
state Commerce Commission to decide. In our opinion it is not a 
question to be left for any administrative body to decide. In our 
view Congress should take a position as to whether it wants a mer- 
chant marine — and by merchant marine now I speak of the coast- 

60663— IB 29 
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wise merchant marine and the lakes and rivers of this country — or 
whether it does not want one. 

If it does not want ships on the coasts; if it does not want ships on 
the Great Lakes ; if it does not want boats on the canals and on the 
waterways of the country, why it ought to take that position and come 
up frankly and say so. But when it appropriates a billion dollars, 
as I think" the recent estimates are, for improvement of harbors, the 
Mississippi River, the Ohio River, the lakes and various other rivers 
in the United States, and then appropriate $500,000,000 to build a 
canal, it seems to us that the shipping interests should know whether 
Congress has expended that money for the purpose of floating com- 
merce, which we think it ought to be for, or whether the purpose of 
Confess is to appropriate a billion five hundred million from the 
Public Treasury merely to beat down the railroad rates of the country. 
That seems to be the purpose for which it has been used thus far. 

The chairman has taken a good deal of the wind out of my sails by 
questions he asked here about the propriety of Congress pursuing such 
a course. I have a memorandum which I made the day oefore yester- 
day, thinking I would speak on this subject. I went so far as to say 
that it is practically immoral for Congress, after having appointed a 
commission to fix reasonable railroad rates to then spend a billion and 
a half dollars — five hundred millions for the Panama Canal — ^the 
purpose of which is to make these railroads accept less than the rea- 
sonable rates provided by law. We think the money was appro- 
priated and the Panama Canal was built with the purpose in view of 
floating commerce and not for the purpose of reducing transconti- 
nental rates. If it was built for the purpose of floating commerce 
between the Atlantic and Pacific, then we think it is inconsistent 
with law to have the Interstate Commerce Commission hold that that 
effort to float commerce upon it constitutes a "special case" under 
the fourth section and warrants the commission in permitting the 
railroads to charge less from the Atlantic to the Pacific, less from 
Chicago to the Pacific and less from Colorado to the Pacific, than the 
railroads at the same time charge intermediate points in order to take 
from the boat lines traffic which they would otherwi.se transport 
through the Panama Canal. 

In fact, Congress went about as far as it could to prohibit the trans- 
continental roads from competing with ships on the Panama Canal 
when it provided in the law that no railroad boat shoud be allowed to 
pass through the canal. If there was any purpose in this provision 
of the law it was to prevent the railroads from destroying or inter- 
fering with the independent boat lines operating through the canal. 
It is further emphasized by that provision of the Panama act whereby 
the commission, after investigation, may allow a railroad to own 
and operate a boat line when it is not to the public injury, but the 
Panama Canal is excepted from this, and as to that the railroads are 
absolutely forbidden to own or operate boats. In the face of tliis 
hardly had the canal been opened to traffic when these same trans- 
continental railroads applied to the commission for pennission to 
meet the water competition through the canal by making the rates 
from the Atlantic seaboard and from points of origin as far west as 
Colorado to San Francisco less for the long haul than for the short 
haul. The commission granted the request. In other words, while 
Congress forbade the transcontinental roads from competing with 
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the independent boat lines through the canal by the ownership of 
boats, the commission held that those railroads might compete with 
the independent water lines not onl^ between Atlantic and Pacific 
coast ports but even from interior United States points by the simple 
but effective method of charging less for the longer than for the 
shorter distance. These railroad rates were made with the approval 
of the commission at a figure something more than the out-oi-pocket 
cost. 

That decision was of great benefit to the railroads. If the Panama 
act had permitted the railroads to compete by the ownership of boats 
through the canal it would have required an investment of twenty-five 
or fifty million dollars for the purchase of a fleet. By receiving the 
approval of the conmiission in the charging of less for the longer 
distance no additional investment was required. So what would 
have appeared to be a disadvantage to the railroads turned out to be 
a material advantage. 

I am not here to say that the commission decided contrary to the law 
when it held that the railroads might charge less for the longer dis- 
tance in order to meet either actual or potential water competition. 
The Supreme Court of the United States held in the old Alabama 
]VIidland case that the commission should take into consideration po- 
tential competition in fourth section application cases. The commis- 
sion has followed the reasoning of the courts in making its decisions. 
The law needs amending. Railroads ^nce their beginning have made 
long-distance rates lower than intermediate rates for the purpose of 
not only meeting but driving out water competition. Congress has 
never declared this to be against public policy. It has always left 
the matter in the hands of the commission to determine when the 
facts warrant the violation, but it has never said anything that would 
suggest the commission should deny the application if there was real 
water competition. The Interstate Commerce Commission can not 
get away from the past, and the past is that the railroads have a right 
to meet water competition, and not only meet actual water competi- 
tion but even potential competition. The commission said in one of 
these southeastern cases, it is possible that these ships may come back 
upon the Mississippi River ir these railroad rates are raised. They 
had back of them the Alabama-Midland case. It will take an act of 
Congress to get the commission away from it. 

Now, the money which built this canal was appropriated by 
Congress, and they said to the railroads: "You must not operate 
steamship companies through the canal." And yet they go to the 
Interstate Commerce Commission and accomplish the purpose much 
more effectively, much more disastrously to the water lines than 
if you had permitted them to use the waterway for the purpose 
of operating railroad-owned boats and had forbidden the com- 
mission to make an exception to the fourth section over the rail- 
road lines. When the legislation was before Congress way back 
in 1903 or 1904, before the Panama Canal was started, I under- 
stand that some one connected with the American-Hawaiian was 
summoned before the committee that had up the question of whether 
there should be a canal, whether it would be good public policy 
to build it, and particularly whether these steamship companies 
would operate through the canal and transport this coast to coast 
business. I understand that these witnesses stated that they would 
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use the Panama Canal if Congress should build it, and when phe 
canal was dug they commenced using it, and the first year I think 
transported probably 600,000 tons oi water-borne freight through 
the canal. I think there were probably 300,000 tons of coal, if I 
remember, and probably 600,000 tons of merchandise. But as soou 
as we commenced getting that business — ^I think in November, 1914 ; 
the canal was opened in August — these carriers made application to 
the commission and made this showing that the steamship companies 
were getting their business and asked for a reduction of the rates, 
all rau, so that the railroads could continue to move that business. 

Now, what I want to get before you is, what is the purpose of such 
an application, and what does it accomplish ? You contmually hear 
this talk about an equivalent rate. What do they mean by " equiva- 
lent rate?" What is its function? What does it do? The rate cuts 
no figure; the railroads are not after the rate. They are after ton- 
nage, and the commission by the equivalent rate must mean some 
rate that the commission thinks will take some of the business away 
from the water line and give it to the railroads. I asked every wit- 
ness, every railroad witness on the stand, including Mr. Spence who 
made such a very able statement here f rpm the railroads' point of 
view, what percentage of the business did he want the commissioa 
to take away from the American-Hawaiian and Luckenbach Steam- 
ship Cos.? Do they want 1 per cent, or 99 per cent? I think he 
said 60-60, laughingly. 

Mr. Wood. You are mistaken about that. 

Mr. Lyon. Well, I do not want to misstate it. My recollection is 
that some witness said 50-50. But if they want to take 1 per cent, 
why not take 99 per cent? I think there is no answer to it. If the 
Interstate Commerce Commission has a right to make an equivalent 
rate that will take 1 per cent of the water business, I think they are 
justified in doing what the railroads did prior to 1910 — ^take all the 
water-borne business from the ships, so long as they do not go below 
the out-of-pocket cost and thereby impose a burden upon intermediate 
traffic. 

Formerly the railroads took 100 per cent of the water busineas 
and destroyed the water lines, so far as they could. And that was 
their ultimate object, and I think — not for a moment in criticism of 
railroads — it was a fight between contending transportation intere^sts, 
and they had a perfect right and justification to destroy those water 
lines if Congress left the fight on, as long as they did not impose 
any burden upon the intermediate traffic. Of course, that was always 
a question and always will be a question of dispute as to when a 
railroad has reached that rate at terminals that does or does not go 
below what is termed the out-of-pocket cost. 

Now, as to the out-of-pocket cost, only in one dase that I know of has 
a line made a presentation of the out-of-pocket cost. The Southern 
Pacific presented a so-called out-of-pocket cost of moving freight 
eastbound from San Francisco to New York. They presented some 
figure on that, but the figures have never been definitely accepted by 
anyone as correct. You can no more determine accurately the cost of 
moving specific freight than you coiild determine the cost of raising: 
a pound of tenderloin steak. You might as well try to go back and 
get the feed that the steer has eaten and distinguished between thii 
tenderloin and chuck, the hoof or head. Those things are not ascer- 
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tainable. It is beyond the possibility of any man to determine ex- 
actly what the out-of-pocket cost is. So there is nothing, in my 
opinion definite about that cost. We can get some conception of out- 
of-pocket cost as to carload freight. We have tried to do it. I was. 
with the commission a long time, and we attempted to get some 
figures on carloads of coal moving between specific points — that is^ 
separating engineers' wages and the cost of fuel and the repairs to 
the cars, and setting those on one side against the general administra- 
tive costs. You can approximate that, but it is a very difficult sub- 
ject and one which the commission itself has never, in my experience, 
attempted to ascertain. 

Although Mr. Spence, representing the Southern Pacific in the 
recent litigation that has been up on the subject of transcontinental 
rates, recommended to the commission, as I remember it, that before 
it granted any exceptions to the fourth section, it should hold that 
the railroads should make a showing to the commission that it did 
not impose a burden upon other commerce, the commission does not 
provide for it in its circular as to the fourth-section applications. I 
think that was substantially what Mr. Spence said, and it was in 
accordance with what the commission had always said, and what 
the courts had alwaj^s said, that the railroads might go to this low 
point so long as it did not impose a burden upon intermediate traffic. 
Before you could ascertain whether it would impose a burden upon 
intermediate traffic fundamentally, it seems to me you would have to 
know the cost: and that is what the Southern Pacific offered and 
suggested to the commission that should be demanded before the 
commission granted an exception. The commission on December 18, 
1917, issued this circular. If the committee would like to have it 
put into the record, it may be of interested to them. It relates to 
exceptions to the fourth section, as to what the carriers expected to do 
before any relief is granted. I will ask that this be incorporated as 
a part of my remarks. 

The Chairman. Without objection, it may go into the record. 

(The paper referred to follows:) 

[Fourth Section Circular No. 5.] 

INTERSTATE COMMERCE COMMISSION. 

Applications for Relief from the Long-and-Short-Haul Clause of the 
ForBTH Section of the Act to Regulate Commerce as Amended June 18» 
1910. 

In order to facilitate tlie handling and disposition of fourtli section applica- 
tions assigned for hearing, and for the purpose of obviating the necessity for 
applications under the fifteenth section of the act when fourth section relief 
is denied, the record in fourth section hearings should contain full and complete 
inforinatioD, not only of the reasons and facts upon which the prayer for relief 
is based, but in addition thereto evidence and data which will enable the com- 
mission to determine what would be a reasonable rate to the terminal point to 
be the maximum at intermediate points on the line of the petitioning carrier or 
what would be reasonable rates to the higher rated intermediate points in the 
event that fourth section relief is denied. The carriers should therefore be 
prepared to show in support of their application in each Instance the following 
information : 

" WHERE THE RELIEF SOUGHT IS BASED UPON THE GROUND OF A CIRCUITOUS ROUTE. 

"1. That the competitive rate which is met at the more distant point Is a 
compelled rate and in and of itself lower than a reasonable rate. 
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" 2. The distance via the short route between the competitive points. 

" 3. The distance via the circuitous route between the same points. 

" 4. Whether or not the short-line rates conform to the fourth section. 

" 5. Whether or not there Is a complaint pending as to the reasonableness of 
the rates of the long line at the intermediate points. 

" 6. What Is the highest rate from, to, or between Intermediate points. 

" 7. A showing as to the reasonableness of the rates at the Intermediate points. 

"8. The shortest distance from, to, or between Intermediate points on the 
circuitous route at which higher rates are maintained, the names thereof, and 
the rates charged at such points. 

" 9. What would be a reasonable rate to be established at the terminal point 
to be the maximum at intermediate points. 

" In other words — 

" (a) What are the conditions necessitating the lower rate at competitive 
points, and why is It a compelled rate and lower than a reasonable rate? 

" (6) What is the distance from point of origin to the first intermediate 
point at which a higher rate is maintained than to the farther distant point, 
the name thereof, and the rates charged thereto? 

"(c) What is the distance from the first intermediate point of origin to the 
first intermediate point of destination between which a higher rate is main- 
tained than between the more distant points, the names of such points, and the 
rates applicable thereto? 

"(d) What is the distance from the first intermediate point of origin from 
which a higher rate is maintained to the competitive point of destination, the 
name of such point, and the rates applicable therefrom? 

" (In the absence of special circumstances the commission usually denies the 
circuitous route authority to charge higher rates at intermediate points no 
greater distance from the point of origin than the distance between the com- 
petitive points via the short line.) 

"(c) What are the facts as to the reasonableness per se of the rates at the 
Intermediate points, or as compared with the rates to or from the farther 
distant point? 

" (/) What would be a reasonable rate to be established at the terminal point 
in the event that fourth section relief is denied? 

" (If there are a number of points involved located in different groups, zones, 
or territories, it will be suflicient. ordinarily, to show only the distances be- 
tween representative points in each group, zone, or territory if such a showing 
will clearly indicate the comparative distances via the direct and circultoiis 
lines. Four copies of a diagram or map showing the relative positions of the 
various lines or routes, the points of origin and destination, and the inter* 
mediate points at which higher rates or fares are to be charged should be sub- 
mitted.)" 

A difference of but a few miles in distance is not of itself considered as 
placing a carrier at such a disadvantage as to warrant relief from tlie fourth 
section to charge higher rates at Intermediate points, but the line or route re- 
questing relief must be shown to be circuitous to a marked degree, usually not 
less than 15 per cent greater than the distance of the short line between the 
same points when based solely on the ground of a circuitous route. The com- 
mission also usually denies relief where the c^arriers are extremely circuitous. 
In the absence of special circumstances, believing that from an economical stand- 
point the carriers are not justified in meeting rail competition via unreason- 
ably circuitous routes. 

" WHERE THE BELIEF RELIED UPON IS BASED UPON THE GROUND OF WATER COMPE- 
TITION. 

"1. That the competitive rate which is met at the more distant point is a 
compelled rate and in and of Itself lower than a reasonable rate. 

" 2. Show what steamers or boats are actually plying between the water points, 
and their tonnage capacity or capacities. 

" 3. Whether or not traffic is actually moving via the water lines, the volume 
of such traffic, and the names of the water lines. 

" 4. The shortest distance from, to, or between intermediate points at which 
higher rates are maintained via the rail carriers, the names thereof, and the 
rates charged at such points, and the highe.st rate applying from, to, or between 
intermediate points. 
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"5. A showing as to the reasonableness of the rates at the Intermediate 
I)oint$. 

" 6. What would be a reasonable rate to be established at the terminal point 
to be the maximum at intermediate points. 

" WH£RE MARKET COMPETITION 18 BELIED UPON AS THE GROUND FOB BELIEF. 

" 1. That the competitive rate which is met at the more distant poiilt is a 
compelled rate and in and of itself lowet than a reasonable rate. 

" 2. The name of the other markets from which the competition is met. 

" 3. The distances from the other markets as compared with the distance from 
the market of applicant carrier. 

" 4. Whether or not the rates from the other markets are in accord with the 
provisions of the fourth section. 

*' 5. The volume of traffic to points of destination from each of the two 
markets, if possible. 

" 6. Whether the market competition at the farther distant point is consist- 
ently met at Intermediate points of origin ; if not, what reasons exist for not 
permitting such intermediate points of origin likewise to meet such competition. 

** 7. A showing as to the reasonableness of the rates at the intermediate 
points. 

" 8. What would be a reasonable rate to be established at the terminal point 
to be the maximum at intermediate points." 

In addition to the above information, any other circumstances which are 
relied upon as constituting a special case within the meaning of the law war- 
ranting fourth section relief should be shown. 

All the relief desired under an application should be specifically referred to. 
Where relief is desired from " related points " or " group points," the points or 
groups should be defined. 

The fact that a point is a large producing or consuming market and that 
intermediate points are not consuming or producing points is not considered 
by the commission as a sufficient reason for relief from the fourth section. 
Rule 77 of Tariff Circuar 18-A was promulgated for the express purpose of 
covering such situations and obviating the necessity of publishing paper rates 
£rom Interm^iate points. 

By the Commission, Division 2. 

Geobge Ef. McGiNTY, Secretary, 

Washington, D. C, December 18, 1917. 

Mr. Lyon. They have divided the subject into three sections, where 
the relief sought is based upon the ^ound of a circuitous route — 
what we call railroad competition. The second is where the relief 
relied upon is based upon the ground of water competition, the sub- 
ject I am particularly interested in. The third is where market 
competition is relied upon as the ground for relief. 

I may be better versed in the terms which Mr. Mann has referred 
to than some of the committee, so if I go a little into detail it ia 
because I think you have not had as much experience as I have had 
in this matter. Generally, market competition means the competi- 
tion of a man here at A desiring to sell something at B. C is a 
place of production somewhere else — ^maybe in Belgium, China, 
Ohio, Nevada, or Colorado. He has got the same thing as the man 
at A which he wants to sell to the man at B. That market competi- 
tion is the effort of the man at A to meet at the point B the salesman 
from C in the market B. That is what I conceive to be market com- 
petition. It is illustrated in this case by steel works located in New 
Jersey adjacent to New York Harbor, steel works at Pittsburgh, 
Chicago, and Pueblo, Colo. Now, those four sources of steel are in 
competition in San Francisco to sell to the merchants of San Fran- 
cisco. The competition of Colorado with the man in New Jersey is 
called "market" competition; and the railroads serving Colorado 
say to the commission, "We want to sell to the merchant in San 
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Francisco, in competition with the man located at the pier of the 
American-Hawaiian Steamship Co. in New York, and we ask the 
commission to allow us to make such a rate to San Francisco as will 
permit us to meet that market competition, and at the same time 
charge a higher rate to Reno or to points which are intermediate." 

Xow the commission set forth six specific things. 

Mr. Hamilton. Now, did the Commission make rates to permit 
market competition ? 

Mr. Lyon. Yes, sir. 

Mr. Hamilton. How would it manage between a competitor on the 
Atlantic seaboard, or near the Atlantic seaboard, and a competitor 
near Chicj^»go competing for a market, we will say, at San Francisco? 

Mr. Lyon. How would it do that? 

Mr. Hamilton. How would it manage its rates? Suppose that one 
competitor was near the Atlantic seaboard and another competitoi 
was near Chicago, for illustration, competing for a market at San 
Francisco; how would it adjust rates between those two competitors ? 

Mr. Lyon. I do not know. They adjust them but I do not know 
the metliod. 
.Mr. Hamilton. They did adjust them? 

Mr. Lyon. Yes: they allowed a 55 c^nt rate from Chicagro on steel 
to the Pacific coast, to meet the competition of water lines from 
New York harbor to San Francisco. At the same time, I think the 
•railroads maintained a 75-cent rate from New York, and I know 
for a long time they maintained the same rate from Pittsburgh. 
Upon application oi the Pittsburgh interests they afterwards re- 
duced that 75-cent rate to 65 cents. 

Mr. Lyon. The moving cause that made the Santa Fe Kailroad 
and other railroads terminating at Chicago to apply to the commis- 
sion for a 55-cent rat^ was the fact that the competitor of the man in 
Chicago, located in >»ew Jersey, on New York Harbor, could get this 
low rate by water, and although the competition was at New York* 
the New York shipper did not get the advantage of it by rail, be- 
cause the railroads did not reduce the rate from New^ York to San 
Francisco, to meet the competition of the boat operating between New 
York and San Francisco. The railroads from Chicago applied to 
the Connuission asking that they from Chicago might reduce the 
Chicago rate to San Francisco to meet the competition of the New 
York manufacturer who had the advantage of a water route. That is 
what I imderstand to be ''market competition," and I think that is a 
good definition of it, but it would apply with equal force if there was 
no water engaged in it. If a man in Pittsburgh wanted to sell some- 
thing in Sioux City, you could make a rate from Chicago to Sioux 
City to compete with the man from Pittsburgh to Sioux City; or the 
way it is generally made, the man from Pittsburgh will be given a 
rate that will permit him to deliver goods in Sioux City in competi- 
tion with the man from Chicago to Sioux City. 

Mr. Hamilton. Don't you think that is a good principle to pursue ? 

Mr. Lyon. No; I think nobody is wise enough — ^imderstand, my 
views of this are very different from those of the men who have 
ordinarily been before'the Interstate Commerce Cwnmission — I think 
that no one is wise enough to decide that. 

Mr. Hamilton. Well, now, suppose you wei*e going to put up a 
large building somewhere, and you know^ that if you could get certain 
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structural steel you could build your structure cheaper, a good deal, 
but you were restricted in the territory that you could draw from by 
reason of rates. You would want, I assume, to be permitted to draw 
on the larger territory, ajid would therefore feel justified in asking 
for a competitive rate. 

Mr. Lyox. Well, that is the old doctrine, the fight between Demo- 
crats and Republicans, whether you want protection or not. I am 
against it, and I do not think it is a wise doctrine. I think if a man 
at Chicago has steel that will build a building in Sioux City, and I 
am going to do the building in Sioux City, I do not think that I have 
a right to go to a public body and ask that the rate from Pittsburgh 
be reduced in order that I may draw steel from Pittsburgh against 
the man from Chicago. 

Mr. Haaciltox. Then, the man in Chicago might charge you 
what he pleased. 

Mr. Ltox. Why should't he? Is that a crime? 

ilr. Hamtltox^ AVell, you might like it, but how would it be for 
the public at large? 

Mr. Ltox. I can not conceive that they would have any just ob- 
jection to it. Chicagro is not limited to one steel plant. 

ilr. Hamiltox. But suppose that there might be only one steel 
plant within the radius which you might possibly draw from, and 
then you would be at the mercy of that one steel plant. 

Mr. Ltox. Why, if the man in Pittsburgh really w^anted my busi- 
ness at the rate--^and the rate is fixed there — ^he will cut his price 
to meet the Chicago man. It is purely a question of whether the 
money shall be taken out of the coflPers of the railroad or whether it 
shall be taken out of the coffers of the man producing steel. 

Mr. Hamiltox. Pardon me, but don't you agree that at the point 
where the Pittsburgh man can not compete, at that time the Chicago 
man — assuming that equal, capital is invested, that the plants are 
on the same footing — the Chicago man must inevitably beat the Pitts- 
burgh man ? So you, in the construction of your building, whatever 
it may be, are driven to take whatever terms you can get from the 
Chicago man, aren't you ? 

Mr. Lyox, Yes; and I am against — when I find that situation I 
am against going to the railroads and asking this public utility to 
accept less than a reasonable rate to benefit me. I think that is not 
good public policy, but the country has always thought so. 

Mr. Hamiltox. The public utility is not obliged to accept the 
terms. 

Mr. Ltox. But it is willing, because it can do so at this out-of- 
pocket cost. It has got its plant in operation, and if it can take 
the business away from the Chicago man and haul it from Pitts- 
burgh it gets this gross income into its own coffers, while the railroad 
opei*ating from Chicago loses it. Both of them can not haul the steel. 

Mr. Hamiltox. I see your point of view. 

Mr. Lyox. I do not mean to confine my answer to the interest of 
the railroads. To me that is secondary. 'What I am considering is 
what I conceive to be the public injury. The value of steel in Sioux 
City is the Chicago price plus transportation to Sioux City, and the 
Pittsburgh price plus transportation to the same destination. In my 
opinion, a wrong is committed against the Chicago steel man if the 
railroad is allowed to charge the Pittsburgh steel man a less than 
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reasonable rate for the service from Pittsburgh to Sioux City while 
at the same time charging the Chicago man a reasonable rate. Both 
should be charged a reasonable rate, and reasonableness, in the sense 
I am using it, does not depend upon the necessities of the man at 
Pittsburgh. It should be measured by the service the railroad per- 
forms. Merely because Pittsburgji is 500 miles more distant from 
the consimier than is Chicago no more entitles the steel producer in 
Pittsburgh to a less than reasonable rate, measured by the service of 
the carrier, than he would be entitled to a less than reasonable rate 
because his steel plant was inefficiently operated as compared with 
the Chicago plant, or because the raw material cost him more in 
Pittsburgh than in Chicago. The reduction of the rate from Pitts- 
burgh to Sioux City, under such circumstances, has the direct effect 
of adding just that much to the value of the steel in Pittsburgh. It 
transfers the burden upon the Pittsburgji steel man to the shoulders 
of the railroad operating between Pittsburgh and Sioux City if the 
steel is moved, and it has the direct effect of decreasing the value of 
the steel in Chicago to the extent necessary to meet the artificial com- 
petition created between Pittsburgh and Sioux City. 

Rates in this country have almost uniformly been built upon this 
theory both by the railroads and the commission. The measure of 
the rate is not the service rendered by the carrier, but, as both rail- 
roads and commissions speak of it, it is " the value of the service " to 
the shipper. In other words, find out what the shipper needs and 
then make the rates to square with that necessity so long as the rail- 
road earns at least this indefinite and intangible thing, " the out-of- 
pocket cost.'' 

The effect of this method of making rates has been to inordinately 
increa^ the ton-miles in the United States. About 300,000,000,000 
ton-miles are made by the railroads every year. A larg]e number of 
them grow out of such hauls as that alK)ve illustrated, from Pitts- 
burgh to Sioux City, because of the necessity of the Pittsburgh man. 
The same steel could be moved from Chicago with one-half the ton- 
miles required from Pittsburgh, but because the value of the service 
to the Pittsburgh man will not justify a reasonable rate, measured by 
railroad service, a reduction is accorded him, and a thousand ton- 
miles are piled up in the place of 500. 

In a recent case before the commission figures were compiled by 
that body which showed that if in 1916 the coal moved to Lake Eriie 
ports for transshipment by water to the Northwest had all been 
moved from the Pittsburgh and Ohio districts, which are within 150 
miles of those ports, instead of having been moved in large quantities 
from West Virginia and Kentucky, 400 miles from such ports, the 
saving in transportation would have been about 1,500,000 car days. 
This coal was moved from West Virginia and Kentucky on the 
"value of the service to the shipper" basis. The rate was 25 per 
cent higher than from Pittsburgh and Ohio, while the distance is 
166 per cent greater. This charging of a rate one- fourth grater for 
three times the service, because that rate repi-esented the " value of 
the service to the shipper " with his mines in West Virginia, meas- 
ures the unnecessary burden placed upon the shoulders of the ultimate 
consumer. 

You will bear in mind that the consumer is not vitally coneernetl 
as to the place of origin of the fuel he consumes. The bill he finally 
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pays is the cost to the railroad plus a reasonable profit to the owners 
of the railroad. If the coal moves an unnecessary mile in reaching 
his furnace, the consumer in the last analysis has to pay for such 
folly. The shippers and the railroads and the public regulating 
bodies are all prone to argue that the consumer is deeply concerned 
in competition. The fact is, the railroads and the shippers are most 
interested in that feature of supplying the consumer. The consumer 
is best served when the things he needs are supplied from that 
source of production which entails the least expenditure of energy. 
The wise men who now sit in judgment to decide the value of the 
service to the respective producers who are endeavoring to supply 
the consumer, w^ould be rendering a much greater public service to 
him if they would lend their energies to approximating the costs of 
the several services by the railroad and adding thereto a reasonable 
profit and then let competition exhibit itself in the efficiency of the 
producers and in the shrinkage of profits, instead of manipulating 
railroad rates to offset deficiencies in production. 

It gets off the subject that I was discussing, but those have been 
n)y views a long time on the subject of any body of men being wise 
enough to sit in judgment on market competition. The commission 
does it all the time and they are supported by the courts. And I 
think — if I may divert for a moment — that is one of the troubles 
with the transportation system of the country to-day, the reason it 
is so tied up. The railroads for 75 y^ars, and the commission for 30 
years, supported by the courts, have indulged in this market com- 
petition from long distance points, so that when w^e find ourselves 
at war, instead of our supplies being drawn from the sources. from 
which they naturally should be drawn, we are moving cars and loco- 
motives 200 miles, when there is the same quality of material within 
100 miles. And Mr. McAdoo this very week has issued a drastic 
order that coal shall not be hauled under the market competition 
theory. Thev say if Chicago wants coal they must take it from 
Illinois, within 300 miles of Chicago, and must not go to West Vir- 
ginia, 600 and 700 miles, for the same number of what he calls 
B. t. u's — British thermal units — of coal. Why? Because it is 
against the public interest. I assume Mr. McAdoo is acting in the 
public interest. But that is getting into the broad subject. 

Mr. Sanders. In that very connection, isn't it a well-known fact 
that two years ago there was a report made on the fact that the rail- 
roads from niinois hauled coal into Kentucky and then hauled coal 
from Kentucky back into Illinois? 

Mr. Lyon. Oh, that is going on all the time, cross-hauling. Mr. 
McAdoo is stopping that as far as possible. 

Mr* Sandebs. Just one other question in the line of Brother Hamil- 
ton's interrogations. If he is going to open these two city builders 
to the competition of Pittsburgh, isn't he going a little bit against 
his own principles? Why not open it to the competition of the 
English steel makers? 

Mr. Hamilton. Well, we could very easily precipitate a tariff dis- 
cussion here. [Laughter.] 

Mr. Lton. Well, to give Mr. Hamilton a very concrete illustration, 
and then I will get back to the main subject 

The Chaibman (interposing). I think, Mr. Lyon, it is very well 
for members of the committee who do not understand what market 
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competition is to have it explained so that they may understand it ^ 
so I have no objection as to how much you explain it to those who 
do not understand it. 

Mr. Lyon. I was very much interested in Commissioner Clark's 
testimony before the Senate committee. The intermountain people 
are here asking for a change in the law and Mr. Clark pointed out 
what had been done for the intermountain country by permitting a 
55-cent rate on shipping from Utah and Nevada, or some State out 
there, into Chicago, with a 75 or 85 cent rate to the Missouri River. 
That is a violation of the fourth section. Mr. Spence, traflSc director 
of the Southern Pacific, who was on the stand here the other day, 
made the same illustration. I asked Mr. Spence why he made a 
55-cent rate to Chicago. I didn't know that I would be before Gov. 
Sanders a few days later, but I was thinking of the Louisiana sugar 
producer. He said, " So that the Utah man may sell sugar in Chi- 
cago in competition with Louisiana and New York." " Well," I said^ 
" Isn't it for the purpose of displacing Louisiana sugar? " He said, 

Mr. Hamilton. Not displacing, but competing. 

Mr. Lyon. Well, people are not going to eat more sugar. There- 
is a certain amount of sugar consumed in Chicago, and here Louisiana 
and New York were supplying it, we will assume. 

Mr. Hamilton. But there enters another element. One is cane 
sugar and the other is beet sugar. Beet sugar comes to the market 
in October and cane sugar comes on the market at another time. 

Mr. Lyon. The fact that the sugars are marketed at different 
times, if that is a fact, would constitute a ground for the commission 
declining to permit a violation of the first paragraph of the fourth 
section, but it could not constitute a ground for an exception. The- 
only conceivable ground for permitting the 55-cent rate to Chicago 
while charging 85 cents to the Missouri Biver is because there was 
market competition at Chicago from other sources of supply than 
ITtah, and the railroads must have convinced the commission that 
unless it authorized a departure from the fourth section, that the 
ITtah sugar would not move to the Chicago market. This was a case 
where the rate was made for the Utah man based upon the " value of 
the service " to him. It was less than a reasonable rate. His com- 
petitors from New York and Louisiana were paying, we assume, a 
reasonable rate, although it sometimes happens in this mad scramble 
for tonnage that the railroads bring forth the fetish of competition 
from all three sources at the same time and make less than reason- 
able rates from all of them. However, assuming that New York and 
New Orleans were paying reasonable rates on sugar, the effect of 
gi-anting the Utah man a less-than-reasonable rate was to displace 
New York and Louisiana sugar with Utah sugar. If it did not ac- 
complish that result, it was an idle thing to make the 55-cent rate. 
If it did accomplish that result, to the layman it would seem that 
New York and Louisiana would at least feel injured. 

Mr. Sanders. Anyone that knows anything about it and takes beet 
sugar in preference'to can sugar needs education. TLaughter.] The 
only way they can keep Chicago people from eating cane sugar is 
by putting on a differential to keep the cane sugar out. 

Mr. Hamilton. Or by a Democratic policy which would prohibit 
Louisiana from producing cane sugar. [Laughter.] 



Digitized by VjOOQIC 



U)KG-AKI>-SHOBT HAUL ON BAILBOADS. 461 

Mr. Lyon. On the subject of water competition the Interstate 
Commerce Commission in this circular of December 18, 1917, in pre- 
scribing the six matters which tlie railroads should prove to the 
satisfaction of the commission whenever they applied for an excep- 
tion to the fourth section did not include anything in regard to 
whether the rate to the terminal point would be above the cost, the 
out-of-pocket cost. I wanted to call your attention to that. It does 
not call for that information. These are the six things : 

That the competitive rate which is met at the more distant point 
is a compelled rate and in and of itself more than a reasonable rate. 

That has nothing to do with out-of-pocket cost. The rate may 
pay four times the out-of-pocket cost, and under the decision of the 
-commission and the court may still be reasonable. It may be less 
than out-of-pocket cost and be reasonable. 

Mr. Stephens. They base reasonableness on competition? 

Mr. Lyon. There is no definition of what they base reasonableness 
upon. They have never expressed what they base it upon. Nobody 
ever has. Xo one can tell you what a reasonable rate is. 

The Chairman. Do you have any comment to make on that por- 
tion of that statement or the circular referring to water competition ? 

Mr. Lyon. I want to read those six items. That is the first one. 
The second one is : 

Show what steamers or boats are actually plying between the water 
points, and their tonnage capacity or capacities. 

Third, whether or not traffic is actually moving via the water 
lines, the volume of such traffic, and the names of the water lines. 

Fourth, the shortest distance from, to, or between intermediate 
points at which higher rates are maintained via the rail carriers, the 
names thereof, and the rates charged at such points, and the highest 
rate applying fi*om, to, or between intermediate points. 

Fifth, a snowing as to the reasonableness of the rates at the in- 
termediate points. 

Sixth, what would be a reasonable rate to be established at the ter- 
minal point to be the maximmn at intermediate points. 

I call attention to the fact that there is nothing there that refers 
to the out-of-pocket cost, and nothing there to show whether the 
terminal rates would be more or less than the out-of-pocket cost. 

The Chairman. Does that apply to water competition only, or 
does it apply to rail competition or market competition. 

Mr. Lyon. What I read to you applies to water competition, but 
they have other data in there when they want to meet rail and market 
competition, other factoi-s that enter into it. 

The Chairman. All in the same circular? 

Mr. Lyons. All in the same circular. But reading the decisions of 
the commission aside from this circular, they have intimated and 
have often used it in the course of their decisions, as being something 
above out-of-pocket cost. But not only do these water lines have to 
meet the out-of-pocket cost fi'om the places that they touch, like 
from New York to San Francisco, it isn't the out-of-pocket cost of 
the road operating from New York to San Francisco that the Lucken- 
back Steamship Co. has to meet. The steamship lines may make the 
lower rate first. The railroads gradually come down, but the out-of- 
pocket cost is the minimum the commission will allow the railroads 
to approach in reaching out for the business of the water lines. It 



Digitized by VjOOQIC 



462 LONGhAND-SHOBT HAUL ON BAILBOADS. 

is not the out-of-pocket cost only of the roads between New York 
and San Francisco that the boat lines have to meet. Take the rail- 
roads operating from Pueblo, which is two-thirds of the way to San 
Francisco — about 1,500 miles to San Francisco. The commission will 
allow the railroads operating from there to San Francisco to violate 
the fourth section in order to compete with the Luckenbach Steam- 
ship Co. operating from New York. 

The Chairman. Will you repeat that, please? 

Mr. Lyon. I said the commission will allow the railroads operat- 
ing from Pueblo to San Francisco to make a rate 

The Chairman (interposing). From Pueblo? 

Mr. Lyon. From Pueblo to San Francisco, that will meet the com- 
petition of the Luckenbach line moving the same materials from a 
plant lo<iated in New Jersey to San Francisco, so long as the railroads 
operating from Pueblo to San Francisco do not go below the out-of- 
pocket cost plus a reasonable return. 

The Chairman. In order that Pueblo may sell products in San 
Francisco as against the man in New York ? 

Mr. Lyon. Yes; to meet that market competition. That begins 
vvith water competition at New York, and then market competition 
from Pueblo is applied to meet it. 

The Chairman. But market competition may be market competi- 
tion in reference to competing railway lines or water competing lines? 

Mr. Lyon. Yes ; either one. I think that Examiner Thurtell stated 
during the course of these proceedings that if the competition came 
from Belgium to San Francisco on steel products, that the commis- 
sion would be justified — and I think it would under their decisions 
and under the decisions of the courts — ^in making a rate from Pueblo 
to San Francisco to meet competition from Belgium. 

The Chairman. They did also in reference to Australian wool, as 
against wool produced in the United States. 

Mr. Lyon. Yes. I am only giving yuu that to show you the diffi- 
culty under which the water lines laoor in order to compete for this 
business. It is well enough to say, " Well, the railroad lines do not 
get this relief from the fourth section until the water lines lower 
the rate," but the water lines know all the time that they have this 
threat staring them in the face. The commission said in this de- 
cision of June 30, 1917, after denying carriers the right to make lower 
rates across the continent because the water competition had actually 
ceased : 

When the water minpetitlon apMin heconies sufficiently controlHn;! In the 
judgment of the carriers to ne<*essltate the re<hictlon of the rates to tlie cciQst 
cities to a lower level than can reasonably V)e applied to Intermediate |K)int.*% 
the carriers may bring the matter to our attention for such relief as the cir- 
cumstances may .iustlfy. 

In other words, we know that as soon as we go back into this 
transcontinental businey*^, the moment we get 1 ton of freight the 
rail carriers may come before the commission and say, ^*the time 
has come, Mr. Commissioners, when these water lines are getting too 
much of this traffic, and we want protection.'* 

The Chairman. Let me interrupt you for a moment. Suppose the 
traffic east and west from the Pacific to the Atlantic coast requires, 
say, that all of it going either by rail or water could be carried by 
100 ships, but if the railroads carried half of it, then 50 ships would 
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carry it. Now, then^ suppose that all the shipping companies have 
altogether 50 ships in that trade, but knowing that the railroads 
will be permitted to meet any rate they make, there therefore will be 
no inducement to increase the number of ships and to increase compe- 
tition between shipping companies, because the business will no^ 
increase with the increased facilities. 

Mr. Lyon. That is undoubtedly true. I want to distinguish very 
particularly between competition by railroads that really meets water 
competition — that, is, where the railroads make the same rate to in- 
termediate points that they make to terminal points and the roads 
that compete throug;h violation of the fourth section. I think the 
Yazoo & Mississippi Valley, down by the Mississippi River, does 
not violate the fourth section. Under the exceptions to the fourth 
section, as I look back uj)on the history of this country, it has had 
the inevitable result of driving the railroads and the steamship com- 
panies into a combination. 

Mr. Stephens. Mr. Lyon, wouldn't it be infinitely more practicable 
and reduce a great many perplexing problems to simple ones if the 
railroads and steamship lines were allowed to cqpibine, and then 
the Commerce Commission to regulate the rates and keep them down 
to a reasonable figures, rather than to try to adjust differences be- 
tween railroads and water lines and to keep this balance so that they 
can both live and be properly maintained ? 

Mr. Lyon. You have asked me a very big question which I would 
not like to pass upon without full consideration. I have some views 
CO the subject which I will be glad to give you. I have always 
thought that the clients which I represent, large concerns with a 
large number of ships, would not object to regulation, because large 
concerns, both railroad and shipping, generally, do not object to regu- 
lation. It is the small ones that are wiped out by regulation. How- 
ever, if you attempted, it seems to me, to sayy to a tramp steamer 
owned by John Smith, that comes into the harbor of Xew York, that 
he can not take a load of stuff from New York and haul it to San 
Francisco, Savannah, or Norfolk at such a price as he sees fit, I 
would not want to say offhand that it would be a good thing to have 
a commission to fix his rates and require that he file his rates. 

I think it is a very serious public matter. Suppose a man owns a 
rowboat or own^ a little steam launch. Would he be subject to such 
a law ? Those are the questions that we get into, and I can't answer 
them. I am afraid it would be a dangerous dfxrtrine. But I would 
not mean to say for a moment that I could not be converted to 
another theory. 

The Chair3ian. Congress has settled that already, because they 
won't allow a railroad company, doing a transcontinental business, to 
own a steamship line in competition with itself at all. 

Mr. Lyon. Yes: the conditions got so bad that the Interstate Com- 
merce Commission is now given authority — or is directed by ('on- 
ffress, as I understand it — not to allow a railroad to own a steamboat 
line which competes with itself. 

The CHAiR3f AN. Not to allow them to own it even ? 

Mr. Lyon. There the discretion was with the commission: but on 
the Panama Canal Congress left no discretion with the commission. 
Congress acted itself. It said: " You shall not do this through the 
Panama Canal." But — ^to get back to the subject I was speaking of — 
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it seems to me it has resulted inevitably in combinations of water 
lines and railroads. Now, I have no definite information. I could 
not give you the exact facts to show that the railroads and the water 
lines were combined; but I think if the committee would take that 
very extensive report, gathered by some committee on intei'state com- 
merce of the Senate, in regard to lake competition and lake lines, 
showing the ownership of all of the terminals by the railroads at 
Chicago, Buffalo, and Cleveland, I think they would find it substan- 
tially demonstrated that there was no water competition on the Gi-eat 
Lakes. The railroads control practically the entire system of boats 
operating on the lakes; and I think the Interstate Commerce Com- 
mission has tried during this war or very recently to pull apart their 
boat lines and railroad*, but nobody knowns yet whether it will be 
to the public interests or not. 

Mr. Stephens. The indications are that it would not, aren't they ? 
The indications now are that it has been against the publiq interests. 

Mr. Lyon. Yes ; I think the indications are that the effect of allow- 
ing the process to go along for a series of years and allowing the 
railroads to donynate the situation — owning all the terminals, all 
the wharves, all the tracks, and to get control of the entire situation — 
and, then, you enter upon the process of pulling them apart, 
undoubtedly" leads to public injury at first. Whether it is per- 
manent is another question. But I am only stating now the in- 
evitable effect of the railroads being able to take business away 
from the water lines by the violation of the fourth section. I think 
that is largely the situation on the Atlantic seaboard. I do not 
know how far the different lines are owned by the railroads, but you 
know that a great many of them operate very closely with the rail- 
roads operating into New York, and Norfolk from Boston, and to 
Savannah and different points. There are not many really independ- 
ent wat«r lines. They are tied to the railroads. Now, we talk about 
all this business going into Texas. The Southern Pacific, which oper- 
ates in Texas, with its feeders, has a railroad at Galveston 

Mr. Sanders (interposing). Just one question right there — I did 
not bringing it out in examining that Galveston man the other day. 
Everyone knows that the Morgan Line, running from New York to 
Galveston, is owned by the Southern Pacific. 

Mr. Lyon. Yes. 

Mr. Sanders. Now, there is another line which runs from New 
York to Galveston called the Mallory Line. Do you know anything 
about the statement or rumor, whatever your might call it, about the 
Mallory Line and the Santa Fe? 

Mr. Lyon. The rumor is that they are very closely operated. 
Whether the Santa Fe owns stock, or whether anybody in the Santa 
Fe owns stock in the Mallory I have no information personally, but 
the Mallory operates in connection with the Santa Fe, just as the 
Atlantic Steamship Co. operates — I believe that is the name of the 
Morgan Steamship Co. — operates in connection with the Southern 
Pacific, and when the Southern Pacific got this reduction of rates via 
its lines from the West to the East, what we call the 40-cent scale of 
rates, the Santa Fe immediately put in an application in connection 
with the Mallory Line for the same reduction. And I have under- 
stood that those are the two big- companies that do the business from 
New York to Texas points. 
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Mr. Sanders. Irrespective of whether they own the ships in the 
Mallory Line or not, we do know that there is a very close working 
agreement between the Mallory Line and the Santa Fe. 

Mr. Lton. Absolutely. The tariffs are on file with the Interstate 
Commerce Commission, I imderstand, and the application must have 
been a joint application of the Santa Fe and the Mallory Line, jusl 
like it is between two railroads. 

Mr. Wood. May I be permitted to say there, Mr. Chairman, that 
there are practically the same through routing arrangements in con- 
nection with the Mullory steamship service from New York to Gal- 
veston and the Southern Pacific lines out of Galveston that there 
are between the Mallorv steamship service to Galveston and the 
Santa Fe lines out of Galveston. In other words, there is no restric- 
tion, so far as the Southern Pacific lines are concerned, against the 
Mallory Line and in preference to the Morgan Line, which is owned 
by the Southern Pacific. 

" Mr. Lton. Well, I did not mean to intimate at all that there was 
any competition between these through routes. 

ib. Sanders. There is no competition. Probably both of them 
own both routes. 

Mr. Stephens. That would indicate that there was no competition. 

Mr. Lton. Yes. 

Mr. Stephens. Now, Mr. Lyon, you do not think that the condi- 
tions of the country now, in the railroad world, indicate that there 
ever will be any more competition in railroads, do you? 

Mr. Lton. if o ; my judgment is I think we will have Government 
owner^p of railroads. 

Mr. Stephens. And railroad competition is gone. That is the 
most emphatic thing that anybody ever thought about. 

Mr. Lton. Yes, sir. 

Mr. Stephens. That competition between railroads is gone. 

Mr. Lton. Yes, sir. 

Mr. Hampton. Well, that is conjectural. 

Mr. Lton. Yes. 

The Chairman. Mr. Kruttschnitt stated positively before this 
committee that there was no competition in rates, but only competi- 
tion in service. 

Mr. Lton. I don't see how there can be competition with the Gov- 
ernment operating them all, as they do now. 

Mr. Hamh-ton. It runs in my mind — I may be in error — ^that we 
had testimony before this committee to the effect that certain com- 

Sanies. coastwise corporations — ^that is, doing a coastwise business — 
ivide the ports of the United States, Atlantic and Gulf ports among 
them, and made their own charges to the ports which they enter; and 
that the so-called competing lines did not enter those ports. So that 
each line had a monopoly as to those particular ports and could 
charge what they pleased. 
The Chairman. Well, they all touch at New York, you know. 
Mr. HA^niiTON. I am not talking about New York. I am talking 
about the Atlantic and Gulf ports south of New York. 

The Chairman. W^Hi there was evidence that several coastwise 
companies that did business between those ports did not touch at the 
same port. 

60658—18 30 
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Mr. Stephens. They would be very stupid if they did. They 
would get about a bale of cotton apiece, and there would be no money 
in it for any of them. 

Mr. Hamh^ton. It developed that they had an understanding 
among themselves. 

Mr. Stephens. And they should have. 

Mr. Hamh^ton. Not to enter the same ports, and that they did 
charge what they pleased. 

The Chairman. And that they, nearly all of them, did have dock- 
ing facilities located with reference to some railroad that enters that 
particular port. 

I would not undertake to state what it is now, but that was stated 
in th^e consideration of the Panama Canal bill. 

Mr. Stephens. It is simply a practical way, and it should be regu- 
lated so that they can live and so that we can have transportation 
facilities. 

Mr. Lyon. Yes. Of couree, that is not an immediate question 
here. Even if that were done, assuming what you say is true, that 
they should be regulated, I still think Congress would have this ques- 
tion before it as to whether it wanted the transportation to be by 
water lines or whether it wanted it to be by railroad. I think it 
would have that question to decide. I think that is the question here 
now. The reason I am here is not to advise you, as I said. My com- 
pany does not want to advise you ; they think the question is too big 
for a corporation to step in and advise Congress what to do; but we 
do want to say that if this 6,000,000 tons of freight is to move from 
the Atlantic to the Pacific coast — if you allow the3e exceptions to the 
fourth section — it will take a certain amount of tonnage from the 
water lines, and you will have fewer vessels. As the chairman said, 
if there are 50 vessels there now, operating — as there were substan- 
tially that number, I believe, just before the war started, before the 
slide in the Panama Canal — and if there is enough business for a 
hundred vessels, of course, if they allow these violations of the fourth 
section there would not be any increase in the number of vessels. 
That would be a question for Congress to decide, whether it will want 
to increase the number or not. 

I think Mr. Spence made a magnificent argument — the traflSc di- 
rector of the Southern Pacific Railroad — in behalf of the railroads^ 
and I think it is one that Congress ought to consider, but I do not 
think we ought to be hypocritical about this thing. 

We talk about wanting a great merchant marine. Then we put 
the means of establishing it in the law. Now, if we don't want it, 
and say that it is to the mterest of this country to develop the rail- 
roads, we have got the railroads anyway ; we have got the presidents 
and general managers and traffic managers of the roads ; they can do 
more business than they have done, and it is to the interest of this 
country to have the railroads carry all the business that can be car- 
ried, and simply let a tramp steamer come in now and then when 
there is a flood or something of that kind and take the extra business; 
if that is the policy of Congress you can line up your business accord- 
ingly. But if you want a merchant marine that is not the way to 
create it. 

The Chairman. We do not allow tramp steamers to do a coastwise 
business — or did not. 
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Mr. Lton. Well, I did not know that. 

The Chairman. Unless they are American-owned tramps. 

Mr. Lton. There are some American-owned tramp steamers. 

Mr. Stephens. You think these exceptions to section 4 are suffi- 
cient to really reduce the number of steamships operated? 

Mt. Lton. Why, the commission said on this southeastern case, 
" We wiU allow these railroads to continue these lower rates to the 
more distant points, because if we put them upon a reasonable basis 
the steamboats will return upon the Mississippi River." That is 
their position. I do not see how you can get away from it. It is 
inevitable. 

Every ton of freight the Morgan Line hauls is taken at a great 
sacrifice. They can not afford to run their steamships from New 
York to Galveston if upon a business basis. But the Southern Pacific 
Railroad, operating through the United States, can stand the loss. 
They want to keep it up for the future, but no independent concern 
moving freight from New York down to Galveston — any really inde- 
penden^ company — can aflford to do that, because they can get much 
better returns for their boats elsewhere. 

The Chairman. Mr. Lyon, isn't this somewhat illustrative of what 
is being done: We tax the people to provide water facilities for 
transportation and then we tax the railroads by reducing the earn- 
ings that they would get in order for them to prevent the utilization 
of these water facilities that have been created by taxation ? 

Mr. Lyon. That is exactly the result of exceptions to the fourth 
section; Congress appropriates a billion and a half dollars to im- 
prove public waterways, and then the commission grants exceptions 
to the fourth section so that the railroads will take some of the 
business that would otherwise go upon these improved waterways. 
That is the very purpose of it. It can have no other. 

The Chair^ian. The committee will adjourn until 10.30 to-morrow 
morning. 

(Whereupon, at 4.40 o'clock p. m., the committee adjourned until 
10.30 a. m. Saturday, Mar. 30, 1918.) • 
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SATITBDAY, MABCH 30, 1918. 

Committee on Interstate and Fobbign Commerce, 

House of Representatives, 
' "Washington^ D. C. 

The committee this day met, Hon, Thetus W. Sims (chairman) 
presiding. 

The Chairman. The committee will come to order. I want to 
state to begin with that we are compelled to close these hearings not 
later than 5 o'clock to-day. We can not go over into next week. I 
do not want to abridge anybody, or anything of that sort, but I do 
not know when we can give hearings on this bill again. We do not 
want to shut anybody on, and I would like very much if the gentle- 
men who are to be heard to-day would arrange among themselves as 
to who is to be heard first, and about how much time each will take^ 
so as to enable all of them to be heard as fully as possible. I know 
the gentlemen who are to be heard can not keep the members of the 
committee from interrupting them and using more time than they 
otherwise would. I do not believe the committee finished with Mr. 
Lyon yesterday, and so now the first thing we will do will be to let 
Mr. Lyon finish his statement. If you have anything that you wish 
to state, not in response to interro^tories, I will ask the committee 
not to interrupt you until you finish any statement that you want 
to make. 

Mr. Lyon. Mr. Chairman, I have no prepared statement. I have 
only a memorandum. 

The Chairman. I mean if you have any statement you want to 
make. 

Mr. Lton. Yes ; I want to make an additional statement to what I 
have made. 

The Chairman. Go ahead and make it, then, and then you will 
be interrogated afterwards. 

FtTETHEB STATEHENT OF MB. FBANK LTON, ATTOSNET FOR THE 
LIJCEENBACH STEAMSHIP CO. 

Mr. Lyon. As I was stating yesterday, the position of the company 
I represent, the water line, is that it objects, and we think it is bad 
policy to leave to any administrative body to determine which method 
of transportation shall be used in the movement of freight, and as 
we read the fourth section, as it now stands, and as we read the deci- 
sions of the commission, as they have been rendered, the commission 
is a body that indirectly determines what method of transportation 
shall be used for the transportation of freight, whether it shall be by 
water, or whether it shall be by rail, and through its decisions deter- 
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mines the amount of traffic that may move by either. They do not 
make such statements in their decisions, but when we take the deci- 
sions, take these exceptions to the fourth section, and. look into the 
purpose of the railroads in asking for relief from the fourth section, 
it leads to no other conclusion than that the commission sits in judg- 
ment substantially as to whether the water line shall exist at all, or 
as to how much of a certain traffic between given points the water line 
shall take against the rail lines. That is the effect of their decisions, 
and I say that is the purpose of their application. 

I am not here to criticize the Interstate Commerce Commission in 
exercising its functions that way. I think the way Congress has left 
the fourth section, as construed by the courts in the last 20 or 30 years, 
the commission has that authority, and I think they have been render- 
ing decisions as it has been laid down to them by the courts, and laid 
down to them by the practice of railroads in the last 75 years. So I 
say it is not in criticism of the conamission, but it is in'criticism of 
the law, as it stands. We think the only remedy, if there is to be a 
remedy, is through the action of Congress. I am not here again to 
say there should be any remedy, but I am here to call attention to the 
situation, and then Congress, of course, will determine for itself 
whether it shall continue as it has in the past, with the commission 
practically the determining factor as to whether there shall be water 
transportation or rail transportation. 

In that connection I call attention to the language of the commis- 
sion in the transcontinental cases, decided on June 30, 1917, the ques- 
tion now between the railroads and my clients, the steamship line, 
about this traffic and transcontinental business. The commission says : 
" Neither is it our purpose to permit the maintenance of rates to or 
from Pacific coast points at a level that will render this service un- 
attractive to the boat lines." In other words, by that language the 
commission says : " We will determine when busmess is attractive to 
the boat lines, and when it is not attractive to the boat lines, and we 
state that this commission, as it is organized on the day this opinion 
was written, is going to have this policy, that it shall not make it un- 
attractive to the boat lines." 

We think that no such power should be given an administrative 
body. We think that that should be determined by Congress, and if 
it wants to encourage this coastwise shipping and this lake shipping 
and this river shipping, that it should not allow exceptions to the 
fourth section, and not leave the law so that the commission mav 
hold that water competition constitutes a special case under the fourth 
section. If it does, you will get just that kind of an opinion that the 
commission will decide when it is attractive, and when unattractive 
for the boat line, and when they decide that, they in effect make a 
decision which we think is detrimental to the merchant marine. 

Yesterday I referred to the Alabama-Midland case, decided by the 
Supreme Court, the volume of which has been given, which held that 
the Interstate Commerce Commission should take into consideration in 
determining the relief from the fourth section, the fact of potential 
water competition. That means, not boats actually doing business 
but the possibility of boats. That because the oceans wash the shores 
vxt New York and San Francisco, creates potential compotitionj and 
that that factor should be taken into consideration in determining 
whether there should be relief from the fourth section. 
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I wish also to call to your attention the uncertainty of steamship 
rates. I think that should not go unnoticed. There is no certainty 
whatever about steamship rates. The ocean is a public highway, and 
any steamer may come m any day and take a cargo between any 
points at any rate it sees fit. If it is a ship, like those which are 
being built on the Pacific coast, for the purpose of carrying supplies 
to Europe, she may come East loaded with canned goods or some 
California product at any kind of a rate, merely to have ballast.. 
Because there is no certainty about steamship rates, when these rail- 
roads reduce their rates to meet steamship competition, they are re- 
ducing them to meet an unstable situation. You never know from 
day to day what the rates will be, and I think it is an admitted fact 
that in the same steamship on the same trip the same commodity is 
carried at different rates. Of course, the more stable these steamship 
line get and the more certain its ports of call and ports of destina- 
tion become the more the rate approaches stability, but I think there 
will never be a time when there will be absolute stability of water 
rates. 

Another bad effect, it seems to me, from the application of the 
fourth section, as it is now written and as applied by the commis- 
sion and the courts, is that it inevitably drives to combination be- 
tween the railroads and the steamships. 

The Chairman. Does what? 

Mr. Lyon. Inevitably drives to combination between the railroads 
and the steamships. As soon as a railroad company knows of those 
who are contemplating entering the steamship business or as soon as 
a steamship is put on the route, we will Say, between New York and 
Savannah and makes rates such as would attract business from New 
York to Savannah, which theretofore had been going by rail, the 
railroads can go to the commission and show that there are steam- 
ships operating and carrying tonnage, and thereupon the commis- 
sion would allow the railroads to operate on a less rate to Savannah 
than they do to intermediate points and lower than operated by the 
steamship companies. 

Under these conditions prospective owners and operators of steam- 
ships hesitate to enter the business, because as soon as they put in 
the rate the railroad rate goes down to get back the business, and then 
if they reduce the rate again, they go to the commission a second 
time. " Then the rate may be further depressed, so long as it does not 
go below the out-of-pocket cost. That is continued until it arrives 
at what either the commission or the railroad decides is a fair divi- 
sion of the business. That is the effect of it. I say that inevitably 
drives the steamship lines and the railroads into a conference around 
the table, whereby, instead of entering this fight with each other for 
business, they will enter into some gentleman's agreement as to what 
the rate shall be. I think that is not in the public interest. 

Of course, the question next comes up, " If the railroads do not 
compete with them, will not the steamship companies combine?" 
That is i)ossible, but the answer to that is that if vou do not have this 
threat of the railroad competition continually going down to the out- 
of-pocket costf these steamships will fight the matter out among them- 
selves. 

It has been my opinion from 30 years' experience with the Inter- 
state Commerce "Commission that there is no way of ascertaining the 
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out-of-pocket cost. If 999 passengers are on a train going from 
here to New York, and another passenger wants to step- on, what will 
be the additional cost for carrying that extra passenger to New York 
on the train ? Nobody has yet conceived a way of answering that 
question, and therefore when it comes to the question of moving a 
box of shoes from New York to Savannah and you fix a rate that the 
railroad can make less than the intermediate rate, less than a reason^ 
able rate, as to what is the out-of-pocket cost of moving that box of 
shoes, I say it is impossible to cfdculate. It is imanswerable that 
if yon turn this business over to the railroads, you will to tiiat extent 
decrease vour merchant marine. 

Now, the extent that there are violations of the fourth section may 
be of some interest to the committee. While there are a vast num- 
ber of points to which there are lower rates to long distance than 
to short distance, and particularly in railroad competition, it has 
always been a debatable question and one that we were unable to 
get any figures upon as to how much of the business of the country 
really moves in violation of the fourth section. In my judgment — 
and I can not give any exact data about it, because it can only be 
ascertained through the records of the railroads at great expense 
and trouble; I have never thought of it as being as great as it is 
sometimes said to be. I am led to that conclusion by the several rules 
of the commission under the fourth section. 

In the first place, they provide that when a carrier applies to the 
Interstate Commerce Commission for relief from the fourth section 
they must show, first, that they are more than 115 per cent longer 
than the short line — ^I am now speaking of the rail competition — 
except in extraordinary cases, and the commission will not allow a 
violation of the fourth section when the long line is less than 115 
per cent of the short line. Now, I heard Mr. Wilson on the stand 
here the other day refer to competition between Chicago and Kansas 
City and telling a very pitiful tale of the situation, if the fourth 
section were made rigid, as to what would happen there. I think 
he mentioned that there were six main lines between Chicago and 
Kansas City ; and he stated that the shortest line was the Santa Fe, 
450 miles, and the longest line the Great Western, 530 miles. That 
is a difference of 80 miles, practically, on a haul of 500 miles. Fif- 
teen per cent of 500 miles is 75 miles. Therefore it is very doubtful 
whether the record will show any violation of the fourth section on 
any of those lines between Chicago and Kansas City. Therefore 
you can see that between Chicago and Kansas City — and I think 
that is illustrative of other points through the country — ^that the 
vast mass of the tonnage is carried without any violation of the 
fourth section. It is only on lines that are 115 per cent longer that 
the rule of the commission is violated, except in extraordinary cases. 
Taking that into consideration, and knowing the railroad geography 
of the country as I do in a general way, I think that the total ton- 
nage moved in violation of the fourth section is not as great as some 
may assume it to be. 

ISTow, on the lake business, I think it is generally recognized that 
the railroads and the steamship companies have gotten together in 
the last 30 or 40 or 50 years, and practically have no real compe- 
tition. 
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I believe that is true also in the trunk-line territory, where 50 per 
cent of the tonnage of the United States moves, that there are no 
violations of the fourth section based on water competition. I think 
that statement is correct. I have often heard it made and imder- 
stand it to be so. 

The Chairman. What is that last statement? 

Mr. Lyon. That in the trunk-line territory there are no violations 
of the fourth section. 

Mr. Shaughnessy. Where is the trunk-line territory ? 

Mr. Lyon. North of the Potomac and Ohio, and east of the Mis- 
sissippi. 

The Chairman. What is called the oflScial-classification territory ? 

Mr. Lyon. Official-classification territory. That is the better 
term. There is no violation of the fourth section based on water 
competition. 

The Chairman. In that section ? 

IVIr. Lyon. In that territory, and that moves 50 per cent of the 
tonnage. That has been the understanding. I think that is due to 
the fact or the reason that there is no violation there is that there 
has been this combination which I have just referred to, the combi- 
nation between the water lines and the rail lines, so there is no real 
attempt on the part of the water lines to carry this business between 
these ports, except as connections of the railroads. 

The i-eport to Congress by the Senator — I can not recall his name — 
the Senator from Ohio, preceding, I think. Senator Pomerene, made 
a very exhaustive report on the waterways. 

The Chair3ian. Senator Burton ? 

Mr. Lyon. Senator Burton, I think it was, made a very exhaustive 
report, showing the ownership of docks and rights of way up to the 
railroad, and the domination of all those factors by the railroads as 
accounting to a large extent for the absence of water competition. 

Now, just a few figures in relation to this transcontinental situa- 
tion. You probably have heard the statement of a case where starch 
had been taken from Cedar Eapids, Iowa, to the Atlantic seaboard, 
and then taken by water through the Panama Canal to Los Angeles, 
the freight being delivered at San Diego, some 160 miles or so south 
of Los Angeles. 

Mr. Bartine. Pardon me. It was not through the Panama Canal. 
It was long before the Panama Canal was constructed. It was 
across the Tehuantepec. 

Mr. Lyon. It might have been across the Tehuantepec. It is an 
interesting fact which ought to be brought out before the committee. 
Think what that involved. That involved a 1,500-mile haul by rail 
from Cedar Rapids to New York. That freight had to be loaded 
in Cedar Rapids ; it had to be unloaded at Jersey City, put upon a 
barge and taken across to the American-Hawaiian Docks, which are 
on the Brooklyn side; there unloaded on the dock, then from the 
dock into the vessel ; then taken by the vessel about 3,000 miles to 
the port on the Gulf of Mexico; there unloaded 

MLT. EscH. It is not that far. It is only 2,000 miles down to Colon. 

Mr. LroN. The distance from New York to San Francisco via the 
canal is 5,262 miles. It is 2,000 miles, or something of that kind — 
probably 4,000 miles of water by the Tehauntepec rather than by the 
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canal. Then it was unloaded upon the dock and put upon a rail- 
road car and hauled across the Tehauntepec Peninsula, unloaded at 
the port of sailing on the Mexican coast, loaded into the ship, then 
taken by the ship up to San Diego, there unloaded at San Diego^ 
put upon the dock, and the cars backed in there, loaded upon the 
cars, and taken up to Los Angeles for final delivery. The railroads 
could not meet that competition. It is probably 1,500 to 2,000 miles 
to Los Angeles by raiL when to accomplish the work the other way 
it would have taken 1,500 miles of rail haul in the United States* 
192 rail miles, I think, across the Tehauntepec, and a rail haul of 
160 miles in California, and unloading and loading this freight six 
or eight times, and the railroads could not meet that competition ex- 
cept by a violation of the fourth section. 

The Chairman. What is the rail haul from San Francisco? 

Mr. Lyon. One hundred and sixty miles ; and the freight on that 
starch was substantially the same as though it had been loaded in a 
car with one loading, hauled across the continent to Los Angeles, 
and unloaded, without any intermediate transfers whatsoever. 

Mr. Sandeks. In other words, the rail haul was the same both 
ways? 

Mr. Lyon. With an addition of 4,000 miles of water; yes. And 
what is more important, ray experience with the commission has 
taught me, together with my experience with railroad traffic man- 
agers and transportation men, that the greatest expense of trans- 
portation is not the road haul but it is the handling service — it is the 
loading and unloading. I think this must have required at least 
four loadings and four unloadings. That is the extreme case which 
. everybody has mentioned. I think that is the farthest distance that 
anything was ever drawn into one of these water lines, but that 
is the one that is always used as the horrible example. 

To show how the water lines have to get this business, it is inter- 
esting to state to the committee that, via the Pennsylvania Railroad, 
the American-Hawaiian and Luckenbach Steamship Cos., in order to 
move steel from Pittsburgh by way of New York to San Francisco, 
had to pa.y the full local on steel Jrom Pittsburgh to New York — ^I 
think of 16.8 cents; it has been a long time since I looked at the 
figures, but I think it was that. Tet, when the Pennsylvania Rail- 
road wanted to join with the other railroads west of Chicago, it 
shrunk its local rate from Pittsburgh to "Chicago, I think, down to 
about 9.2 cents. The boat-line company had that to contend again. I 
do not know whether that is right or wrong, but I am giving the illus- 
tration of what your merchant marine is up against in this propo- 
sition. 

Of coui'se, we understand the selfish interest of the railroads. They 
do not want this traffic to move from the coast cities by water. We 
generally speak of that distance as being 500 miles from Pittsburgh 
to either New York or Chicago. 

Possibly I emphasized sufficiently yesterday that I think that the 
privilege of the transcontinental railroads to violate the fourth 
section, upon application to the commission, is far more valuable to 
the transcontinental railroads than the right to operate boats through 
the canal would be. In order to compete with the American-Hawaiian 
Steamship Co. and the Luckenbach Steamship Co., they would hare 
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to make an investment of $20,000,000 or $30,000,000, if the.y wanted 
to operate boats through the canal, whereas to compete with them 
under the fourth section they would have to make no investment 
whatsoever. 

The Chairman. You dwelt on that yesterday. 

Mr. Lyon. I think the action of the commission has practically 
set at naught what I read to be the intention of Congress in permit- 
ting the ownership of boats through the canal. The canal act was 
passed subsequent to the amendment to the law in 1910. It was a 
deliberate act of Congi'ess after the act of 1910 had been passed, 
when the special-case principle was incorporated in the law. 

I want to draw the very broad distinction here between a violation 
of the fourth section growing out of railroad competition and a 
violation growing out of water competition. I think the two 
questions might be approached by Congross fi-om entirely dilferent 
viewpoints. Since the Government now operates all the railroads, 
and is substantially the owner of every mile of railroad, certainly 
the lessee, this Congress might very well say that the Director Gen- 
eral of the railroads should not be prohibited from moving freight 
by any rail transportation which may be open at the moment, in 
order to get traffic through. I think a strict enforcement of the 
fourth section, under this condition might limit that power, and I 
sav Congress has got to decide whether that is a wise thing or unwise 
thing to do. 

Then, when it comes to water competition, it has the other question, 
and which to me is entirely diflferent, as to whether Mr. McAdoo, or 
whoever is in charge of these railroads, shall be allowed to move 
freig:ht by rail between A and B through a violation of the fourth 
section by charging less than to the intermediate points. If you de- 
cide he may do that, then I say you would decide that you want to 
limit your ships. That is the question Congress has before it in this 
legislation. 

The commission still at this date is of opinion that there is water 
competition that justifies railroads in violating the fourth section, as 
evidenced bv a report which was laid on my desk day before yester- 
day, dated l^ebruary 11, 1918. This report allows railroads to violate 
the fourth section between New Orleans and Mobile, Ala., granting 
Mobile a 12 -cent carload rate on sugar with a 15-cent rate to Warren 
Switch, Ala., and other intermediate points. I call attention to the 
fact that even with the great demand for ships at this time, the 
commission still holds that the railroads may violate the fourth sec- 
tion on such traffic as that. It is only illustrative of others. 

Mr. Sanders. Mr. Chairman, I would ask that the document be 
printed as a part of Mr. Ljon's hearings. We wish to get all the in- 
formation possible. 

The Chairman. I do not know how long it is. 

Mr. Lyon. It covers six or eight pages, I think. 

Mr. Sanders. Or a part of it. 

Mr. Lyon. I gathered that from the exhibit which is attached at 
the end of it. This was an application known as the Southeastern 
Stigar cases, submitted December 5, 1917, decided February 11, 1918, 
headed, " General readjustment of commodity rates on sugar from 
New Orleans, La^, and from the North and South Atlantic ports to 
points in the southeast found justified." 
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The Chairman. Let it go in. It is a recent hearing. Let it go in 
in full. 

(The report referred to is as follows:) 

ORDER. 

At a General Session of the INTERSTATE COMMERCE 
COMMISSION, held at its office in Washington, D. C, 
on the 11th day of February, A. D. 1918. 

The Southeastern Sugar Cases.* 

These cases being at issue upon complaints and answers on file, 
and having been duly heard and submitted bv the parties, and full 
investigation of the 'matters and things involved having been had, 
and the Commission having, on the date hereof, made and filed a re- 
port containing its findings of fact and conclusions thereon, which 
said report is hereby referred to and made a part hereof : 

It is ordered^ That the complaints in these proceedings be, and they 
are hereby, dismissed. 

By the Commission. 

[seal..] George B. McGinty, 

Secretary. 

Mr. Lton. Mr. Mann yesterday, I believe, or the day before, 
stated that the coast is interested in this question because it enables 
the railroads to secure some revenue which would otherwise go to the 
ships, and by receipt of that revenue it thereby had a tendency to 
keep down local rates of San Francisco and local rates of other ports. 
It seems to me that that is a novel position to take for making special 
cases under the fourth section, that because the railroads will get 
some money which would otherwise go to the ships, that that would 
help California in getting local rates outbound from San Francisco. 
I suppose he worked out that theory because the railroads had re- 
pudiated his assistance in these fourth-section cases, and he had to 
work out some excuse for being here from the Pacific seaboard, but, 
as I said before, this is a question of a struggle between the transpor- 
tation interests for traffic, and as both the railroads and myself view 
it, as I read the statements of Mr. Spence and Mr. Wincliell before 
the Senate committee, it is only a struggle between transportation 
interests in which the coast cities, who receive these lower rates by 
an exception to the fourth section, have no interest or any legal right. 
It is something for which they can not ask. It is a matter that may 
be conferred upon them by the commission, on the application of the 
railroads, but something they can have no legal status in, and their 
appearance here, as we have always claimed and as the intermoun- 
tain country has always claimed, is not for any purpose except to keep 
imto themselves those* things granted by the railroads that the ship- 
ping lines are unable to confer upon them. If it were not that they 
were getting something that the ships could not confer upon theni, 

^ No. 8117, Atlanta Freight Bureau 17. Atlanta & West Point Railroad Company et al. ; 
No. 8228, Freight Bureau, Chamber of Commerce, Macon, Ga., v, Clyde Steamship Com- 
pany et al. ; and No. 8255, New Orleans Joint Traffic Bureau v. Alabama & MtaslsBltmt 
Railroad Company et al. 
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they would hare no interest in keeping up the violations to the 
fourth section. 

I will say that the Panama Canal report shows that in 1915, while 
there were $220,000 in revenues in excess of expenses, in 1916 the 
expenses exceeded the revenues by a little over $2,000,000. 

Mr. EscH. That is partly due to the slide in 1916? 

Mr. Lton. Yes; from September until April they were blocked 
by the slide, and the war had something to do with it. That, of 
course, includes no interest upon the $500,000,000 invested. That is 
merely operating expenses and the revenues. I only refer to that to 
show that so far as this action of the commission in permitting viola- 
tions of the fourth section decreases that movement of traffic through 
the canal, it only adds to that deficit, and the money must be appro- 
priated from the Treasury, from the taxpayers generally, to meet 
that situation. 

I had one or two matters that I would like to refer to in answer to 
questions which Mr. Hamilton asked yesterday. 

The Chairman. Mr. Lyon, if you so desire, you may extend your 
remarks and add anything to your statement before it is pi:inted. 
That is, you can have typewritten sheets made out, containing any- 
thing you want to say in explanation of what you have said, or any- 
thing m addition bearing on the same subject, which will be printed 
with your hearings when they are printed. 

Mr. Lyon. If the committee please, then, I would like to submit 
this oral argument which I made before the Literstate Commerce 
Commission in these transcontinental cases. 

The Chairman. Is that an argument upon this same subject? 

Mr. Lton. Yes, sir. 

The Chairman. There has been general permission given to each 
witness who has appeared before the Senate committee to add to his 
hearing here the statement that he made before the Senate committee 
^as a part of his statement here. 

Mr. Lton. I think my statement here covers it as fully as the 
statement before the Senate committee. I have here, however, an 
argument that I made before the Interstate Commerce Commission 
in the transcontinental cases, which I would like to have printed as 
a part of my remarks. 

The Chairman. Let it be printed. 

(The matter referred to is as follows:) 

Before the Ixttirstate Com^ikkce Commission — **The Transcontinental 

Cases.'' 

[Faartli-8ectlon applications Nos. 205, et al. Washington, D. C, April 5, 1917. Argu- 
ment of Frank lijon for the American-Hawaiian and Luckenbach Steamship Cos.] 

The Interests whioh I represent and for which I speak are tlie American- 
Hawaiian and Luclvenbacli Steamship Cos. 

As to the tentative report, tliose comiianles liave no Interest in its findings, 
except that which relates to tlie main proposition of potential competition. 

The part of the report which I shall sujrpest be eliminated from the final 
report of the commission is that contained on the last page, which reads as 
follows : 

" If the rates to intermediate territory are adjusted In accordance with the 
bases above outlined when water competition again becomes sufficiently con- 
trolling? as in the judgment of the carriers to necessitate the reduction of the 
rates to the coast cities to a lower level than can reasonably be applied at 
Intermediate points, it is our view now that we should, upon application of 
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the carriers, permit the reduction of rates to coast points to sucli level as lua^r 
be shown to be necessary tp permit the rail carriers to continue to share in. 
the traffic." 

Our objection to that is, as that question is not before the commission it- 
is not now called upon to express an opinion, as conditions may be different 
at the time of the application. 

If the commission please, the interests for which I speak directly on the 
record are the American-Hawaiian and Luckenbach Steamship Cos.. I)Ut they 
are only representative of the real interests for which I must perforce speak: 
in this controversy. These companies have, with others, in the past enga^e<l 
in the transportation of commodities between the Atlantic and Pacific coasts^ 
Heretofore they have transported a large proportion of the total of this water- 
borne traffic, prol)ably 90 per cent. However, what is to their interest in this 
matter is to the interest of the merchant marine of the country as a whole — 
whatever principles are laid down in this case that will result In injury or 
benefit to these two companies will be of equal Interest or benefit to the mer- 
chant marine as a whole. In this case I have a duty to perform for my clients, 
but I feel In addition to that I have a much more profound duty for the 
country. 

In this crisis of the country it must be with profound regret that any man. 
that any commission, that any court has in the past pursued such a course of 
action, unless forced to do so by the inexorable rule of law, as to have in the 
slightest degree lessened the merchant marine of the country. 

With the passage of the resolution through the Congress of the United States 
to-day either declaring war or recognizing its existence we must assume that 
at least for months to come this will be a naval war, and that the country is 
and will be suffering not only from a lack of ships in which to transport the 
troops, the supplies, and the nmnltious necessary for the proper conduct of 
intensive war, but for the need of vessels of every type to protect our commerce 
from the aggressions of the enemy. 

As Mr. Wetrick, of Washington, has said, this is no time to deal in mere 
technicalities, but that it Is a time when the spirit and not the letter, when the 
substance and not the shadow, should be foremost In the minds of us all. 

While I have placed upon me the duty of representing my clients and exiiress- 
Ing to this commission my conception of duty to the country, this commission 
holds within Its gi*asp the great pearl of opportunity. Pride of preceilent with 
pride of opinion must be laid aside just as the Supreme Court recently laid 
aside its precedents and held to be constitutional a law which no lawyer who 
had a reputation w^ould for one moment have advised, baseil upon precedents, 
would be sustained. However, that great court rose to the emergency an^ 
became a great legislative branch of the Government, sustaining tlie will of 
the people as expressed by the Congress. 

So here, although we have the Alabama Midland case, decided by the Supreme 
Court a generation ago, although we have numerous decisions of this commis- 
sion more or less leaning ti»ward the doctrine of recognizing potential competi- 
tion, although we have an imbroken line of decisions by this commission to 
the effect that the existence of actual water competition forms a basis for 
exception to the rigid provision of the fourth section — In the face of all this I 
submit this Is the time when the commission should " stop, look, and listen," 
should decide whether there is to be continued to be offered for sacrifice upon 
the altar of the railroads the merchant marine of the country. 

I admit that the challenge to set aside precedents is a bold one ; I acknowledge 
that I have arrayed against me the vested Interests of the great railroad cor- 
porations of the country — but profoundly believing that the ix)licy that has 
been pursued by those great corporations, approved by this commission and the 
courts, has place<l the country In a serious condition to meet the present crisis, 
and believing there Is nothing in the proviso of the fourth section making it 
obligatory upon this commission to strike down directly or indirectly the mer- 
chant marine, I do not hesitate to throw down the gauntlet. 

All that the Imperial German Government may have done in the past two years 
to the injury of the rights of this country, the railroads have during the past 50 
years done to the Injury of the merchant marine of the United States* and that 
warfare has so long gone unchallenged that It has substantially accomplishe<I 
the purpose which it is feared might be accomplished by the submarine unlest* 
this country makes so bold as to throw down the gauntlet of war. 

Prior to the Civil War, which was before the time of railroads in Its modern 
sense, this country boasted the greatest merchant marine that had ever existed 
in all history. 
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Since the Civil War, colDCident with the growth of the great railroad systems 
of this country, there has been a rapid and continuous decline in the merchant 
marine as measured by the greatness of the country. From the earliest times 
of which we have evidence, before the act to regulate commerce became a law 
in 1887, the railroads, including these transcontinental lines as personified by the 
Southern Pacific, have pursued an unremitting warfare upon the merchant 
marine. Rates were made from coast to coast which applied only to those mer- 
chants who would agree to make no shipments by the competitive water line. 
That shipper who dared to violate this ukase of the Southern Pacific was either 
charged higher rates than the competitor or his traffic entirely declined. There 
was no law to restrain the action of the carrier in those days of unlimited com- 
I>etition, except the inadequate remedy under common law. 

This condition was succeeded by the act of 1887, wherein Congress tried to 
express its views and to impress upon those who had in their hands the execu- 
tion of the law, that the interior should not be charged higher rates than the 
terminal. Advocates of departures from the fourth section generally give little 
creilit to the understanding of Congress and through their arguments would 
have us believe that Congress meant nothing by the fourth section. This is 
exemplifie<l by the course of the carriers and the courts after the passage of the 
act of 1887, wherein it was provided that no greater charge should be made to 
the interior than to the terminal '* under substantially similar circumstances 
and conditions." The railroads In effect pursued a policy that whenever they 
willed It the " circumstances and conditions " were dissimilar, and there were 
few cases in which they were not sustained by the commission and by the 
courts. The fourth section as It stood until 1910 in no way interrupted the 
aggressions of the railroads upon the merchant marine attempting to serve the 
coastwise and interior waterways' trade of the country. 

After more than 20 years of fruitless effort to restrain violations of the under- 
lying principle of the fourth section, having had before it the course of the rail- 
roads, the commission, and the courts. Congress again undertook to give force 
and effect to what it unquestionably had In mind In 1887, and to that end wiped 
out the fourth section as it then stood and reenacted it In the form which defi- 
nitely, positively, and unqualifiedly forbade the railroads from charging less for 
the long distance than the short distance, leaving them no " substantially simi- 
lar circumstances and conditions " upon which to hang their departures from the 
will of Congress. After making this positive declaration, Congress provided that 
in ** special cases " the commission may authorize departures. 

The railroads since 1910 have pursued before the commission in their applica- 
tions for relief the name course that they had pursued prior to 1910, and I 
regret to .say that from my understanding of the decisions the commission 
has been largely pensuaded to their way of thinking, and there are as many 
substantial violations of the fourth section to-<lay as there were lief ore Congress 
acted in 1887 and 1910. There have been many Inconsequential adjustments 
in the interior which the railroads were glad to have Ironetl out through the 
agency of the commission rather than take upon themselves the responsibility 
and the resultant criticisms that would come from preferred centers, dis- 
criminations which had grown up In the past 30 or 40 years. 

But the fundamental and Important departures from the fourth section as 
it ctmcenis the merchant marine of the country have in no wise been curtailed, 
but in fact have been intenslfie<l through the action of this commission, as is ex- 
emplified in the Schedule C exceptions. Just as the merchant marine through 
the development of shipping In other countries has learned of economies in 
operation and has applied that to our coastwise and Inland waterways the rail 
carriers have come forward and have secured authority to deprive the ships 
of that advantage. The United States itself, having expended $400,000,000 
in the development of an economical waterway between the coasts and having 
prior to its building solicited the views of these various steamship companies 
A6 to whether they would use that great waterway If built by the Government, 
and being assured that they would, proceeded to its construction. Yet when 
those very companies, in pursuance of what they had promised the committees 
of C«mgress, attempted to carry Into execution those promises, they were met 
at the very threshold of their efforts with the same tactics that they had been 
met with via the Horn and via Tehuantepec before the building of the canal. 
Congress forbade these transcontinental lines from owning and operating 
boats through this canal, on the theory that if they owned such boats they 
would •comi>cte with the independent water lines and would produce a competi- 
tion which would be unfair in its character. Congress, by this provision, 
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having forestalled such depredations upon the business of the Independent 
water lines by the use of another Pacific mail by a transcontinental llne» tliose 
carriers now come before the commission and ask it to place in their hands 
the sharp razor in place of the dull one which they have heretofore used. 
If Ck)ngress had not prohibited the ownership of boat lines by railroads op- 
erating through the canal, and those companies had thereupon operated such 
lines in order to maintain effective competition they would have had to operate 
boats at an expense of millions of dollars between the various Pacific and 
various Atlantic ports. It was not the ownership of boats by transcontinental 
lines that was deemed immoral by Congress. It was the use of the boats. 
What was the "use" prohibited? Competltlpn with the boat lines was pro- 
hibited. That was the evil at which Congress aimed. It was conserving the 
use of the Panama Canal, Its tolls, and forestalling a possible competitor of 
the merchant marine. 

How farcical this seems In the face of this application where the railroads are 
seeking to defeat the intention of Congress through a body created by the Con- 
gress and exercising its delegated powers ! 

However, the astute managers of these railroads saw at once the advantage 
of securing the aid and consent of this commission to defeat the purpose of 
Congress and they do this under the contention that the canal constituted a 
" special case " and that therefore they should be permitted to compete with the 
independent water line without being put to the expense of investing in boats, 
but through the simple process of carrying the traffic from coast to coast at 
" out-of-pocket " costs, a will-o'-the-wisp which no man knows where it begins 
and where it ends. Not only is it to be the " out-of-pocket " cost which repre- 
sents that cost measured over at least 3,000 miles of railroad from coast to 
coast, but under the doctrine as contended for by the railroads and as hereto- 
fore allowed by the commission, that " out-of-pocket " cost Is to represent only 
the cost for 1,500 miles or less, to wit, from the Missouri River to the Pacific 
coast. Their contention is that they may make rates in competition with the 
water lines down to that point of the "out-of-pocket" cost from the Missouri 
River to the coast, while the water-line in competition must pay all costs of 
moving the freight from San Francisco to New York, a distance by rail of over 
3,000 miles and by water 6,000 or 8,000. In other words, the water lines, in order 
to secure any business, must compete with the rail lines not where those rail 
lines reach the people that the water lines serve, but where the rail line reaches 
any shipper in any part of the United States desiring to ship the same or a like 
commodity. 

This is what the water carriers must meet in times of actual competition. In 
order to have a merchant marine engaging in the coastwise trade, this is the 
burden placed upon them, this Is what they have to consider before the inception 
of the service. If it was the deliberate purpose of Congress to limit or pro- 
hibit the building up of the merchant marine, could a more effective course be 
pursued? Stated again: If a boat line in connection with a shipper at New 
York desired to participate in the movement of freight from that port to a cus- 
tomer at San Francisco, and there was at the Missouri River a producer of a 
a like commodity as was produced by the shipper at New York, and assuming 
at the same cost of production, then the boat line must realize that its rate, 
including all Its costs from New York to San Francisco, can be no higher than 
the " of -of -pocket " cost of the railroad from the Missouri River to San Fran- 
cisco, and this ** out-of-pocket " cost Is to be determined, In the first instance, by 
the railroads with practically no way for the commission to check the figures 
which they submit. 

Instead of the railroads of this country supplementing our great free water* 
ways they have become substitutes. Coincident with the development of the 
railroads has ceased the building of canals and the Improvement of our Interior 
waterways. Fortunately the ocean could not be closed, and it Is In the coastwise 
trade alone that we have seen any Improvement, and the large proportion of 
that consists of ships either owned or controlled by the railroads in serving 
their interests. This condition of affairs had become so pronounced in recent 
years that Congress has had to pass a statute prohibiting the ownerslilp of 
boats by railroads that might compete with the railroads, and this commi^ion 
for a number of years has been engaged in unscrambling these eggs. As to the 
Panama Canal, the law is rigid. No railroad may operate^ a boat through that 
canal. There is no proviso attached there to which gives this commission au- 
thority to grant departure therefrom In " special cases.*' As to boaUs operating 
between other points, there Is a proviso under which this commission may allow 
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the continuance of their operation. That proviso Is tliat the boat line does 
not compete for business with the rail line. 

At this crisis in the country's affairs, if the railroads and the commission and 
the commission and the courts had given such a construction to the fourth sec- 
tion under the act of 1887, as supplemented by that of 1910, as would have com- 
plied with the possible intent of Congress, that its purpose in providing that tlie 
railroad should not make a higher charge at the interior than at the terminal 
points was to encourage the development of the merchant marine in the coast- 
wise trade and to encourage transportation over our inland waterways we would 
not now be at such a disadvantage. Mr. Wood, speaking for the Southern 
Pacific, states that it is probable that all that company's ships will be com- 
mandeered by the Government for war purposes and that there are very few 
ships to be taken. For this condition we have to thank the railroads in their 
mad desire to transiwrt all the traffic of the country at rates below what the 
merchant marine could profitably carry it for. 

The sea with all its dangers and possibilities has fascinated man from the 
beginning of historj-, and notwithstanding the handicap placed upon the mer- 
chant marine as above outlined, bold spirits have struggled to meet the condi- 
tions of the game no matter how arduous, and in sporadic cases the transcon- 
tinental competition has been met from time to time, either assisted by ocean 
traffic from the Hawaiian Islands, which could not be strangled by the "out-of- 
IKJcket " doctrine of the railroads, or by the advantages of the Panama route, 
which they are here attempting to ofTset. 

However, this application as made goes far beyond that of actual competition. 
The railroads here claim that they have a right not only to meet actual condi- 
tions but that the existence of water, that the bare fact that the ocean washes 
the shores of the Atlantic and Pacific constitutes a " special case," which war- 
rants this commission in designating it as such in order that they may forestall 
the entry or reentry of a boat line into the transcontinental business. 

Although they set forth those cases which have been heretofore referred to 
wherein actual competition was held to be a " special case " even through the 
Panama Canal, they now contend that because of the " slow and deliberate " 
process of this commission in the determination of their applications, that the 
law must he swept aside, strained to the breaking point in order that the rail- 
niads may forstall the entry of water lines into the transcontinental business. 
Their application stands upon the allegetl " slow and deliberate process " of 
this commi.ssion. The carriers have not the hardihood to place their plea upon 
the same ground as do the Pacific coast interests — the weak plea of sympathy — 
hut they base their claim for consideration upon the allegation that, as it con- 
sumes time to determine these questions, the commission should forstall Itself, 
should prejudge the competition and grant them the privilege of foregoing 
reasonable rates at the coast for fear that the steamship lines would have the 
hardihood to enter the competition, and that before the commission can hear 
the application of the railroad and is.sue its order in effect depriving the boat 
lines of their business those l)oat lines will secure some portion of the traffic. 
The crime in their eyes is that the boat lines should secure any of the business. 
There is no gocwl reason why the railroads should not secure it all if they are 
entitled to secure part of it at less than reasonable rates 

The Chairman. Mr. Lyon, at least the railroads are continuing to serve the 
public between the Atlantic and the Pacific coasts, and your clients are not. Do 
you think that makes any diflTerence in this resr)ect? 

Mr. Lyon. No. sir. 

The Chairman, You do not? 

Mr. Lyons, No, sir. My clients are exerci.^ing their legal rights. 

The Chairman. Oh. I understand that. 

Mr. Lyon. And the railroads are performing their legal duties. I think we 
stand here upon an equality. 

There Is no good reason why the railroads should not secure it all if they 
are entltle<l to secure part of it at less than reasonable rates, and there Is no 
answer to the logic of their iwsltlon that If the commission grants them any re- 
lief it shall grant them all the relief so long as in the making of the rate they 
do not go l>elow the out-of-pocket cost from the Missouri River, or even points 
west thereof, to the Pacific coa.st on westbound business. 

However. If the commission would be "expeditious" as defined hy the in- 
terestetl railroads in its action upcm these applications, these rarrttra would 
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have no grounds upon which to stand in their appeal to meet potential com- 
petition, because if the commission were expeditious in that sense the railroads 
would receive the maximum of reasonable rates up to the time that they felt 
the competition of the water lines and w^ould immediately receive relief In the 
case they applied for the same, and this Is all the most selfish could ask for. 

In other words, they say that the commission does not act promptly on these 
matters, that it takes time to consider these cases, and that pending that decis- 
ion the boat lines may reenter and take some of the business. Now, If the 
commission will give an expeditious decision, the grounds upon which the rail- 
roads present their applications will fall, because up to that time they would 
receive reasonable rates on the coast business, and the boat lines would take 
none of the business from them to which they are entitled. 

Their only fear, as set forth by Mr. Spence in his address. Is that the carriers 
might lose some business in the Interim — between application and decision. 

Mr. Spence, In his statement before the commission, said : 

"The time of renewal of service (water service) Is entirely all their own 
choosing. If potentiality of competition is to be recognized as it has been. It 
must be on the theory that rates during the perloil of potential competition 
should be so adjusted as to enable the rail lines to compete with the water lines 
when the potential competition has become actual, without being compelled by 
force of law to forego traffic until, through formal proceedings before the 
commission, the necessary authority to meet the rates of the ocean lines can be 
obtained. This necessarily is a slow and deliberate process." 

Now, In regard to the suggestion of the chairman, I want to say, on behalf 
of my clients, because the intimation may be that they are not performing their 
public duty, that these two companies are performing as great a public duty to 
this country as are the railroads. The fact that they are not operating their 
lines between the Atlantic and Pacific coasts, where there are competitive rail- 
roads to perform the service at reasonable rates, but Instead are ser\'ing in 
other parts of the world, is no refiectlon upon the service. It is a crime. I 
submit, in this day for any boat line to move a ton of freight from any point 
where It may be moved by a railroad. With the shipping of the world being 
destroyed at the rate of half a million tons a month, to say that those steamship 
companies should go to these places where the railroads have terminals and 
take the business from them, and thus be forced to forego the transportation 
of other business which can be handled only by the water lines, would not be 
right, ond I submit that the position may not well be taken that they are not 
now performing a great public service. 

It Is the very blunt plan of the Southern Pacific to have the Interstate Com- 
merce Commission constitute Itself a committee of one to do those thlngb which 
the Southern Pacific has done during the past 40 years between tlie Pacific and 
Atlantic coasts. It wishes ^the commission to set aside the law and proclaim 
that Congress meant nothing by the amendment of 1910 except that the Inter- 
state Commerce Commission should take the Initiative instead of the railroad. 
Its contention to meet potential competition is no different in any respect from 
its meeting of potential competition when it had the power. 

The United States is to employ its own ships in carrying on the business 
between the Atlantic and Pacific which has been abandoned by those who own 
ships, and thereby make water rates so low as to force down reasonable, 
railroad rates. 

That Is the proposition which was read here from Mr. Brent, that the United 
States Government, after having spent $400,000,000 on the canal, Is to spend 
some more millions in buying boats in order to operate through that canal and 
in order to reduce rates to such a basis that these railroads may not collect 
reasonable rates. 

In other words. It Is to Invest $400,000,000 In the canal, and then subsidize 
ships In order to force the railroads to collect less than reasonable rates, and 
then grant a 15 per cent Increase to the rates to make up the deficit thereby- 
created. 

The gross freight revenue of these carriers last year was about $400,000,000. 
Fifteen per cent of that would be $60,000,000. There is an opportunity for them 
to collect at least five or ten or fifteen million dollars through establishing 
reasonable rates from coast to coast, and yet they are here In opposition to it. 

I thank the commission. 

Note. — What was said In the above argument bad to do entirely with eicceptioBs fo 
the fourth section at terminal points where there was water competition. As 1» wmII 
known, the commission's early Interpretation of the meaning of the fourth section appUe<| 
to the competition of rail carriers, was overruled by the courts. The commission then 
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held that such competition did not warrant a departure from the rigid provisions of the 
fourth section. The courts ruled otherwise and the commission had to conform thereto. 
However, as to water competition the commission has always held that the fact of its 
existence at a terminal established "dissimilar circumstances and conditions and 
justified or excused a departure from the rigid proviaion of the fourth section and under 
the amendment of 1910 constitutes a special case. It was as to this construction that 
reference was made in the argument. The commission has rendered a great service to 
the country in ironing out many of the preferential rates granted by carriers to so- 
called trade centers and other preferred cities in the Interior, handicapped as it has been 
by the law as construed by the courts. 

Mr. Lyon. The only other question was the one which Mr. Hamil- 
ton raised yesterday, and I had some figures — I do not know whether 
the committee would care to have them in this hearing — ^but he 
asked questions a little outside of the subject here, but it would only 
take a moment. I will state what it was. You remember Mr. Hamil- 
ton asked about the advisability of the commission having authority 
to make rates to meet market competition, and I said that I thought 
one of the troubles with the transportation question of the country 
to-day was that that very doctrine being carried to its inevitable 
result, had been the tying up of a large number of cars and locomo-^ 
tives in useless transportation throughout the country. 

I represented the Hudson Cement Mills in the Hudson district, 
which is on the Hudson River just above New York — ^about 90 miles 
above New York. In that case I appeared asking for a reduction of 
the differential as between the Hudson district and the Lehigh dis- 
trict. The Lehigh district is 450 miles away from the consumers on 
the Boston & Maine Railroad. We were within 200 miles of those 
consumers. The railroads charge but 40 cents additional from Le- 
high up to Hudson, cm the way to the Boston & Maine deliveries. 
Thirty-nine per cent of the cement moved from the Hudson district 
to the Boston & Maine people, and 61 per cent from the Lehigh dis- 
trict, 250 miles farther away, and we figured out the tons of cement 
the railroad had moved — this is a concrete illustration. Now, the 
cement is substantially the same. There is no difference in the 

auality. There is an unlimited supply. All you have to do is to dig 
own the mountain and break it up. Yet, with the Lehigh people 
competing with the Hudson River district in the sale of cement to 
the Boston & Maine consumers on the " value of the service to the 
shipper" theory, it required the railroads to operate each way in 
1916 between the Lehigh and Hudson districts an extra train of 25 
ears loaded with 30 tons of cement an extra distance of 250 miles 
than it would have been had the cement moved from the Hudson 
district, I mention that as it seems to me to be one of the big ques- 
tions before the country. I do not think it is just this fourth section 
question. I know the traffic director is now trying to eliminate 
those useless hauls in the interest of the consumers of the country. 
The consumer never appears before the Interstate Commerce Com- 
mission. I generally represent the shipper, who is trying to get 
what he can out of the consumer, and my railroad friends represent 
the railroads, who are trying to get all they can out of the con- 
sumer; and the consumer, except in so far as he is indirectly repre- 
sented by the commission, has never an opportunity to get his in- 
terests l)efore them. 

Mr. Sanders. The consumer's only function is to pay the freight, 
is it not ? 

Mr. Lyon. That is all ; and we can not get away from the proposi- 
tion that the ultimate bill paid by the consumer is the cost of moving 
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the freight, plus a reasonable profit ; and if the freight is moved an 
unnecessary distance in order that the carrier may get the benefit of 
hauling it to him, it is a unjust burden upon the consumer, as I look 
at it. 

Mr. EscH. This shipping-zone system for coal contemplated by 
the fuel director maybe listens good, but works an injustice in many 
cases. My own city, La Crosse, on the Mississippi, is an instance. 
They want to put us into a zone and require us to get our coal from 
the Lake ports. We have been getting it for 30 years from Illinois, 
and if we have to get it from the Lake ports it will cost $3 per ton 
more and the burden upon the manufacturers of our city will be 
$450,000 more than if we were allowed to get it where we have 
been getting it for 30 years. We have been using Illinois coal, and 
we have adjusted our furnaces to that and have used self-feeders 
necessary for it. and now they tell us, under the zone system, that we 
must get our coal from West Virginia and Pennsylvania. We have 
got to change our furnaces and pay $3 more a ton, which will be a 
burden of a half a million dollars, or something like that, upon the 
manufacturei's of our city. 

Mr. Lyon. The methoa adopted by the Director General is the re 
suit of a bad method of rate making that has been allowed to 
grow up. 

Mr. EscH. Our coal is loaded at the mines and shipped direct to 
the point of delivery without breaking bulk. Xow, they tell us to get 
it from the Lake ports. 

Mr. Lyon. It is going to produce a great dissatisfaction; there is 
no doubt about that. 

Mr. Sanders. The only pardon that I ask of the committee in ask- 
ing any questions at all is that this w ater transportation, to my mind, 
is the biggest thing before the people ; and this is the first time, to 
my knowledge, that there has been any que^ion of this kind brought 
before Congress, so I want to get at it right, and I want to ask some 
questions in regard to it. 

The Chairman. Go ahead. Governor. 

Mr. Sanders. I want to know your viewpoint on this, Mr. Lyon. 
You are firmly of the opinion tJfiat the railroads ought not to be 
permitted, through the law as it at present stands, to make what is 
called water competitive rates, the effect of which being either to put 
out of existence existing lines of water transportation or to discourage 
new lines ? Is that your idea ? 

Mr. Lyon. Yes, sir. 

Mr. Sanders. Now, on the other hand, are you of the opinion that 
water transportation ought to be permitted to put railroad trans- 
portation out of business? 

. Mr. Lyon. My opinion is this, that the railroads should not be 
allowed to violate the fourth section in order to meet water competi- 
tion. Then I think it should be the survival of the fittest. 

Mr. Sanders. Now, reduced to the point of the logical conclusion, 
does not your entire argument mean this, that wherever water is 
the logical thing to use in the transportation of freight, that it will 
drive out the rail, and that wherever rail is the logical method of 
moving freight, it will drive out the water? 

Mr. Lyon. I think that is true. 

Mr. Sanders. Is that true? 
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yir. Lyox. Yes. 

Mr. Sanders. Therefore, if I understand you thoroughly, you re- 
gard water and rail transportation as both necessary for the well- 
being of the public at large? 

Mr. LroN. It would seem to me to be so. That is a question you 
gentlemen have to decide anyway. / 

Mr. Sanders. I am asking your opinion about it. 

Mr. Lyon. Personally, that is my opinion ; yes. 

Ml-. Sanders. Then your personal opinion is that both rail and 
water transportation are necessary for the well-being of the public, 
and that, following that, legislation ought to be enacted, if it is not 
sufficiently strong and sufficiently explicit in the present statute, to 
provide that artificial service can not drive water off of a logical water 
i-oute? * 

Mr. Lyon. Well, I would put it the way I have in this bill which 
I have drawn. I would not allow the railroads to make rates less 
for the long distance than for the short distance in order to meet 
water competition, but if they complied with thje fourth-section rule, 
then J would not say that the Yazoo & Mississippi Valley Railroad, 
along the Mississippi River, should not compete with a boat line 
running up and down the Mississippi. I would not be in favor of 
any legislation that favored the boat line on the Mississippi River, 
but I would not allow the Yazoo & Mississippi Railroad to charge a 
lower rate to Vicksburg than to intermediate points. The railroads 
are not subject to any law except the will of the commission, and 
the commission changes from time to time, and changes its decisions 
from time to time. In this very opinion in the transcontinental cases 
one of the most distinguished commissioners — Commissioner Har- 
lan — dissented. The boat lines do not know when a majority is 
going to think the other way. 

Mr. Sanders. I want to know your viewpoint, because I have some 
opinion of my own on what is called this out-of-pocket cost, for cer- 
tain terminals. It is my view, and I am going to ask you whether 
you coincide with it, it is my view that whenever a rate is put into 
a terminal at the out-of-pocket cost, that then, in hat case, some one 
also, some other consumer located somewhere else, pays the interest 
and the dividend on that railroad. 

Mr. Lyon. Now, I guess that is a fact, but he might do it anyway, 
whether the railroad puts that in there or not. I do not mean that 
because the railroad meets water competition, that that is any burden 
upon the intermediate territory. I do not go that far. I say it is 
not a burden upon the intennediate territory, if the railroad only 
meets the rate. 

Mr. Sanders. That is exactly where you and I seem to counter. 
M}' position is this, and I want to get your thought on it clearly. 
My position is this, that if the railroads take freight, we will say 
from New York to San Francisco, at a loss, then, of necessity, in 
order to make dividends, it must charge the intermediate points a 
higher rate than what those intermediate points ought to pay? 

Mr. Lyon. Yes, if your premise is right, if they take it at a loss. 
You have got to define the word '' loss." 

Mr. Sanders. I think it is easy enough to define that word loss. 
I disagree with the gentlenuin from Chicago who stated the other 
day that the last 100 miles of a railroad haul amounted to nothing, 
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because I can not conceive how the use of a car, how the use of a loco- 
motive, and the payment of the crew amount to nothing in the last 
100-mile haul with a railroad. I can not conceive of that. 

Mr. Lyon. I do not agree with that part of it, but I am talking 
about this proposition. If the tariff between New York and San 
Francisco was $2 on a commodity, which is a reasonable rate, I say 
it does not necessarily follow that if the railroad reduces the rate on 
a commodity which is hauled by water to $1.50, if the railroad 
reduces the rate to $1.25, for which it would otherwise charge $2, I 
do not mean to say there would be a loss by the railroad, that they 
are not getting a new dollar back for an old one, you understand. 
That is what I mean to say by out-of-pocket cost. 

Mr. Sanders. Let us get that out-of-pocket cost question. No rail- 
road could^ continue to exist by merely swapping dollars? 

Mr. Lyon. I hardly think so ; at least it would not be a very bene- 
ficial life. They must have got to have something above that to 
live on. 

Mr. Sanders. If a railroad's business is cost, plus, or out-of-pocket, 
plus, it amounts to the same thing. At one point, then, is it not 
obliged, in the very nature of thmg^, to charge the intermediate 
points a higher tariff than it otherwise would charge, to make up 
what it calls the out-of-pocket cost at some other point? 

Mr. Lyon. I do not agree with you on that, and I can give you 
my reasons for it. 

Mr. Sanders. I would like to find a reason for it. 

Mr.' Lyon. I have stated before that if the American-Hawaiian 
Steamship Co. takes a commodity from New York to San Francisco 
for $1, and a reasonable rate upon that commodity by rail would be 
$2, if the railroad can get that commodity, at a rate of $1.25, which 
is 75 cents less than a reasonable rate, it has to decide, under this 
fourth section application, whether it can afford to do that business 
for $1.25. You can not assume that the railroad has lost anything 
by it, that it has not gotten a new dollar for an old one expended in 
moving that particular commodity in that particular time. If it has 
not lost anything, I can not see that it would be a burden upon any- 
one. That is the way I look at it. 

Mr. Sanders. I mean in the final analysis it reaches this conclu- 
sion of what is the out-of-pocket cost? 

Mr. Lyon. Yes. 

Mr. Sanders. Now, who gets up those figures? 

Mr. Lyon. Nobody. The Southern Pacinc made up some on one 
application. 

Mr. Sanders. Now, what I am driving at is this: By what process 
does the commission, or you or I, how can we arrive at whether that 
out-of-pocket cost to the railroad is legitimately figured, or whether 
it is merely figured to put water competition out of ousiness? 

Mr. Lyon. I say I do not know any way of actually figuring it, and 
1 do not know of anybody who has figured it. In the Southern Pacific 
case they put in a cost of $4.88 to move stuff from San Francisco to 
Galveston, in cars loaded 80,000 pounds to the car. You can approach 
the out-of-pocket cost on carloads because you have certain factors 
which are ascertainable. You have car repairs; you can appros^imate 
the amount of fuel that is used; you can approximate the wages of 
the crew. It is very rough, but you can approximate it» j[ am. 
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probably known as the cost man of the Interstate Commerce Commis- 
sion, because I attempted to figure the cost of moving a train loaded 
with coal from West Virginia to the .Lake Erie ports when I was 
with the Interstate Commerce Commission. I believe that in that 
investigation we came as near getting the cost as has ever been done; 
and I told Commissioner Lane, when he referred the matter to me, 
I said, " Mr. Lane, this is the best opportunity I have ever known to 
approximate the cost of moving one commodity as against other com- 
modities, because coal moves in train-load lots, and you can take the 
engineer's wages and set them aside ; you can take the fireman's wages ; 
you can take the cost of repairs per engine mile and the cost of 
repairs per car mile. But that was in solid trainload lots. But 
when you come to talk about the out-of-pocket cost on fourth-class 
goods, there is no such thing. 

Mr. EscH. In the ultimate cost of the trainload shipments of coal, 
did vou figure the wear and tear on the track? 

]Vfr. Lyon. No. We took the 118 items of expenses in the commis- 
sion's accounts and we set aside the actual car repairs, the engine 
repairs, and then we ascertained what percentage that was of the 
whole. 

Mr. Sanders. I am not making myself clear to you ; but the thought 
is absolutely clear in my mind, which is this, that as long as we per- 
mit — ^as long as the legislative branch of the Government permits the 
executive branch in rate making, which is the Interstate Commei:ce 
Commission — ^to let the railroads, upon application, make rates as 
against either actual or potential water competition, we merely put 
a weai>on in the hands of the railroads through and by which they 
prohibit water transportation in this country. 

Mr. Lyon. That is what it is for ; not to prohibit it, but to limit it. 
I will use the expression " limit it." That is what the application by 
the railroad is for — to limit the water transportation. They have no 
other intention or purpose. 

Mr. Sanders. That is a thought that you and I thoroughly agree on? 

Mr. Lyon. Yes. 

Mr. Sanders. Then my other thought is this, that it looks to me 
like it is the duty of the legislative branch of the Government to so 
amend the law as to take that discretion awav from the commission, 
in order that a merchant marine may be established and maintained 
in Aiherica. 

Mr. Lyon. I appear here to advocate that very thought, as you 
have expressed it. 

Mr. Sanders. A merchant marine for domestic purposes. I use 
the term as distinct and separate from a merchant marine for foreign 
trade. A merchant marine for domestic purposes, as I see it, are 
steamship lines using the Atlantic, the Gulf, and the Pacific from 

f)ort to port, boat lines using the Great Lakes on the north, and boat 
ines utilizing the rivers of this country. That is a local merchant 
marine, is it not? 

Mr, Lton. Yes ; that is the sense in which I have used it. 
Mr. Sanders. So when you used the words merchant marine you 
•were not confining yourself to ocean-going vessels? 

Mr. Lyon. I did not refer to them at all, because this question 
can not affect ocean-going vessels at all. 
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Mr. Sanders. A coastwise vessel is an ocean-going vessel. 

Mr. Lyon. I mean in foreign business; it does not include any 
foreign business. 

There is only one thought I want to express in closing, that the 
contention I make about the commission having the authority dele- 
gated to it under this section is this, that I think neither it nor any 
other body of men is wise enough to exercise the power conferred. 
Congress should lay down a definite rule. For four or five or .six 
years the intermountain country under these decisions has been pay- 
ing higher rates than the coast, with practically no water competi- 
tion, and to-day it is paying the same rates for hauls 500 miles less 
than to the coast. 

I would suggest the committee consider an amendment to the 
fourth section substantially as follows: 

A BILL To amend section four of the act to regulate commerce passed February fourth* 
eighteen hundred and elghty-^even, and subsequent amendments thereof. 

Be it cnnrtcff by the Senate ami Houne of ReprPsentativeH ftf the Cnitcd 
StateA of Ameriea in Conf/reHH assembled. That section fcmr of the act of 
Congress of February fourth, eighteen hundred and eighty-seven, to regulate 
commerce, and as subsetiuently amende<l, be. and the same is hereby, further 
amended so as to read as follows: "It shall be unlawful ior any common 
carrier, subject to tlie provisions of this act. to charge or receive any greater 
compensation in the aggregate for the transportation of passengers or of like 
kind of property for a shorter than for a longer distance over the same line or 
route in the same direction, the shorter being included within the longer 
distance, or to charge any greater compensation as a through route than the 
aggregate of the Intermediate ra^es subject to the provisions of this act, but 
this shall not be construed as authorizing any common carrier within the 
terms of this act to charge or receive as great compensation for a shorter as. 
for a longer distance: Provided, hotrever. That upon application to the Inter- 
state Commerce Commission such common carrier nuiy In special eases, after 
investigation, be authorized by the commission to charge less for longer tluin 
for shorter distances for the transjwrtatlon of passengers and property, except 
that It shall not grant such authority for the purpose of enabling the carrier 
by railroad to transport traffic In comi)etltlon with a water rtmte or routes. 
Wherever the tariffs of the railroads now provide lower rates for the longer 
distance than for the shorter for the purpose of enabling them to transport 
traffic In competition with a water route or routes, said tariffs shall be 

canceled and new tariffs published within days from the passage of this 

act, providing no higher rates for the shorter than for the longer distance. 

This amendment was prepared by me at the suggestion of Senator 
Pomerene when I appeared before the Senate Committee on Inter- 
state Commerce, which had under consideration a proposed amend- 
ment to the fourth section of the act to regulate commerce. 

It has been prepared with the purpose of prohibiting railroads 
from charging less for the longer than for the shorter distance in 
order to meet water competition at the more distant point. 

If the committee decides it is advisable to favorably report a bill 
for the protection of the merchant marine in addition to a law for- 
bidding the charging of less for the long distance than the short 
distance in order to meet water competition, it would be advisable 
to give consideration to tlie question of rates being made lower by 
violations of the fourth section to meet market competition. Mar- 
ket competition is to insidious that almost any end may be accom- 
plished under the guise of meeting it. It is possible to injure ship- 
ping when rates are made on the basis of the value of the service to 
the shipper, which is another way of stating the pro]>osilion of 
making the rates to meet market competition. 
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STATEMENT OF MB ALLISON MAYEIELD, CHAIRMAN OF THE 
TEXAS BAILEOAD COMMISSION, AUSTIN, TEX. 

The Chairman. Mr. Mayfield, state your name and the position 
you hold. 

Mr. Mayfielo. My name is Allison Mayfield. I am a member of 
the Railroad Conunission of Texas, Austin, Tex. 

(lentlemen, I have but a few words to say. Broadly speaking, my 
main interest in this matter is in behalf of that gentleman who my 
predecessor has reminded me and the committee is rarely represented 
here — the consumer. I am interested in seeing that he gets a rea- 
sonable and a just rate. Of coui^se as it compares with the Union 
we are a small factor. We have about 1(),000 miles of railroad in our 
State. We have a water coast of some 300 miles. About half of the 
traffic that moves over our railroads is called intrastate traffic, much 
more than the average that prevails over the country at large. We 
believe that the local authorities can better take care of the shippers 
of our State than an authority centralized here in Washington, and 
for that reason we are greatly interested in the preservation of the 
power of the States to control their local traffic. In addition to that, 
as I say, we are interested In a reasonable rate. I have been making 
freight rates a long time and have participated in the making of a 
great many tariffs. I do not know what a reasonable freight rate is. 
I never heard any man define it except in the most general terms. 

I think it has be«n decided — at least I believe it is economically 
true, whether it is judicially true or not — that a rate voluntarily 
established by a carrier and maintained for a reasonable length of 
time upon a given commodity furnishes a maximum standard for 
a reasonable rate. The carrier would not voluntarily engage in it 
and maintain it and retain it unless, in his judgment, it afforded 
him a fair compensation. Now, then, it is fundamentally wrong, in 
my judgment, for a gi'eater service to be performed for a less charge. 
05f course, there may be exceptions to that, and rate-making is guided 
more or less by observing limitations. It is purely an arbitrary act, 
with limitations to be observed. The volume or density of the traffic 
must be considered. Really the only two accounts of a railroad or 
a carrier are the debit and the credit. That must be looked to and 
kept before you all the time. And then it is a question of limitations. 
The rate should never be so low that it does not produce out of pocket 
cost, and no one knows what that is — it is a guess. I think the Erie 
Raili*oad's gross earnings are 4 mills a ton a mile. That is my recol- 
lection; I do not keep those things in my mind. Another railroad 
may earn 9 or 10 and not earn operating expenses. The other day 
two little railroads in mj' State came to me and said they could not 
earn operating expenses on my tariffs, two little independent, sepa- 
rate railroads, and I said: "Make any tariff you want, and I will 
approve it" High rates don't increase tonnage, and that is the most 
essential factor. 

The other limitation is that you must not put rates so high that 
the commodity will not move. The greatest desideratum in deter- 
mining whether a railroad is a profitable investment is the density of 
traffic. Carriers make rates to get traffic. They do not know 
whether it pays or not. If kept in force a reasonable time, it must be 
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assumed to pay. There is a constant conflict between the operating 
officer and the rate-making officer, the traffic man and the operating 
man. The traffic man will build a spur for a few miles from the 
main line, if he thinks he can get a few more carloads. The operat- 
ing man wants to know how many carloads he will get and how long 
it will last, and they will, usually compromise. Sometimes it is 
built, and sometimes it is not. It is a guess, it is an approximation. 

Now, on this bill there are three phases of it, the competition i)ro- 
duced by water competition, by rail competition, and by market com- 
petition. In So far as it relates to water transportation, I am in 
favor of this bill. I do not know just what the correct adjustment 
would be between the rail carrier and the water carrier, but my ob- 
servation has been that they are like the lion and the lamb when they 
lie down together. They may have the same rate, but the facility of 
speed of the rail carrier gives it the advantage. Business considera- 
tions enter into it. You can insure it, and your bill of lading may 
be more valuable ; it is merchantable. Various business factors enteV 
into it. 

I do not believe in potential water competition at all. That is just 
a pretext for discriminations and higher rates. By that I mean the 
carrier will make a rail rate to meet supposed water transportation 
and keep it from starting, to keep the water transportation from 
being inaugurated, and then raise rates when it suppresses the sup- 
posed competitor. It has been said that the water carrier can go 
here and there and anywhere. It is not confined to a definite route. 
I do not quite agree with that, especially as it relates to our inland 
water transportation and coastwise transportation especially. I have 
seen water transportation started between the Atlantic and the Gulf 
ports several times driven out by the railroads. And there are 
various ways of doing that. I remember the Hogan Line started 
between New Orleans and Galveston on the Gulf, and the Atlantic 
Seaboard on the north. A competing line was owned by the South- 
ern Pacific and the Mallory Line; one directly owned and both domi- 
nated by the railroads an^ belonging to the same traffic associations 
that the railroads did, so that the Mallory and the Morgan made joint 
line rates with the railroads from and to interior points in Texas, 
Oklahoma, and probably as far as Colorado, whereas the railroads 
would not make joint-line rates with the Hogan Line. 

Now, the result of that was a rate war, ostensibly, between the two 
lines, that is the Hogan Line and the Morgan and Mallory Lines, be- 
tween the Gulf ports and the Atlantic ports, and the rates were cut 
down to a nominal rate. ' The railroads shared a part of that loss, 
by reason of the division, with the Morgan and Mallory Lines. The 
Hogan Line had no one to share the loss with, and, of course, it had 
to go out of business. We had a war then, the Spanish War, and 
the Government took over their ships, or I do not know what would 
have become of them. 

Our coastwise shipping, under our navigation laws, does not operate 
lilce a so-called tramp shij) on account of our navigation laws, which. 
I am not familiar with, and they can not quit the coastwise service 
and go all over the world. As a matter of fact, the tramp lines have 
their courses mapped out long ahead. They do not pict up goods 
from one port and go to another ad libitum. They are chartered for 
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a whole season or a year in advance. They know just as well where 
they are going at the beginning of the season as they do at the close 
of the season. So I say if a railroad voluntarily puts in a rate to 
meet water transportation it ought not to be permitted to put in so 
low a rate as would drive out the water transportation, but should 
have it imposed as a maximum to all intermediate points, and then 
if that is extended to all the patrons and aflfords a better, more eflS- 
cient, and more economical means of transportation than water, then, 
as my friend said, I believe in the survival of the fittest, and the water 
transportation must go; but I do not think there ought to be any 
permission given by law or by any act of the Interstate Commerce 
Commission or any other tribunal that would permit those practices ; 
that is, suppress the competition and deny the reduced rates that 
ought to follow. 

Now, as to one railroad competing with another, that is a different 
question. There can be but one rate between two given points ; I do 
not care how many railroads you have. Traffic will move over the 
route of least resistance, just like gravity will take water down hill, 
and the cheapest rate between two points is going to move the freight, 
and as to track facilities, they would have & tracks if the density of 
the traffic would warrant it. 

The Chairman. The density and permanency? 

iSJr. Mayfield. Oh, yes; certainly. 

The Chairman. Like that railroad they spoke of the other day 
from Chicago to Kansas City; they coula build 20 tracks and the 
business justify it. 

Mr. Mayfield. And they would do it, and would be glad to do it. 

Now, you can see how there are two sides to that. We have a law 
in our State that gives a shipper the right to route his shipment, 
the absolute right to route his shipment, and the courts have sus- 
tained that. He can sometimes route it over two lines, although the 
commodity originates at a point that can reach its destination on 
a single line. Of course, as 1 say, there is only one rate that prevails, 
but if he routes it via two lines that rate has got to be divided between 
the two lines, and it may be more circuitous, and he may be moved to 
do that because it is beneficial to him in that he escape switching 
charges. Maybe his industry is located on the circuitous route, 
whereas he would have switching charges to pay if he went by the 
route that was nearest and that made the rate. He would have to pay, 
in addition to the rate, a switching charge at either terminal or at 
both, as the case may be. AVhere that was abused the railroad com- 
mission of my State has given the railroad the power to notify the 
shipper in advance, and then they would charge him the sum of the 
two locals. Of course, he goes back then to the proper route. But 
it might be that two lines would want to compete for the business. 
They are there permanently, and the single line railroad is not going 
to drive them out of business. They are there for all time, so 
far as we know, and it is presumed thai the facilities of the different 
routes are equal, as far as the expedition is concerned and liability 
to move the shipment and to protect the shipment and the shipper; 
and I am inclined to think that where competition is produced by 
the railroads that probably it would be a little rigorous to enforce 
the long and short haul clause. 
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Now, as to market conditions, I know very little about them. I 
can imagine where that would be needed. I heard Mr. Barlow's 
testimony. We have nothing of that sort in my State that I can 
recall to mind just now. It has opened the doors pretty widely-, but 

Erimarily and mainly what I am interested in is anything that will 
eep down rates. Rates have been going up a long time. State and 
interstate, and the man who has to pay them is not often heard. 
Maybe he will come to me when his business is going to the bad, but 
he can not get up here, and here is the highest powder of this Nation, 
right here. You can delegate your power, but you can not abdicate 
it. Judge Reagan, who spent the best years of his life right here 
in this committee room, w^as opposed to the Interstate Commerce 
Commission and fayored this tribunal as the one to regulate inter- 
state conmierce; and so, at any rate, we do not feel that we are out 
of place in appealing to you for anything that helps the people to 
get as low a rate as we can. Thank you, gentlemen. 

The Chairman. Mr. Mayfield, under the circimistances I will re- 
frain, but I would like to question you. if I had the opportunity, 
for about two weeks on the whole railroad subject, not all of it by any 
means pertinent to this particular bill, but I will refrain now.* The 
reason why I say that is the fact that you reprcvsent the largest 
State in area in the United States, and having the largest mileage, 
and your State fairly illustrates the real conditions as they affect 
intrastate commerce, in comparison with interstate commerce, and all 
those things. But I am on another joint committee of the House and 
Senate, investigating all these questions, and I hope that before 
that committee goes out of existence w-e will have the pleasure of 
having you here before that committee indefinitely, for the benefit 
that I tfiink you can be to the committee on the subjects under c*on- 
sideration and discussion. At the present time I will not question 
you, because the subjects I want to ask you about are so much larger 
and wider than this bill involves. 

Mr. Mayfield. Whether it is now^ or at any other time I will be 

flad to come here and give you the benefit of any information I have, 
want you to think, when jou are about to strike down the powers 
of the States to control their transportation. 

The Chairman. I want to say that I will be very glad to have you 
before the joint committee of the House and Senate. We have to 
accommodate ourselves, you know, to conditions here, and it may 
be a little difficult for that committee to meet during the active ses- 
sions of the House and Senate, but I hope we will have an oppor- 
tunity to hear you very fully. 

Mr. Mayfield. Any time it may suit your pleasure. 

The Chairman. And give you plenty of time, in order that we may 
ask you concerninj^ many subjects on which I am satisfied you can 
be of material assistance. 

(Whereupon, at 12.05 o'clock p. m., a recess was taken until 2 
o'clock p. m.) 

AFTER RECESS. 

The committee reassembled at 2 o'clock p. m., pursuant to recess. 
The Chairman. I believe you want to malce a supplementary state- 
ment, Mr. Shaughnessy. 
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STATEMENT OF ME JOHN F. SHAUGHNESSY— Resumed. 

Mr. SnArGHNEssY. I first wish to take issue with the statement 
made by Mr. Frank Lyon for the Luckenbach Steamship Co., in re- 
sponse to a question by Gov. Sanders, that the so-called out-of-pocket 
cost traffic does not act as a burden upon the traffic of all of the inte- 
rior jX)ints, and I want to show that that is fallacious by the official 
opinion of the Interstate Commerce Commission itself. In its re- 
rent opinion, the opinion which has been made effective recently, it 
held as follows on that point : 

It Is iH?rfe<'tl.v clear that the Pacific coast cities have always paid lower 
transportation rates than they would have paid were it not for the facilities 
they have enjoye<l for bringing manufactured articles from eastern manufac- 
turing districts, and for sending east the products of the coast States by water. 
It l» also clear that the intermountain section of the country has paid and 
now pays rates for the transiwrtation of these manufactured articles which 
are higher prop<»rtionately than Is pahl by the coast cities, and probably 
higlier than it would be necessary to maintain if the rates to the coast cities 
could be maintaine<l at a level more nearly proportionate to the service given. 

That is a complete answer to that statement. 

As to the other statements, that out-of-pocket cost rates can not be 
determined, and that the carriers can not tell what they are, I want 
to say in challenging this statement that there is absolute confusion 
and misconception in the use of the term " out-of-pocket cost." What 
is ineiint, when properly defined, is the segregated or actual cost. 
In other words, a fair proportion of all costs assignable, considering 
load factor per train and per car and the distance hauled. Now 
then, I contend that transcontinental traffic moving in trainload and 
carload lots can be established as to its cost just as well as it can in a 
manufacturing industry or any other industry in which cost data 
must be carefully allocated in order to segregate and fix the selling 
prices of different contract work. It can be done, and we have done 
it on behalf of the Nevada Railroad Commission and put it in evi- 
dence before the Interstate Commerce Commission. The Railroad 
Commission of Wisconsin has done likewise, not perhaps before the 
Interstate (^ommerce Commission but before its own body. It has 
most elaborate cost data, not only as to the moving of traffic in train- 
load lots, but in carload lots, and even in less than carload lots. 
Now, I want to say that it is the rule of the railroads themselves to 
make up this cost data, and they do make it up in the form of a 
monthly exhibit of operations, and they know within a very close 
approximation just what it costs them to handle their traffic on a 
per unit of traffic basis, either per ton mile or per engine mile or per 
tra'n-mile, or in trainload lots, or in carload lots, or anyway they 
want to figure it. 

During the course of the Intermountain Rate cases I submitted a 
brief before the Interstate Commerce Commission in which I an- 
alyzed the cost of moving trans-State traffic in trainload lots from 
Ogden. Utah, to San Francisco, and showed that the actual or full 
cost of operation was 2.74 mills per ton per mile. This figure is 
probably higher than the actual cross-continent cost from ocean to 
ocean because the level haul mileage is so much greater that it would 
substantially reduce the constructive mountain mileage cost that 
I used in the ratio of 2 to 1 over the Sierra Nevada Mountains, a 
distance of 158 miles out of 786, the total mileage used in the calcula- 
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tion. But applying this factor (2.74 mills), the actual cost of opera- 
tion from New York City to San Francisco, a distance of 3,200 miles, 
is $8.17i per ton. 

From Pittsburgh to San Francisco, a distance of 2,750 miles, the 
actual cost of operation is $7.53 per ton. 

From Chicago, a distance of 2,279 miles, the actual cost of opera- 
tion is $6.25 per ton. 

From Kansas City, or other Missouri River points, an average 
distance of 1,800 miles, the actual cost is $4.93 per ton. See mj- testi- 
mony on this question before the Senate committee. 

Compared with these costs, the average carload rate authorized on 
the basis of the commissions' schedule C, order of January 29, 1915, 
from all of this territory to San Francisco was $15.63 per ton, car- 
loads, and $30 per ton, less than carload, whereas to Keno it was 
$19.77 per ton, carloads, and $37.55 per ton, less than carload. Con- 
trast the cost with these average rates authorized by the commission 
in 1915, and which have since been substantially inci^eased, and it 
must be apparent how highly profitable the Pacific coast traffic is 
and how outrageously unjust and unnecessary it is to assess the 
higher rates at the intermediate shorter haul points. Keep in mind 
also that these figures as to the cost of handling this trafnc are not 
less than fairly representative when it is remembered that the car- 
riers have classified their business and fixed their rates on purely 
local business within each State and between neighboring States on 
a high level in order to compensate for the high cost of these rela- 
tively short haul movements. Conversely, therefore, the low cost 
must apply on this exceedingly long haul transcontinental traffic, 
which, by the way, is not ordinary mterstate traffic. On the con- 
trary, it is " trans-State traffic," moving entirely across many States, 
as if over a bridge, and as the compensation gathered per mile unit 
of traffic is exceedingly low and in no way comparable with the in- 
trastate and interstate local traffic, manifestly its cost is correspond- 
ingly low. Now then, if this cost analysis establishes the com- 
pensatory character of these so-called forced and compelled rates to 
the Pacific coast terminals, and I maintain that it does, there has 
never in fact been any reason, other than railroad policy, for the 
charging of higher rates at the shorter haul intermediate i>oints. 
And this being true there was never^ nor is there now or for the 
future, any reason why the rail carriers can not meet water com- 
petition reasonably and effectively without violating the long and 
short haul rule of the fourth section. 

In connection with this segregation of the cost of performing this 
long-haul service, keep in mind the fact that every local community 
in this country is paying relatively high rates on all local short-haul 
traffic to take care of the cost of the service incident thereto and to 
enable this long-haul trans-State traffic to move at exceedingly low 
rates. 

Now, the basis from which these cost figures are taken was put in 
evidence before the Interstate Commerce Commission and the rea- 
sonableness of our rates before the commission was fully made upon 
such testimony as that. That is only a small resume of it. Tliat tes- 
timony stands to-day absolutely uncontradicted. It has never been 
met. 'The carriers have never met it They have been challenged to 
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meet it over and over again. They elect not to meet it. They will 
continue not to meet it. They go upon the theory that the rates can 
be better initiated, better maintained, and better justified upon the 
basis of rate comparisons, sufficiency of income, and other considera- 
tions than they can upon a cost basis; and, therefore, that is the rea- 
son why they have never met them. But when they come before 
your honorable committee and tell you that they can not establish the 
segregated or full cost of moving any particular class of their 
traffic that moves in as substantial a volume as does transcontinental 
traffic, I must respectfully disagree with them. 

Now, I want to refer to another quotation here, which is from the 
decision of the Interstate Commerce Commission in the case known 
as Transcontinental Commodity Rates (32 I. C. C, 449). It strongly 
reinforces and sustains our position f hat we must have relief and 
that we need a declaration by Congress in order to insure to our 
people that permanency of relief and that security which is necessary 
before we can make large investments out there and begin to develop 
as we should. The commission is speaking about the advantages of 
the Pacific coast terminal rates: 

There cnn be no question about the great commercial advaatages which accrue 
K) the town having these rates. In the contest for new factories and industries 
lixiking for locations on the Pacific coast, the town with these rates has an 
mlvantage which can not be overcome by its rivals not blesseil with such rates. 
In one sense the competition between towns for new factories and industries 
is more important than the competition between factories and industries already 
In those towns for trade. New factories mean more worlcers, more money, more 
houses, and more people in general. After all, the struggle between these 
Taclfic coast cities and towns is essentially one for population. The record in 
these cases shows that although the fact that the railroads have published 
tariffs eliminating San Jose, Santa Clara, and Marj-sville from the list of ter- 
minal points has been Isnown only a few months, already these three points 
have felt the disadvantage of the possibility of ultimately losing such rates. 
San Jose, for example, has been unable to secure certain new industries because 
of the uncertainty of its terminal rate position. 

Now, that very clearly exemplifies the complaint that we make. 
We never have heretofore been able to secure any new manufacturing 
or commercial industries because of the disadvantage in our rates and 
because of the insecurity as to transportation charges, the rates vary- 
ing upward and downward from time to time at the Pacific coast 
terminals under the plea of meeting water competition. 

In his statement before the Senate committee last week Commis- 
sioner Clark drew attention to the error in my statement before the 
Newlands committee, where in illustrating the blanket rates on our 
products of the soil, mines, and forest from the Pacific coast and 
intermountain territory to all eastern-defined territory, I stated 
there were no long-and-short haul departures in the rates covering 
the movement of sugar. I am glad to have this opportunity to ac- 
knowledge it and to correct it. I, therefore* wish to refer to the 
sugar rates at this time, moving eastbound and passing right through 
our territory from the California terminals to Missouri River points 
and Chicago. 

The Chairman. You mean eastbound? 

Mr. SHAroHXESSY. Eastbound ; yes. For a number of years past 
the rate on sugar from San Francisco to Kansas City, Omaha, and 
St. Paul in carload lots, 00,000 pounds minimum has been 55 cents 
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per hundred, or $11 per ton, or $330 per car. Now, that rate begins 
at 55 cents at Reno and blankets all the way across the country to 
Kansas City at 55 cents and to Chicago at 60 cents, and therelfore 
there is no fourth section violation or discrimination in that mini- 
mum. But they carry in addition to that an 80,000 minimum, which 
is carried from California terminals to Chicago at 48 cents per 
hundred, or $9.60 per ton, or $384 per car, compared with which the 
rate at intermediate points is $11 per ton or $440 per car. 

The Chairman. $384 for a carload? 

Mr. Shaughnessy. $384 for a carload; yes. Now, that 48-cent 
rate is not granted to the intermediate points, not even to Omaha 
or Kansas City, and it is said to be given to Chicago in order to 
enable the San Francisco shippers to get into Chicago in competi- 
tion with the sugar from New Orleans and New York, and yet under 
date of February 11, 1918, the commission, in the Montana Sugar 
case, 48 I. C. C, 657, says the same thing in justification of the 
55 cent, or $11 per ton, rate to Kansas City and other Missouri 
River points, which is blanketed all the way across the country from 
Beno at 55 cents. 

The Chairman. Now, that blanket rate from Reno — ^\*ou mean 55 
cents from Reno to Kansas City ? 

Mr. Shaughnessy. Yes, sir. 

The Chairman. And 55 cents from all points east of Reno? 

Mr. Shaughnessy. Yes; to Kansas City, Omaha, or St. Paul. 

The Chairman. But where does the 55-cent rate going east cease? 

Mr. Shaughnessy. On the Kansas City, Des Moines line; then 60 
cents to Chicago, and then it begins to graduate upward from Chi- 
cago east — that is, on the 60,000-pound carload. 

Mr. Sanders. From San Francisco to Kansas City is 55 cents, no 
matter what station it is delivered at? 

Mr. Shaughnessy. After you get to Reno; ves. 

Mr. Sanders. How far is it from Reno to Chicago ? 

Mr. Shaughnessy. It is 1,800 miles to Kansas City and about 
2,100 miles to Chicago. 

Mr. Sanders. About 2,000 miles to Chicago, isn't it ? 

Mr. Shaughnessy. It is 2,035 miles — practically 2,000 miles. 

Mr. Sanders. And they charge nothing for that additional 2.000- 
mile haul ? 

Mr. Shaughnessy. That is right. That is the blanket-rate sj'stem. 

The Chairman. You mean it is 55 cents from San Francisco to 
Reno, and then 55 cents to any place between Reno and Kansas City i 

Mr. ShaughnEvSsy. Yes, sir. 

The Chairman. How far from Reno is San Francisco? 

Mr. Shaughnessy. Two hundred and forty-eight miles. 

The Chairman. So they get as much for carrying sugar from San 
Francisco, 248 miles, as they do for carrying' it 1,800 miles? 

Mr. Shaughnessy. Yes. 

The Chairman. Now. then, if that is a reasonable rate from San 
Francisco to Reno — 55 cents a hundred — ^then, what sort of a rate 
is it to Kansas City ? 

Mr. Shaughnessy. It is less than reasonable, of course, on that 
theorv. 
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Mr. Sanders. Conversely, if it is a reasonable rate, 55 cents from 
San Francisco to Kansas City, 1,800 miles, what ought to be the rate 
from San Francisco to Beno, which is 248 miles? 

Mr. Shaughnessy. Of course, taken in that light it ought to» be 
just about half, or probably very much less than that. 

Mr. Sanders. It would be about one-eighth on the mileage basis. 

Mr. Shaughnessy. Yes; about that. 

Mr. EscH. They have that tremendous climb over the Sierra 
Nevada Range. 

The Chairman. From San Francisco to Beno. 

Mr. EscH. Yes. It is very expensive. 

The Chairman. But in going from San Francisco to Chicago they 
go the same way. 

Mr. Shaughnessy. The point I want to emphasize on all this is 
that they give to Beno only the 60,000-pound minimum at the rate 
of $11 per ton, which makes our carload rate $330 if we take the 
60,000-pound minimum ; but if our merchants there want to take the 
80,000-pound minimum they must pay the $11 rate, or $440 per car, 
for their 248-mile haul, whereas for the 2,300-mile haul on that same 
carload from San Francisco to Chicago they will pay only $384. 
That is the point that we contend against. 

The Chairman. You mean a carload of 80,000 pounds. 

Mr. Shauohnesst. Yes. 

Mr. Sanders. You don't get the 48-cent rate? 

Mr. Shaughnessy. No ; we don't get the benefit of the 48-cent rate, 
notwithstanding our geographical location. If we take the 80,000- 
pound carload, we have got to pay at the rate of 55 cents, and when 
we apply that it makes our carload charge $440 for the shorter 
interior haul points, such as Reno, Salt Lake City, Cheyenne, Denver, 
Nebraska, Iowa, Missouri, Wisconsin, Illinois, and, in fact, all inter- 
mediate points, as against $384 to Chicago. 

Mr. Sanders. My interest in this matter is like yours — ^in the ulti- 
mate consumer. Now, what I want to ask you is, where does the 
consumer get any benefit by the sugar rate from San Francisco to 
Chicago being 48 cents? 

Mr. Shaughnessy. I don't think he does, except that 

Mr. Sanders (interposing). Now, right there; is any sugar raised 
in California? 

Mr. Shaughnessy. Yes; beet sugar is raised in California, but the 
large movement is Hawaiian sugar. Now, we must also keep in 
mind the interest of the producer. The producer, of course, is 
anxious to get as wide a distributing market as possible from all sec- 
tions of the country, and therefore the California producers of sugar 
are anxious to get their sugar into Chicago territory in competition 
with Louisiana and New York, and in that behalf I favor uniform 
blanket rates that will produce that effect. But what I am very 
strenuously complaining against is this absolutely unjustifiable dis- 
crimination in rates that makes a charge of $440 a car for sugar to 
Reno, as compared with $384 to Chicago, and therefore the only 
way we are going to cure that is to have Congress make an absolute 
declaration on that point, that no greater charge shall be made for a 
shorter than for a longer haul. 

00653—18 32 
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The Chairbian. The Southern Pacific goes through Reno, does it 
not? 

Mr. Shaughnessy. Yes, sir. 

The Chairman. Now, the Southern Pacific gets 55 cents per hun- 
dred for carrying sugar from San Francisco to Reno, but it will also 
carry it to Chicago for 55 cents. 

Mr, Shaughnessy. On one carload minimum the rate is 55 cents 
to Kansas City and 60 cents to Chicago. There is another carload 
rate though, keep in mind. If you raise to the larger minimum, they 
carry it to Chicago for 48 cents. 

The Chairman. Yes ; 48 cents. Now, then, from Reno to Chicago 
the facts are they get nothing — no additional amount. But here is 
what I want to find out : The Southern Pacific does not run all the 
way to Chicago ? 

Mr. Shaughnessy. No, sir. 

The Chairman. It goes through other lines to reach Chicago. 
Now, how is that 48 cents divided up between San Francisco and 
Chicago when the shipment actually goes through? AYhat does the 
Southern Pacific get out of the 48-cent rate ? 

Mr. Shaughnessy. The Southern Pacific, I think, takes 46 per 
cent of the Missouri River proportion, whatever that may be, and the 
Union Pacific takes 54 per cent of the Missouri River-San Francisco 
rate, and the Chicago lines take the balance, whatever that is. That 
is an agreed basis of division. 

The Chairman. And 46 and 54 make 100. 

Mr. Shaughnessy. Yes; that is on Missouri River, though. I 
stopped at the Missouri River. I believe it divides 46 and 54 on the 
proportion between San Francisco and Missouri River, and then 
whatever is left from the Missouri River to Chicago goes to the 
Chicago lines. 

The Chairman. You mean it is 46 to Reno ? 

Mr. Shaughnessy. That is merely a percentage or division of the 
rate between the Southern Pacific and the Union Pacific. In the 
absence of the actual figures I am unable to give a better explanation. 

The Chairman. Do lines other than the Southern Pacific perform 
their part of it without any compensation at all? 

Mr. Shaughnessy. No; they get their proportion of the 48-cent 
rate, and this is arranged by agreement between the carriers. Some- 
times it is arbitrarily fixed, but usually the " rate pro rate "basis is 
used, which amounts to each line agreeing to take as its division of a 
given through rate the percentage which its local rate bears to the 
total of the local rates over the participating lines on the commodity 
and between the points in question. 

The Chairman. Then what I wanted to find out was how much less 
do the Southern Pacific get for carrying sugar on beyond Reno than 
it does for that which it carries to Reno on the same basis? 

Mr. Bartine. It is very much less. 

Mr. Shaughnessy. Yes; that is the division basis, where two or 
more carriers agree to take less than their full local rates as their 
proportion of the through rate. Ordinarily this can not be used as 
the basis upon which to measure the reasonableness of a single lino 
rate between two given jjoints. To hold to the contrary would mean 
that there would be nothing but a combination of local rates, when as 
a matter of necessity we must have both local and through rates. 
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The Chairman. But the wear and tear of machinery, the cost of 
operation, and the amount of expense incurred in moving is several 
times over greater from Keno to Chicago than it is from San Fran- 
cisco to Heno. 

Mr. Shaughnessy. Yes ; that is true. 

The Chairman. So that whatever the railroad fail to make from 
Keno to Chicago on this traffic, below what a just and reasonable rate 
would be, those same roads have got to make that up from somewhere 
else. 

Mr. Shaughnessy. Yes ; that is true, Judge, if the rates to Chicago 
are in fact less than reasonable, which I do not admit. 

Mr. EscH. Of course, they do that in citrus fruits, too, don't they ? 

Mr. Shaughnessy. Yes; but it i^ my firm conviction that the 48- 
cent, 55-cent, and 60-cent rates from San Francisco to Kansas City 
and Chicago are fully compensatory when the lading, the classifica- 
tion of traffic, and the cost of service is considered. 

Mr. Esch. If they did not do that, the Pacific coast would be 
glutted and the citrus industry would be flat. 

Mr. Shaughnessy. There is no question but what a system of 
blanket rating is very necessary to our territory. But we want it 
applied to all long-haul traffic, and the condition that we are trying 
to cure out there is these discriminations that the carriers elect to 
put in against us. I see the judge's point. Judge Sims has in mind 
that if any of those blanket rates as made are less than fairly com- 

Kensatory, the difference going to make up full compensation must 
e passed on to some other product or products. 

The Chairman. Some other traffic has to pay more than it should. 

ilr. Shaughnessy. Yes. Pei*sonally I believe that kind of in- 
equality can be cured bj universally adopting the zone-rate basis 
or the* blanket-rate basis on all long-haul traffic — preferably the 
blanket rate system, because of the difficulty in finding the points 
where the zones should break without injury to those near the line of 
the break in the rates. 

Mr. Esch. You are enjoying a blanket rate, however, from the 
Missouri River to the Atlantic. That is a tremendous advantage. 
That is a bigger advantage than is allowed the Atlantic coast on 
westbound freight. I think the people on the Atlantic coast have 
more ground for complaint than on the Pacific end of it, because your 
blanket is a good deal wider. 

Mr. Shaughnessy. Well. I do not see why they should, Mr. Esch. 
Although their rates are graduated to some extent on westbound 
traffic* within that zone from the Atlantic coast to the Missouri River, 
practically all of the manufacturing industries of the country are 
located there and therefore the entire country must secure their 
manufactured articles from that territory. It should not be over- 
looked that these manufacturers have very low inbound rail rates 
on their raw products, and therefore I can not see that they suffer 
any disability. Further, another important thing is that the Chicago 
and all territory east thereof does not suffer Iom and short haul dis- 
crimination on eastbound transcontinental traffic because of the sea 
competition about which so much is said when the traffic moves west, 
while the ocean competition is just as potential in one direction as 
the other. 
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The Chairman. Suppose the Panama Canal is open and in active 
operation, citrus fruits could be shipped in that way, couldn't they, 
from California? 

Mr. Shaughnessy. Yes; after the refrigerating ships are provided. 

The Chahiman. Well, then, could you ship by the Panama Canal 
to New York and then from New York out to Chicago, paying the 
rail rates, reasonable and fairly compensatory rail rates, and reach 
the same market with the same amount of freight? 

Mr. Shaughnessy. To meet the rail haul eastbound? No; I don't 
think so. I don't think they would come inland anywhere near that 
distance. They might come inland as far as Buffalo or Pittsburg, 
or something like that. Then, of course, it would depend largely 
on the effort the railroads made to offset that competition. I believe 
the present blanket rates will take care of a reasonable share of the 
business in competition with the ocean carriers. 

Mr. Sanders. How about the banana that is raised in a foreign 
country, is brought to New Orleans, refrigerated in New Orleans, and 
shipped north by the Illinois Central; and it is the cheapest fruit 
that the American people get — a whole lot cheaper than anything 
raised on the Pacific coast. 

Mr. Shaughnessy. I am, not familiar with that, Mr. Sanders. 

Mr. Sanders. It is brought to New Orleans in refrigerator ships, 
imloaded from the ship, and loaded on refrigerator cars, shipped 
north over the Illinois Central and other connections, and you can 
buy bananas at any season of the year cheaper anywhere than you 
can buy any citrus fruit raised on the Pacific coast. Therefore, 
why couldn't it be handled hj ships and shipped in ? . 

Mr. Shaughnessy. I say it can be arranged. 

Mr. Sanders. You said it couldn't reach as far as Chicago. 

Mr. Shaughnessy. Wliat I had in mind, Governor, was that it 
could not be handled around by ships and then come back inland 
from the Atlantic coast in competition with the rail carriers reaching 
Chicago direct from the fruit fields. I think as a mere transportation 
proposition the rail carriers moving direct from the California fruit 
belt would reach Chicago in better condition, better time, and cheaper 
than they could do it by boat line all the way around to New York 
and then by rail lines back into Chicago. 

Mr. Sanders. I don't doubt it, because you carry it all the way 
around to New York. But why not stop at a point like Mobile or 
New Orleans and ship it north from there ? 

Mr. EscH. That is a longer distance. It is 1,800 miles down ^ 
the Gulf from St. Paul and Minneapolis, and only about 1,150 miles 
from New York. 

Mr. Sanders. It is about 1,000 miles from New York to Chicago 
and about 1,000 miles from New Orleans to Chicago. 

C. W. Smith (secretary Intermediate Rate Associati<m). The dis- 
tance from Chicago to New Orleans by the Illinois Central Railroad 
is 920 miles. That is the shortest line. That is the commission's 
figures on the Illinois Central. 

The CiiAiR3iAN. Here is what I am trying to get at: Is the 55-cent 
rate and the 48-cent rate made from San Francisco to Chicago; is 
that a market competition rate of a water compelled rate or is it a 
rate below the normal? Is that 48-cent rate and the HS-cent rat-e a 
fairly remunerative rate or is it itself a reduced rate ? 
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Mr. Shaughnessy. For the reasons I have given before, covering 
the cost of the service of this trans-State business, it is my opinion 
that these rates are fully compensatory. If I understand the car- 
riers' position correctly, they contend that thcvse rates are forced and 
compelled by the Louisiana and New York sugar competition. 

The Chairman. Well, is the rate niade in fact, then, at least by 
what they call competition, or meeting competition, or to enable 
sugar to go farther for less money than sugar can go that goes a 
much shorter distanc-e ? 

Mr. Shaughnessy. Yes; farther than it could go on a distance 
tariff-rate basis. 

The Chairman. Now, then, if that rate on su^ar did not go through 
from there, then sugar coming from New Orleans could be sold 
higher in the Chicago market than it can with that rate. 

Mr. Shaughnessy. Possibly. 

Mr. Sanders. Not at all. The rate would be the same. 

Mr. Shaughnessy. If the Louisiana sugar interests could supply 
the demand, and Louisiana was meeting the competition of New 
York refineries also, and they together did supply the demand, it is 
possible that there would not be any increased price to the consumer. 
I don't know how that would be. But we have also got to keep in 
mind the development of the entire country and the welfare of the 
producers as well as the consumers; and what we are contending for 
IS something in the nature of a more uniform rate scheme that will 
insure, as near as may be, the ejqual development and welfare of the 
United States at large, and without parceling up this territory as 
the manufacturing interests and other big commercial interests 
would like to have it, and as they are contending for here before the 
committee, to maintain their preferential rates, which prevents equal 
development of the country at large. 

The Cairman. That is, the development of the intermountain 
country? 

Mr. Shaughnessy. Yes ; and the great Southern States, too. 

The Chairman. Several States have very strongly appealed to us, 
which it seems can not be developed as long as the railroads are per- 
mitted to charge them more than they do more favored sections of 
the country, where development does not depend upon railway rates, 
as does this intermountain country. 

Mr. Shaughnessy. Yes. 

The Chairman. Therefore, trying to develop a poor country, it 
seems to me the intermountain country, rather than naving a higher 
rate, ought to have a little lower, if development is to be considered. 

Mr, Shaughnessy. Yes, sir; I have made the contention that if 
any differential were really to be granted in rail transportation rates, 
as a matter of wise governmental policy that the differential might 
more properly be given to our intermediate points than to the Pacific 
coast points, because the Pacific coast points have a natural advan- 
tage which we do not enjoy — ^the ocean. But, of course, they haven't 
taken advantage out there on the Pacific coast of their great natural 
advantages. On the contrary, they have used it as a means for 
securing preferential rail rates all the way across the country, and 
from Chicago and Kansas City as well as from coast to coast, while 
placing theourden on us. 
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Mr. Sanders. Now, getting back to the question — ^it is a little bit 
broader than the bill, but it bears on the bill. It is, in round figures, 
1,000 miles from New York to Chicago, approximately, and it is ap- 
proximately 1,000 miles from New Orleans to Chicago. If those 
two markets can more than supply the demand of that market for 
sugar, where is the economical reason for taking sugar from the 
Pacific coast, a distance of over 2,000 miles, to Chicago, which can 
not reduce the price to the consumer or raise the price to the pro- 
ducer, and merely utilizes the cars for the transportation of sugar 
that could well be utilized for some other purpose? 

Mr. Shaughnessy. There is no answer to that question, I think, 
Mr. Sanders, on that assumption. 

Mr. Sanders. Don't we get back to the proposition that the rail- 
roads have been making trafiic for themselves by long hauls, where 
no necessity existed for those hauls? 

Mr. Shaughnessy. The railroads have been in the transportation 
business, Governor, they had transportation to sell, and, therefore, 
they have been manufacturing and selling transportation wherever 
they could find a market for it, and quite naturally long-haul, 
cross-haul, and back-haul business has grown up, much of which 
is wasteful and places an unreasonable burden upon the public. 
Take the 55-cent rate to Kansas Citv and the 48-cent rate to Chi- 
cago with which we have been dealing; the carriers contend these 
rates are forced by the Louisiana and the New York sugar com- 
petition at those points, but when we turn around and come out 
of Louisiana we will find, as we found the Representative from Gal- 
veston (Mr. Lallier), who appeared here, contending that the sugar 
rates from Louisiana to Kansas City and Chicago are fixed because 
of the sugar competition from California, and therefore the railroads 
fix the rates at Kansas City and Chicago and charge the pKiints 
intermediate to the Louisiana sugar fields and Kansas City higher 
rates for the shorter haul. Now, do we not find ourselves going 
around in a circle in the attempt to justify these long-and-short- 
haul rates, which — when it is all said — amount merely to the fixing 
of rates for the concentration of trafiic and the building up of favored 
industrial and commercial centers at Kansas City, St. Louis, Chicago, 
IS^ew York City, San Francisco, New Orleans, and a few others at 
the expense of the country at large. This artificial system of rate 
making has promoted and built up long hauls, cross hauls, and back 
hauls, and concentrated the trafiic at comparatively few large indus- 
trial and commercial centers. This has not only resulted in waste of 
transportation, the burden of which has been carried by the public, 
but it was responsible for the congestion and the car shortage which 
resulted in the breakdown of our railway system just prior to its 
being taken over by the Government. 

Mr. Sanders. Tlien, Mr. Shaughnessy, as it is well known that the 
refiners of sugar on the Atlantic seaboard in and around New York 
and'the refiners of sugar at New Orleans are more than able to supply 
the demand of the Chicago market for sugar, why should the cars of 
your western- country be utilized to transport sugar from San Fran- 
cisco to Chicago at a 48-cent rate, and charge you 55 cents from Saa 
Francisco to Reno? 
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Mr. Shaughnesst. The latter part of your question is the very 
thing we most seriously complain of, and the thing that we want 
cured, if you please, Governor. 

The Chaikman. Isn't that Hawaiian sugar, largely? 

Mr. Shaughnbsst. Yes. 

Mr. Sanders. It is all Hawaiian sugar. California produces no 
sugar of her own that I know of. 

Mr. Shaughnessy. They have some beet sugar. 

Mr. Sanders. There is a little industry in sugar beets, but the 

Seat amount of sugar, if I understand it, on the Jracific seaboard* is 
awaiian sugar. 

Mr. Shaughnessy. Yes; that is true. 

Mr. Sanders. Just like the ^eat amount of sugar refined at New 
Orleans is Cuban and Porto Ricah sugar. 

Mr. EscH. Yes; but California has some pretty large sugar beet 
factories. 

Mr. Sanders. I think Nevada has some beet sugar, too. 

Mr. Shaughnessy. Yes; we have a very promising beet sugar 
industry established in the Truckee-Carson reclamation district at 
Fallon, Nev., also Utah, Idaho, Montana, and Colorado, and in fact, 
practically all of our far Western States are engaged in the beet sugar 
industry. 

The Chairman. But the discrimination is against Utah and Colo- 
rado sugars, because they have to pay the 55 cents just the same as 
they do from Beno. 

Mr. Shaughnessy. There is a little variation in the rates from 
Utah; for example, from Utah common points to Chicago on the. 
60,000-pound carload, I think they get a 50-cent rate, or $10 per ton, 
whereas on the 80,000-pound carload they get a 43-cent rate, or $8.60 
a ton. 

The Chairman. They get 5 cents less than you do from Reno? 

Mr. Shaughnessy. Yes; but the principle is the same from the 
Utah points, and the long and short haul discriminatioji against 
intermediate points is imposed in the same manner. 

Mr. Sanders. The principle that I am contending for as a trans- 
portation principle is, why should not the closer sugar-producing 
factories supply the demand of their local market rather than be en- 
couraged by low rates to invade some other market, when the pro- 
ducer or the consimier is not benefited thereby, but simply giving 
tonnage to a railroad? 

Mr. Shaughnessy. Well, that would not afford the widest market 
for the producers, which is necessary for the more uniform and 
healthy development of the country as a whole ; but aside from this 
consideration, as long as there is no restriction provided by Congress, 
or as long as there is no restriction on how the rates may be estab- 
lished, you must expect the railroads to divide up the country in the 
best possible way to promote transportation and to increase trans- 
portation. 

Mr. Sanders. And their entire effort in that connection is to get 
a long haul, isn't it? 

Mr. Shaughnessy. Yes; they are interested in the promotion of 
long hauls and double hauls. Now, for example, on this 48-cent rate 
going through to Chicago, they will not give the benefit of that rate 
to Cheyenne, Denver, Omaha, Des Moines, Joplin, or in fact, any 
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point intermediate to Chicago. Why ? They want to put Hawaiian 
sugar into Chicago and develop less than carload business bsick 
towards Des Moines in order to get the '' back haul " and to help 
the Chicago jobber. That is the science of rate making as it has been 
practiced throughout all these years in the past, and it has not been 
made on the basis of equality to all and special privileges to none. 
In other words, the rates have not been made on as economical and 
fair a basis as they could have been made on if all of the railroads 
had been consolidated and operated as a unit and were operated from 
the standpoint of the public service under through-going and effective 
regulation. 

Before closing I wish to refer briefly to the deciaon of the Inter- 
state Commerce Commission in the case of the Butte Wholesale 
Grocery Co., et. al., v. Butte, Anaconda & Pacific Railway Co., et. 
al., decided February 11, 1918, which covers the movement of sugar 
from the California terminals over the circuitous routes through 
Montana and the Dakotas to St. Paul, where it meets the direct or 
short-line rate of 55 cents per hundred or $11 per ton, whereas the 
rate at the intermediate Montana points is 85 cents per hundred, or 
$17 per ton. The short-line route from San Francisco through 
Ogden and Omaho to St. Paul is 2,150 miles, while the average dis- 
tance over the circuitous northern lines is approximately 2,600 miles, 
or 21 per cent in excess of the short-line distance. On the other hand, 
the average distance from San Francisco to all Montana points is 
but 1,400 miles, and upon complaint and investigation covering the 
reasonableness of the $17 Montana rate, as well as its discriminatory 
feature when compared with the $11 St. Paul rate, the commission, 
on February 11, dismissed the proceeding and validated the carriers' 
practice of assessing the rates in this manner. Upon any basis of 
progression, if $17 per ton, or $510 per car, for a 30-ton load is a 
just and reasonable rate for the movement of sugar to these Mon- 
tana points, for an average distance of 1,400 miles, then it must 
fairly be assumed that for the 2,600-mile haul to St. Paul the 
normal, just and reasonable rate would probably be said to be not 
less than $25 per ton,. or $750 per car. The absurdity of this calcula- 
tion, however, is shown by testing the cost of moving this traflic 
upon any reasonable basis/ If we apply the "trans-state^' trainload 
cost of 2.74 mills per ton per mile, which I have used heretofore, the 
cost of moving this sugar for the 2,600 miles to St. Paul is $7.12 
per ton, whereas for the 1,400-mile haul to Montana points it would 
be $3.86 per ton; or, even if we estimate the cost of this shorter 
haul service to be as much as five (5) mills per ton per mile, we 
still find the cost is only $7 per ton. Therefore, the application of 
the St. Paul rate of $11 per ton, or $330 per car, to the Montana 
points would be highly compensatory. 

While the commission found that this $17 rate, blanketed for a dis- 
tance of 408 miles through Montana, was not excessive or unreason- 
able, yet on the question of the reasonableness of the rate they convict 
themselves, for when the Dakotas are reached the rate decreases pro- 
portionately as the distance increases in the approach to St. PauU 
where the $11 rate is met. In other words, the rates to these longer- 
haul intermediate points in the Dakotas and Minnesota are con- 
structed upon the basis of the $11 rate, to St. Paul, plus the local rate 
back, and this produces a rate at Fargo, N. Dak., for example* of 
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$15, as compared with the $17 rate at said shorter haul Montana 
points. Now, this very graphically illustrates the vice of this whole 
system of circuitous rail-line long-and-short-haul rates which Mr. 
Barlow and his committee for different railroad rate favored centers 
so urgently contended for here before this committee ; but if by any 
stretcn of the imagination anyone can justify this system of rate 
making to this honorable committee I am sure that he can do better 
than I possibly can. 

Because of the reasons which I have given in this hearing I am 
strongly of the opinion that all of the so-called forced and competi- 
tive rates to the farther distant points to meet either water or cir- 
cuitous raU competition, so called, are in and of themselves fairly 
compensatory, and that all of the higher short-haul rates charged at 
the intermediate points are excessive, unjust, and unreasonable, from 
which it follows tnat there is no justification for the continuation of a 
policy which authorizes such discrimination for the benefit of a com- 
paratively few favored industrial and commercial cneters at the ex- 
pense of the countfy at large. 

Compared with the railway cost figures that I have given here, 
Mr. S. A. Thompson, secretary National Rivers and Harbors Con- 
gress, informs me that the operating cost on the Erie Canal during 
. recent years has been about 3 mills per ton per mile, whereas on the 
highly developed inland canals and rivers of Europe, where the 
traflSc is hea\^ and all kinds of modern facilities are provided, the 
cost of operation is 2 mills per ton per mile. This also indicates the 
advantages that are to be secured for the public in the development 
and upbuilding of strong waterway transportation companies on our 
inland rivers and canals, and because this development is absolutely 
essential for the relief of the railroads at the present time in han- 
dling much heavy traffic we are, as shown in my opening statement, 
strongly committed to the adoption of a new policy by the Govern- 
ment which will encourage ana protect the development of waterway 
transportation in every just and legitimate way. And in this con- 
nection it is our position that in order to give the necessary assurance 
and the protection which is vitally necessary for the large invest- 
ments of capital which must be made in this new line of transporta- 
tion, that the absolute long-and-short-haul legislation which we are 
here contending for should be passed forthwith. 

The railroads are overburdened with traffic to-day. In fact, they 
are unable to ade<juately perform all of the service which is demanded 
of them. There is to-aay a marked deficiency in the transportation 
facilities throughout this country, and as the war goes on this defi- 
ciency in railroad service is bound to be intensified because of the 
additional wants of the Army and Navy, which must receive expedi- 
tious and preferential attention, to the exclusion of ordinary com- 
merce. We must, therefore, forthwith promote and encourage in 
every proper way the development of waterway transportation, which 
must be depended upon to serve those portions of the country where 
such transportation can be developed. This is not a question of sub- 
stituting water transportation for railroad transportation and devel- 
opment; and in this connection you will recall that some of the manu- 
facturing representatives who appeared here ar^ed that because of 
the enormous investment in railroad transportation it should be pro- 
tected and given preference, even to the exclusion of any new water- 
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way transportation development; and you also heard these gentlemen 
strongly indorse the long-and-short haul rulings of the Interstate 
Commerce Commission, which during the past have prevented the 
establishment of water transportation on our great inland rivers. 
To say the least, this is certainly not a constructive attitude. It 
means, if it means anything, that these manufacturing and com- 
mercial interests are satisfied with the transportation conditions of 
the past, and hence everybody else should be no matter what disa- 
bilities they may be laboring under in a transportation way. Now, 
then, Mr. Chairman, while we are here asking for justice in the 
matter of railroad rates and practices we are also endeavoring to 
treat the question of transportation- constructively, and with this 
idea in mind we are patriotically making an earnest plea for the 
development and utilization of our great natural waterways, which 
I am sure will be found highly necessary and advantageous m supple- 
menting the railroad transportation of this country during the 
present war emergency and for all future time as well. 

The Chairman. Does that conclude your 'statement, Mr. Shaugh- 
nes^? 

ISfr. Shaughnessy. Yes, Mr. Chairman; I will close at this time, 
because I do not want to encroach upon the time of my associate, 
Judge Bartine, whom I am sure will give you a very enlightening 
statement. 

I have some other matters here, memoranda that I will introduce 
in connection with my testimony, and I ask at this time, Mr. Chair- 
man, permission to introduce a statement made by Senator Poin- 
dexter in the Spokesman-Review, of Spokane, Wash., Sunday morn- 
ing, November 26, 1916. It deals with the merits of our petition for 
permanent relief comprehensively and forcefully. 

The Chairman. You have that permission. 

Mr. Shaughnessy. I also wish to put in evidence the testimony 
given before the subcommittee last week by Hon. Joseph L. Bristow, 
formerly United States Senator from Kansas, who made a statement 
in support of the legislation here under consideration. 

The Chahiman. You have that permission. 

Mr. EscH. That was Senator Bristow's testimony before the joint 
committee ? 

Mr. Shaughnessy. No ; while he did appear before the joint com- 
mittee, Mr. Esch, he likewise appeared in support of the Poindexter 
bill before the subcommittee of the Senate last week. I shall intro- 
duce it later, but I should also like to give reference to his testimony 
before the Newlands joint committee, and to urge all who are inter- 
ested in the railroad question to read it. I consider it one of the 
strongest contributions to be foimd on the subject 

I introduce at this point exhibits showing the rates from the 
Pacific Coast States to points of eastern destination on sugar, copper, 
lumber, canned goods, and oranges. 
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Rates on sugar, per 100 pounds. 



From San Francisco, 
Cal., to— 



Reno, Nev 

Elks.Nev 

Salt Lake City, Utah... 
Phoenix, Arit. . 
Spokane. Wash 

Boise, laaho 

Glen wood Springs,Cclo. 
Albuquerque, N. Mex 

Helena, Mont 

Cheyenne, Wyo 

Missoula, Mont 

Denver, Colo 

Casper, Wvo 

Sheridan, Wyo 

Fremont. Nebr 

Omaha, Nebr 

Yankton, S. Dak 

Des Moines, Iowa 

Kansas C ity. Mo 



244 
557 
818 
902 
1,024 
1,185 
1,200 
1,202 
1,253 
1,267 
1,281 
i;374 
1,487 
1,562 
1,737 
1,783 
1,882 ' 
1,919 , 
1,986 

Cedar Falls. Iowa ;2, 020 

Moberly, Mo j2,049 

B urlineton, Iowa ' 2, 073 

Keokuk, Iowa 2,085 , 

St. Paul, MSnn |2,091 j 

Muscatine, Iowa |2, 093 ' 

Davenport, Iowa 2, 104 i 

Rock Island, III 2, ia5 I 

Warerly, Iowa ' 2, 108 ' 

Little Rock, Ark 2, 120 

Clinton. Iowa 2, 132 

JopUn, Mo 2, 135 

Jefferson City. Mo 2, 144 , 

La Crosse, Wis 2,161 



Miles. 



60,000 
pounds 
mini- 
mum. 



SO. 55 
.55 
.55 
.60 
.56 
1.14 
1.30 
.55 
.85 
.55 
.85 
.55 
.55 
1.29 
.55 
.55 
.62 



.55 



80,000 
pounds 
mini- 
mum. 



From San Francisco, 
Gal., to— 



Fulton, Mo 

St. Louis, Mo.. 

Alton, 111 

Memphis, Tenn 



Miles. 



2,195 
2,199 
2,222 
2,253 



60,000 
pounds 
mini- 
mum. 



Chicago, 111 2,271 

Jackson. Tenn 12,338 



fO.55 



.545 
.54 
.51 
.49 



.55 .. 






.51 


::::::::::i 


.51 


1 


.51 


1 


.545 


.55 !.. 


'."si* 


.55 I... 
.60 ... 




.60,... 





Milwaukee, Wis 2, 356 

Lexington. Tenn 2,364 

Niles,Mich 2,364 

McKenxie. Tenn 2,369 

Fond du Lac, Wis 2,371 

Paris, Tenn 2,386 

Perrsnille, Tenn |2, 389 

Hollow Rock Junction, | 

Tenn 2,396 

Green Bay, Wis 12,436 

Grand Rar ids. Wis. ... 2,467 

New Orleans, La 2, 487 

Nashville, Tenn |2, 491 

Paulding, Ohio 1 2, 525 

DetroitTMich !2,543 

' Cincinnati, Ohio 12.557 

Columbus, Ohio .2, 585 



Chattanooga. Tenn.. 
^\'heeling,W. Va.. 

Pittsburgh, Pa 

Washington, D. C, 

Bahimore, Md 

Philadelfhia Pa.. 

Richmond, \ a 

New York, N.Y.. 
Boston, Mass 



2,642 
2.714 
2,739 
3.041 
3.066 
3.112 
3.137 
3,183 
3,305 



.815 
.815 
.HS5 
.885 
.895 
.8.85 
.915 
.945 



80,000 
pounds 
mini- 
mum. 





$0.55 


leo" 


48 
.48 


.60 




.60 

.87 


.48 


.60 




.88 




.72 
.90 


.60 


.70 




.90 




.90 




.90 




.70 
.70 




.85 




.80 




.76 

.775 

.78 

.785 

.93 


.64 
.655 
.66 
.665 



.695 
.696 
.765 
.765 
.775 
.765 
.795 



Per 100 pounds (in carload lots). 



From Pacific coast group to— 



Now York, N. Y. (raU and water) •. 

New England 

New York, Dela\i are, Pennsylvania, Maryland 

Illinois, Indiana, etc 

A rkansas, Louisiana. Texas, Iowa, Missouri, Wisconsin, etc. 

Western portion of above 

Kansas and Nebraska 

New Mexico, Oklahoma, etc 

Colorado, Wyoming, and portion of New Mexico 




Washington, D. C, Mareh 6, 1918, 
Mr. J. F. Shauohnessy, 

Colorado Building, Washington, D. C. 
Dear Sib: With reference to our conversation of the 5th, the following rates 
are applicable on copper matte or bullion, carloads, to Perth Aniboy, N. J., per 
net ton : 



From- 



Authorlty. 



rUfton,Arlz 

Douglas. Ariz 

AJiacooda, Mont 

Butte. Moot 

Helena, Mont 

Salt Lake Citv, Utah 

Ifidvale, Utah 

Oarflcld, Utah 

EartElv.NeT 

McOUl.Nev 



S11.50 
10.05 
10.00 
10.00 
10.00 
10.00 
10.00 
10.00 
11.50 

n.50 



g I\ei Paso & Southwestern, I. C. C, 902. 

-^ Chicago, Milwaukee & St. Paul, I. C. C, B-2575. 

Great Northern Ry., I. C. C, A-4367. 
Oregon Short Line, I. C. C, 1692. 
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If you have any other points of origin in mind, I shall be ghul to furnish rates 
upon my return, as I am leaving to-night for Chattanooga and Atlanta and 
will be away about 10 days. 
Very truly, yours, 

John A. Henderson. 

CROSS-EXAMINATION OF MR. MANN BY MR. J. F. 8HAUGHNESSY BEFORE SENATE 
COMMITTEE ON INTERSTATE COMMERCE, LONG-AND-SHOBT-HAUI. HEARING. 

Mr. Shaughnessy. May I ask you a question or two upon that point? 

Mr. Mann. Yes, sir. 

Mr. Shaughnessy. In the face of the present uniform rate adjustment, as 
ordered by the Interstate Commerce Commission, assuming that the war re- 
mains as it is for a number of years, or that after the close of the war there 
will be sufficient European business lasting from three to five years, as testified 
to by the managers of the Luckenbach and the American-Hawaiian Steamship 
Cos., to keep all the seagoing vessels profitably employed in the foreign trade, 
rather than domestically, what would San Francisco do to offset this Chicago 
and St. Louis competition that you are now meeting? Would you, as Mr. 
Lathrop suggests, begin to build up manufacturing Industries on the coast and 
prepare to meet that competition? 

Mr. Mann. I should think it would have that tendency. 

Mr. Shaughnessy. If that continues for the next five years, will you be pre- 
pared to meet that competition direct? 

Mr. Mann. His statement with respect to building up manufactures on the 
Pacific coast was based upon obtaining raw material by water. 

Mr. Shaughnessy. By both rail and water? 

Mr. Mann. You can not get them by rail unless they come by water, at the 
price. 

Mr. Shaughnessy. Could you not get raw material moving westbound to 
manufacturing centers, say, at San Francisco^ instead of this raw material 
moving eastbound for manufacture at eastern centers? 

Mr. Mann. What raw materials move eastbound? 

Mr. Shaughnessy. All kinds of iron, iron ores. 

Mr. Mann. Not from San Francisco. 

Mr. Shaughnessy. I mean from Minnesota, Montana, and from other points. 

Mr. Mann. I do not understand the question. 

Mr. Shaughnessy. What kind of raw material are you referring to? 

Mr. Mann. The raw material — ^fuel and iron. 

Mr. Shaughnessy. Does not that move by rail as well as by water? 

Mr. Mann. Yes, sir. 

Mr. Shaughnessy. Do they not move to the eastern centers by rail? 

Mr. Mann. Yes, sir. 

Mr. Shaughnessy. Why, if you became a great manufacturing center, could 
not the rail lines begin to move those products to your manufacturing indus- 
tries at San Francisco? 

Mr. Mann. We are talking about rates. 

Mr. Shaughnessy. Yes ; but we are talking about building up manufacturing 
industries so that you can meet the competition that you now fear you are going 
to receive from Chicago and St. Louis and these eastern manufacturing centers 
under the present uniform rates. 

Mr. Mann. I do not follow you. This whole proposition of the building up of 
the coast is this : If we hnve sea competitive rates — or, to put it another way. if 
we have sea rates, and we do not have sen competitive rates ; in other words, if 
you succeed in your advocacy of an absolute long-and-short haul. Mr. Shaugh- 
nessy, then we will bring the raw material for manufacture into San Francisco 
and the coast cities by water at a low water rate. 

Mr. Shaughnessy. But assume that is six or seven years off; in view of the 
question we are now discussing, what are you going to do in the meantime? 

Mr. Mann. You tell me. I would like to know. We are in a bad condition. 

Mr. Shaughnessy. Assume that this law was passe<l, why would San Fran- 
cisco be worse off during the interim than it would be anyway? 

Mr. Mann. I suppose you might ask that question with respect to anything. 
I think that answers itself. Of course, it would not make any differenc^e. The 
only difference it wduld make would be when water competition comes back. 
If it never came back, it would never make any difference. 

Mr. Shaughnessy. Our contention is that the immediate effect of thf passage 
of this legislation is important to us. 
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Mr. SirAUOHNESSY. Mr. S. A. Thompson, secretary of the National 
Rivers and Harbors Congress, with headquarters at Washington, 
D. C, care Colorado Building, whose appearance was entered here, 
and who was unable to testify because all of the time was taken up 
by other witnesses, has handed me a statement which the Rivers and 
Harbors Congress, under date of March 23, published in the press of 
the country. I ask that it be made of record at this point. 

From National Rivers and Harbors Congress, Washington, D. C. 

For release Saturday, March 23. 

Three hundred and seventy-six million — count them, 376,000,000 — ^tons of 
freight were handled on the waterways of the United States in 1916. That is 
enough to fill 9,400,000 average 40-ton freight cars, or about four times as many 
cars as our railroads own to-day. " That," says a statement issued by the 
National Rivers and Harbors Congress, " shows that the waterways are still of 
some service even after 50 years of cutthroat competition by the railroads." 

For the past 18 months the traffic history of this country has been one con- 
tinuous succession of delays, congestion, embargoes, and car shortage. On May 
1 and again on November 1 last year shippers asked for more than 165,000 cars 
which could not be supplied. Then came a winter of extraordinary severity and 
a coal shortage which amounted to a national disaster. 

In a table prepared for Secretary McAdoo by Mr. W. P. Manse, industrial 
agent of the Baltimore & Ohio Railroad, it is estimated that in 18 of the 
principal manufacturing cities of the country the losses resulting from Dr. Gar- 
field's celebrated order amoutited in workmen's wages and manufacturers' prod- 
ucts to $4,344,070,000. The total losses since the car shortage began, in Septem- 
ber, 1916, are probably not less than $8,000,000,000, and may be as much as 
$10,000,000,000. 

Bad as was this huge financial loss, the sickness, suffering, and death due 
to lack of coal, which was due to lack of cars, were vastly worse. Worst of all 
was the delay in shipment of supplies and munitions which were urgently needed 
by our own Army and Navy at the front and by those with whom we fight to 
" make the world safe for democracy." At one time no less than 213 ships, loaded 
and ready to sail, were held In New York for lack of bunker coal. 

We have hundreds of harbors and 28,000 miles of waterways classed as navi- 
gable, of which less than 2,000 miles have been sufficiently ImproTed to have 
dependable channels. One-tenth of the amount lost by the people of the 
United States during the last 18 months would have been more than enough to 
thoroughly improve every mile of our navigable waterways — ^and if that had 
been done, and we had been wise enough to foster and develop water trans- 
portation, instead of allowing it to be crushed by railway comp^itlon, there 
would have been no car shortage, no coal shortage, no staggering financial loss, 
no peril to our armies and our cause through delays to ships, and many homes 
would still be bright which to-day are full of sorrow. 

The rivers and harbors bill which provides for the maintenance and improve- 
uient of our waterways and harbors is of interest to every citizen of the United 
States, to those who live upon the prairies or among the mountains no less than 
to those who live by ocean, lake, or river. Every thousand, or million, or 
hundred million, tons of freight sent by water leaves freight cars free to 
serve those whom the waterways can not reach. Manufacturer and mechanic, 
merchant and clerk, farmer and minor, every mother with a son now, or soon 
to be in France, and every loyal citizen who wants to win this war should do 
everything possible to make it sure that our waterways and harbors are main- 
tained, Improved, and used to the limit of their capacity. 

CKOSS-EXAMlNATtON OF MR. SPENCE BY MR. J. F. 8HAUGHNESSY BEFORE 
SENATE COMMTTTEB OX INTERSTATE COMMERCE, LONG-AND- SHORT- HAlHi 
HEARING. 

Mr. Shaughnessy. What were the traflSc figures you gave there; 
the increase of 1917 over 1915 ? 
Mr. Spbnce. In ton-miles? 
Mr. SriAUOHNESSY. Yes. 
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Mr. Spence. The Southern Pacific handled last year 14r,803,34*,973 
ton-miles of freight. During the fiscal year ending June 30, 7,632,- 
401,846 ton-miles. 

Mr. Shaughnessy. And from that you deducted, did you not, that 
that showed that prior to the war the Southern Pacific Co. was devot- 
ing to the service practically 100 per cent excess in service facilities? 

Mr. Spence. Practically, m a broad way ; yes. 

Mr. Shaughnessy. And yet, notwithstanding that you were carry- 
ing an excess of 100 per cent in service facilities, you were fixing rates 
and demanding that the cmmtry pay a return upon the entire facili- 
ties ? That is the effect of it ? 

Mr. Spence. Yes. 

Mr. Shaughnessy. And that, in a general way, would, perhaps, 
represent the entire railroad situation throughout the United States; 
would it not? 

Mr. Spence. Well, the expenses, the return must be paid ; yes. 

Mr. Shaughnessy. I mean those excess facilities that were carried 
for you by the railroads, they were carried in about the same propor- 
tion throughout the country, for the railroad system as a whole? 

Mr. Spence. I do not know as to that. You see, the situation 
with respect to this traffic was peculiar to itself because of the open- 
ing of the Panama Canal between the first period, because of the 
phenomenal tonnage that has been thrown on this railroad as a re- 
sult. 

Mr. Shaughnessy. Well, assume that the Southern Pacific situa- 
tion fairly illustrates or nearly illustrates the situation throughout 
the country at large, and that therefore our railroad policy under 
private management is such that when the war came upon us we had 
available for the emergency a 100 per cent excess in capacity, which 
could be devoted to the use of the Government during that emer- 
gency 

Mr. Spence. Not when our war broke out. 

Mr. Shaughnessy. In 1915 ? 

Mr. Spence. We were not at war during 1915. 

Mr. Shaughnessy. Well, the war came on shortly thereafter. 

Mr. Spence. I think that is a very different proposition. We have 
had burdens since we got in the war. 

Mr. Shaughnessy. We can admit for the purpose of the ar^^i- 
ment what you say if you want to confine it to a precise point. The 
point I want to illustrate is this: You drew the parallel in your argu- 
ment that by reason of the railroad policy in building up tlie railroad 
system, by meeting water competition, as you have, and perfecting 
a very fine system, that ^t has resulted advantageously to the Govern- 
ment when we found ourselves in this war. 

Mr. Spence. Yes, sir. 

Mr. Shaughnessy. Assuming when we found ourselves in this wur 
the Government found available for military purposes an excess in 
railway facilities, say of 100 per cent, which was highly advantageous 
and necessary to the Government as it so happens. You go on to 
explain further in your statement that if during this time, during all 
of the time the raihvays were under private management the Govern- 
ment had the control, that perhaps it would not have pursued the 
same policy. Would you think that the Government would fail to 
pursue such a necessai^ policy in regard to its military necessities as 
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not to provide sufficient facilities far enough in advance to meet any 
necessaiy war emergency such as has now come upon us? 

Mr. Spence. I drew exactly that conclusion, that the Government 
would pursue the same policy. 

Mr. Shauohnessy. That the Government would pursue the same 
policy with reference to* furnishing facilities? 

Mr. Spence. Yes ; and in reference to making rates. 

Mr. Shaughnessy. I do not think the one theory follows the other. 

Mr. Spence. Of course it does, if the Government owns the rail- 
roads, it would do exactly what the railroads do, if it wants to make 
the plant pay. 

Mr. Shaughnessy. The Government would not place upon the 
public the burden of paying in freights and fares a return upon a 
100 per cent excess. My idea of what the Government would do 
would be this. They would say, " Now, then, we are going to provide 
here a great transportation system of railways, 50 per cent of their 
capacity we must devote to the service of the public as being really 
necessary and beneficially useful to the public." They would take 
care of the public needs. Then, proceeding a step further, our War 
Department estimates that in time of great war emergency or war 
necessity, that we will need 50 per cent in excess of that capacity in 
order to take care of the public, and the Nation's needs as well. 
Therefore, they would say, ''We will make a division of these charges 
here ; we will charge to the public its proportion of the use of the 
facilities, which are actually and beneficially devoted to the public 
service, and the other 50 per cent of the facilities we will carry as a 
war-preparation measure and we will not charge that against the 
shipping and traveling public." 

Mr. Spence. Who will they charge it to? 

Mr. Shaughnessy. They will charge it to the Nation at large 

Mr. Spence. Is not that the pubUcl 

Mr. Shaughnessy. Instead of to the shippers and travelers. There 
is a very marked difference there as to charing 50 per cent to the 
shippers and travelers or 100 per cent, or making a division of it and 
charging 50 per cent to the shippers and travelers and the balance, 
or 50 per cent, to the Nation at large. That is the rule of public 
regulation on that score. And therefore I say that if the Govern- 
ment should operate, or does operate for the future, that is my idea 
of the just and equitable method in which they will work out this 
system of rate making. 

Mr. Spence. Do you think that is the way they have started? 

Mr. Shaughnessy. No they have not started; they have not got 
their feet under them yet. It is going to take tinie to work it out. 

The Chairman. Have you finished? 

Mr. Spence. Just a moment. Senator. I want to refer — ^perhaps 
this inquitry is addressed to one bill, but another bill has been intro- 
duced, and presiunably will be in committee, Senate resolution 3777, 
I find, omits the language, " subject to the provisions of this act." 
That is to say, this provision of the fourth section we are now reading, 
or to charge any greater compensation as a through routing than the 
aggregate of the intermediate rates, subject to the provisions of this 
act. While in this new Senate bill 377f, " or to charge any greater 
compensation as a through rate." 
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The effect of the change in that bill would be to facilitate the mak- 
ing of or disturbance of interstate rates bjr State commissions. In 
other words, the change would permit charging more than the combi- 
nation of two intrastate rates or of interstate and intrastate rates, not- 
withstanding that a higher rate, though an inerstate rate, may have 
been found reasonable and established bjr the commission, so that 
unless Federal control of interstate rates is going to be partly sur- 
rendered, there would be a very widespread effect of State rates on 
interstate rates if that clause does not remain in the bill. I wished 
simply to call attention to that as a question of public economy. 

Mr. Shaughnessy. What would be your idea as to the other provi- 
sion in the other bill? 

Mr. Spence. That is an absolute fourth section. About the combi- 
nation of the locals? 

Mr. Shaughnesst. Yes; about the combination of locals. 

Mr. Spence. I heard some one — I guess you — recommended an 
elimination of that; I did not quite understand why; it would en- 
courage reconsignment, reshipment. 

Mr. Shat7Ghnesst. No; my adea of that was that it is not a scien- 
tific measure of a reasonable through rate; it is arbitrary in the first 
place. In the second place, it gives to the Interstate Conmierce Com- 
mission, or helps to give to the Interstate Commerce Commission, ex- 
clusive jurisdiction over the local intrastate rates, and makes the 
State-made rate a part of the through interstate rate, subject to the 
jurisdiction and control of the Interstate Commerce Comimssion. 

Mr. Spence. I do not believe public policy would be served by the 
elimination of those words, which are that the railroads will not bo 
permitted to charge more than the combination of locals; that is, a 
combination of locals made under this act. The through rate might 
exceed that. As long as a man ships through the carriers could then 
charge them that through rate and ignore the existence of the lower 
combination of locals, the points through which it passed. Just why 
Congress should go backward a step in that way I ao not understand. 

Mj. Shat7Ghnesst. It might result in two systems of rates? 

Mr. Spence. Yes, sir. 

Mr. Shaughnessy. But result in measuring each rate according to 
its peculiar circumstances and conditions, both local and through. 

I submit at this point a set of resolutions adopted by the Chamber 
of Commerce of Greensboro, N. C, strongly indorsing the Poindexter 
bill, S. 313; also documentary testimony of Mr. Garland Daniel, 
secretary of the Greensboro Chamber of Commerce, which very 
clearly and forcibly illustrates the long-and-short haul discrimina- 
tion in North Carolina and other Southern States. 

THE CHAMBER OF COMMERCE OF THE CITY OF GRFJCNSBORO. N. C. — RESOIAH'TOX IX 

FAVOR OF BTU. 8. 313. 

Whereas through the efforts of the intermediate rate u.Hsociatlon and Its prejsl- 
dent, Mr. .J. P. Shaughnessy, to secure an amendment to the fourth sectiou 
of the act to regulate commerce wliidi will forever prohibit the railroads 
from charging a higher rate for the mf>vement of freight and passengers for 
a shorter than for a longer distance when the shorter haul is Included within 
the longer, and over the same line, and In the same direction : Therefore be It 
Ri'Holred, That the CTreenshoro Clnunl)er of Commerce indorse the Toindexter 

bill, S. 313, and that tlie secretary l»e instructed to mail a copy of this i*e»olu- 
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tlon to the Senators and Congressmen of North Carolina, urging them to support 
this bill, as we believe we have been discriminated against for years, and that 
this bill will give us permanent relief. 

R. E. Steexe, 

L. RiCHABDSON, 

C. C. Hudson, 

Committee on Resolution. 
C. C. Taylor, PreHdent, 
Oakland Daniel, Secretary, 
Oreensboro Chamber of Commerce, 



The Chamber of Commerce of the 

CriY OF Greensboro, N. C, 

March 25, 1918, 
Mr. J. P. Shauqhnessy, 

President Intermediate Rate Association, 

401 Colorado Budding, Washington, D. C, 
My Dear Sir: Find inclosed comparative analysis showing discrimination 
on typical commodities to Greensboro, N. C. Subject, the long-and-short haul. 

I have endeavored to give you a few commodities, and could make a list much 
more lengthy, but judging from your telegram, I see that you wish a very 
short and concise illustration. I hope the inclosed will meet with your 
approval, and if you should deem it necessary for a delegation to come, I shall 
be pleased to send one. 

Please advise me as to your success. 
Yours, very truly, 

Garland Daniel, Secretary, 

Comparative analysis showing discrimination on typical commodities to Oreens- 
boro, N. C. 

Stove trimmings, — Cleveland to Greensboro, 568 miles, rate 93 cents; Cleve- 
land to Lynchburg, 454 miles, rate 43 cents; Lynchburg to Greensboro, 114 
miles, rate 50 cents. 

Sugar and molasses, — New Orleans to Greensboro 854 miles, rate 47 cents; 
New Orleans through Greensboro to Lynchburg, 968 miles, rate 26 cents. Dis- 
crimination of 21 cents in favor of the longer haul. 

Canned goods from common shipping points on Pacific coast. — Cars, 40,000 
pounds, to Virginia cities, per hundredweight. 85 cents; to Greensboro. $1.07. 
Cars, 60,000 pounds, to Virginia cities, per hundredweight, 72^- cents ; to Greens- 
boro, 941 cents. 

Canned salmon from common shipping points on Pacific coast. — Cars, 70,000 
pounds, to Virginia cities, per hundredweight, 77 cents ; to Greensboro, 92 cents. 

Dried fruits from Pacific coast, — Cars, 40,000 pounds, to Virginia cities, per 
hundredweight, $1.10; to Greensboro, $1.32. Cars. 60,000 pounds, to Virginia 
cities, per hundredweight, $1 ; to Greensboro, $1.22. 

Dried beans from Pacific coast. — Cars, 40,000 pounds, to Virginia cities, per 
hundredweight, 85 cents; to Greensboro, $1.02. Cars, 50,000 pounds, to Vir- 
^nia cities, per hundredweight, 75 cents; to Greensboro, 92 cents. 

On a eO,000-pound car of canned fruits we pay $132 more than our com- 
petitor who lives in Richmond, Va.. and we are nearer the original shipping 
point than Richmond. 

e065a— 18 33 
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Rates from southern points to Greensboro^ N, ('., and passing through Greens- 
boro to Lynchburg. Va., an interior city 114 f^iHes beyond, and to Richmond, 
T'«., an interior citg ivith water rate also, 189 miles beyond. 

To I To 
I To Greensboro. Lynch- Ricb- 



btirg. I mond. 



From— 

Carload 
cents per 
hundred- 
weight. 



Lessthan n^if,^ ' Less than 

carload J^?5?r! «^*«^ 
cents per SfSSJESi wntsper 
hundrSi- **^i^- 1 hundiSd. 

weight. . ^««ni. , ^jgin 



Atlanta. Ga.: ' 

Nails and barbed wire 24 

Iron and steel bars 24 

Backhands 74 

From Buford, Ga.: 

Leather 32 

Harness, bridles, and collars 62 

From Columbia, S. C.: Cottonrope 36 



I 

33 17 I 21 

33 17 ' 21 

74 61 I 51 

I 

56 ' 32 ' 51 

62 . 51 , 51 



Food stuff. — Cincinnati to Richmond, 580 miles, rate 11 cents; i'incinnati to 
Greensboro, 579 miles, rate 24 cents; discrimination 13 cents. Memphis to 
Greensboro, rate 23 cents; to Richmond and Lynchburg through Greesboro, 21 
cents. 

Canned vegetables. — Indiana points to Richmond and Lynchburg, rate 22 
cents ; Indiana points to Greensboro and Lyncliburg, rate 43 cents. 

Respectfully submitted, 

Greensboro Chamber of Commerce, 

Garland Daniel, Secretary. 

Greensboro, March 25, 1918. 

Mr. SiiAUGHNEssY. I submit at this point an article written by 
Senator Miles Poinclexter, for the Spokesman-Review, of Spokane, 
Wash., and published Xovember 26, 1916. The matter is handled in 
plain spoken and forceful language by the Senator, and his analysis 
of the economic side of the question is, we believe, unanswerable. I 
request that the Senator's statement be read and given thoughtful 
consideration by all who have occasion to deal with the legislation 
here under consideration. 

[The Spokesman-Reylew, Spokane, Waab., Sunday morning, November 26. 1916.] 

POINDEXTER TO CaRRY LoNG-AND-ShORT-HaUL FlOHT TO CoNURESS. 

Senator will introduce bill to relieve freight rates to the interior — Senator urges 
action — declares water competition is not real and people should not stand 
for injustice. 

Spokane's freight-rate case is to be carried to the floor of Congress. After 
liO years of contest before the Interstate Commerce Commission, with its rulings 
and counter rulings, the fight is now to be taken up on the broad grounds involv- 
ing the whole question of the long-aad-short-haul clause of the Interstate coiu- 
nierce act. 

As soon as Congress convenes, early In December, Senator Miles Poinclexter 
will intHHluce a bill for the amendment of the Interstate commerce act and pn>- 
vldlng for an absolute long-and-short-haul clause. The present siM^alled long- 
and-short-haul clause provides that a railroad shall not charge more for a short 
haul than for a long haul, except in certain cases involving water competition, 
whk'h leaves the matter of determining whether these conditions do exist en- 
tirely with the Interstate Commerce Commission. 

Senator Polndexter's bill will provltle simply that a railroad shall not charge 
more for a short haul than tor a long haul over the same line and will be abso- 
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lute with the Interstate Commerce Commission. It is by taking advantage of 
the " provisions " and " exceptions " in the present law that the railroads and 
the roast cities hvve been able repeatedly to frustrate Spokane's attempts to 
jret just rates. 

PROVISIONS OF THE BILL. 

Tlie following is a tentative draft of the proposed hill : 

" That it shall be unlawful for any common carrier subject to the provisions 
of this act to charge or receive any greater compensation in the aggregate for the 
transportation of passengers, or of like kind of property for a shorter than for a 
longer distance over the same line or route in the same direction, the shorter 
being Included within the longer distance, or to charge any greater compensation 
as a through rate than the aggregate of the intermediate rates subject to the 
provisions of this act ; but this shall not be construed as authorizing any common 
carrier within the terms of this act to charge or receive as great compensation 
for a shorter as for a longer distance. 

** Whenever a carrier by railroad shall, in compensation with a water route 
or routes, reduce the rates on the carriage of any species of freight to or from 
competitive points it shall not be permitted to increase such rates unless after 
hearing by the Interstate Commerce Commission." 

SENATOR URGES ACTION. 

Senator Poindexter in discussing this matter yesterday said : 

** The people ought not to stand for it. Fundamentally it is against justice and 
against every sense of right and square dealing, and in a country where the 
public opinion is supposed to prevail it should assert itself and not argue, but 
demand justice. 

'* There is no real conflict of interest in this matter between the coast cities 
and the people of Spokane for the reason that the discrimination in favor of 
the coast cities by the railways is based on the assumption that the coast cities 
have water transportation. In other words, the fundamental advantage that the 
coast cities have is the fact that tliey are located on harbors. We can not take 
that advantage away from them without removing the harbors. We don't expect 
to do that. We don't propose to interfere with the Pacific Ocean. 

" It has been argued that we are trying to take away their natural advantage. 
Their natural advantage is water transportation, and, of course, we could not 
take that away if we tried. 

WATER COMPETITION IS NOT REAL. 

" In regard to a very great part of the railroad tonnage there is no real water 
competition. It is purely imaginary and theoretical, and the assumption of it 
by the Interstate Commerce Commission and other parties in interest is abso- 
lutely sham and fictitious. On shipments from Chicago, for instance, every one 
knows they never ship by water to the coast, but adways ship directly west by 
rail, and yet the coast cities are allowed grossly discriminatory rates because of 
allied water competition which does no in fact exist 

*'As to other shipments from Atlantic ports there is in normal times either 
actual or potential water transportation, formerly by the Honi and now to a 
large extent by the Panama Canal. If the railroads can meet these water rates 
at a profit on the long haul to the coast, of course, they should be allowed to do 
so, and by the same showing they can afford to haul the goods the shorter dis- 
tance over the same line to Spokane at a profit for the same rates and, as a 
matter of fact* for less rates, so far as that is concerned. 

" If the railroads can not make a reasonable profit on the shipment then the 
freight Aould go by water and would go by water, so that the coast cities would 
not be injured in any way, but still get the lower rates. The railroads, however, 
ought not to be allowed to limit or destroy water transportation by making unrea-, 
sonably low rates to the coast and recoup themselves at the expense of the people 
of the Interior. The whole matter is very simple and very plain. 

DISCRIMINATION AGAINST INTERIOR. 

** Under the system prevailing at present Spokane and all the people of the 
%'a8t interior pay the greater part of the enormous expenses of improving har- 
bors and digging the Panama Canal and then, instead of being benefited by it as 
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they should be, have it used as a weapon to destroy their commercial growth 
and prosperity. The only way in which they will get their due from these great 
improvements is by receiving, in accordince with their several situatiun>i. a 
proportionate aflPect of the reduction in rates from these transportation facilities. 

" It is contrary to every economic law for the railroads to continue the 
ancient policy of transporting goods the longest possible way to the consignee, 
as is the case when they carry them to the end of the line and then ship them 
back to the interior. The law of economics requires that goods shall be de- 
livered by the shortest and most direct route and that is the system which must 
ultimately prevail. 

" In this matter not only should there be united action and cooperation of 
wbai are called the Rocky Mountain States and cities, but the entire interior 
country, including the plains States of the Middle West, which suffer like 
discriminations in varying degrees involving the stime identical principle, should 
be communicated with so that their influence can be concentrated in support of 
a particular measure such as that which is proposed here." 

Mr. Shauohxessy. I submit at thi^ point copy of letter from O. P. 
Gothlin, formerly chairman of the Ohio railroad commission and 
president of the National Association of Railway Commissioners in 
1913, to Senator Miles Poindexter. The long-and-short-haul ques- 
tion is treated in a very intelligent and constructive manner, and 
I therefore invite a reading and consideration of Mr. Gothlin's views. 

ri'Bi.ic Skkvice Commission of Indiana, 

/ndiafrnpoUn, April IS, /.*»/«. 
Mr. J. F. Shaixhnessy, 

President Intermediate Ra.fe AuMoeiation, 40 1 Colorado Buildiuff, 
WaaJtington, T). C. 
Deab Sib: Referring to our conversation of last Saturday p. ra., I ain 
enclosing you herewith copy of a letter I have made to Senator Poindexter. 
relative to Senate bill 313. 

I sincerely hoiie that it may do some goml. 
Yours truly, 

O. P. Goth UN, 
Formerlii Chadrman Pnblie Service Commission of Ohio, and 
in 1913 Piesident Xational Association of Rail trap Comtnissioncrs. 



Indianapolis, Ind.. April 12, iUiS. 
Hon. Miles Poindextek. 

United States Senate, Washingtoiu />. C. 

Dear Sir: I desire to express my emphatic endorsement of Semite bill 313 
and my sincere hope that it may become law. Permit me to quote from a letter 
I wrote last fall to the conference committee on national preparedness, Xew 
York City : 

*' I have read with interest your recent circular, more particularly that part 
of it relating to the development of water transportation. 

" Kindly allow me to suggest that the first step in the direction of water- 
<?arriage development Is to persuade the Interstate ('ommerce Ck)ranilssion to 
change its attitude toward the enforcement of the fourth section of the act 
to regulate commerce. The persistent violation of the Intent of this .«!ection 
has made river traffic In the United States so unprofitable that it has almost 
ceased to be a factor in the commercial world. The act to regulate commerce 
was amended in 1910 to nullify the effect of decision of the Supreme Court In 
the Alabama Midland case (168 U. S.. 144), wherein it was held that com- 
petition between a steam line and a water line at a destination point created 
dissimilar conditions and circumstances that justfled the rail carrier In charg* 
iiig higher rates to Intermediate points than to the destination point The 
w^ords, * similar conditions and circumstances ' were eliminated from the fourth 
section by the act of 1910, but the Interstate Commerce Commission was 
clothed with power to grant authority to rail lines to make lesser rates to desti« 
nation points than to intermediate points when the situation Justified. They 
have been so lavish in bestowing this authority that the general situatloii is 
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just abt)ut the same na It was prior to 1887. In other words, the legislation 
iiireiuled to accouiplisli a good purpose has availed little because not inforced. 

•• In the above (.-ase cited (1G8 U. S., 144) this language occurs: 

** * Wlien the rates to Montgomery were higher a few years ago than now 
ucrual wate-llne competition by the river come in, and the rates were reduced 
to the level of the lowest practical paying water rates, and the volume of car- 
riage by the river is now compjiratively small.' 

"A sad commentary. What became of the river transportation? Destroyed 
l»y rail competition, and to do it the rail line had to make rates that were non- 
compensatory, and consequently to apply unduly high rates to unprotected 
intermediate territory to recoup. A most unjustified economic waste. This is 
illustrative of the situation over the United States. 

" So long as the rail lines may drive water lines out of existence by unfair 
competition — that is, by unduly low rates to competing points — and are 
allowed to make up the deficit by unduly high rates to intermediate points, 
there can be no development of water transportation facilities. In the whole 
field of transportation no practice has been of so great an influence for evil as 
that of discriminating against unprotected local territory that the carriers 
might enjoy the privilege of destroying water traflic. 

** Within the past two years the Interstate Commerce Commission issued an 
order authorizing the transcontinental lines to establish to Pacific coast ports 
rates lower than in effect to intermediate points and as justifying the decision 
recited in the opinion that the opening of the Panama Canal would reduce the 
cost of water transportation between the Atlantic and the Pacific seaboards. 
This is the very reason why the transcontinental lines should not be allowed to 
make lower rates to Pacific coast ports than to intermediate points. The Fed- 
eral Government expended millions in the construction of the Panama Canal 
for the very purpose of fostering water traffic between the Atlantic and Pacific 
seaboaids, and by the action of the Interstate Commerce Commission this 
expenditure was in vain so far as development of water transportation is con- 
cerned. Of course the canal is a military necessity, and the expenditure is 
Justified for that reason alone. Nevertheless the intention was also to foster 
and develop ocean transportation. 

" So long as the transcontinental railroads may establish unduly low rates to 
the Pacific coast :ind make up the deficit by correspondingly high rates to interme- 
diate territory capital dare not invest in ships. Rail rates should be adjusted 
so as to place all territories served on a relatively equitable basis and return 
a reasonable margin of profit to the carrier. When a railroad charges more 
to transport a ton of freight to Salt Lake City from Chicago than it charges to 
transport the same ton to San Francisco, 50 per cent farther, either the Frisco 
rate is unduly low or the Salt Lake City rate is unduly high. A railroad must 
sell service at prices that will return revenue sufficient to pay operating 
expenses and a reasonable profit. Of course if some service be sold at a price 
that returns a margin of only 5 per cent, or no margin at all, some other service 
must be sold at a proportionately higher than reasonably profitable price, or 
there is a deficit. Why should rail carriers be allowed to levy an undue tax on 
intermediate territory to enable them to transport to water competing points 
at unprofitable rates for the purpose of crippling water transportation? 

" Many years ago, when the great State of Ohio embraced within Its borders 
!)Ut a fraction of its present population, it exhibited a most remarkable spirit 
of enterprise by constructing a magnificent system of canals. When railroad 
transportation came into the field, far-seeing statesmen enacted a long-and-short- 
haul law for the very pur|)ose of protecting the waterways constructed at so 
great an expense. But the law was never enforced and canal transportation 
was killed. Had the Ohio long and short haul been properly observed. Ohio 
would now have an effective transportation system Independent of and supple- 
mental to the rail service that has not been able to keep up with, the demands 
of commerce. As a result of the failure to enforce the law, the once mag- 
nificent s)'8tem of canals has decayed Into a condition of Innocuous desuetude. 
" There Is another point of view from which this question should be consid- 
ered. The nullification of the fourth section Intent by administrative action 
fosters and encourages circuitous transportation; a deplorable economic waste. 
So other single influence has operated so extensively to deplete the available 
car supply. It Is undoubtedly true that the transportation of freight over the 
tTnited States to-<lay involves at least 40 per cent of unnecessary mileage, which 
Is an ecronomic waste of iM)wer and an unnecessary detention of equipment and 
produces a total oi)erat!ng cost far beyond what it would be were carriers 
r^tilre<J to use direct routes. 
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" Public is entitled to the advantages of both boat and rail transportation, 
and each class is entitled to fair pay for the service rendered. Now, when the- 
rail lines can not adequately meet the transportation demands, we are feeling 
the effects of the attitude of regulating bodies toward water transt)ortation in 
the past, and the effects are serious. Instead of having ample water carriage 
facilities to supply the deficiencies of rail carriage when they are so badly 
needed, we find a woeful lack of them. The first step toward a rejuvenation 
of water transportation is to enforce the fourth section of the act to regulate 
commerce in acci>rdance with the intent of Congress when it was enacted.*' 

" Since the enactment of the act to regulate commerce in 1887 violations of 
the long-and-short-haul principle have not obtained to any great extent in that 
part of the United States where the density of traffic is greatest ; that Is, north 
of the Ohio and Potomac Rivers and from the Mississippi River to the east 
line of New York. Such a policy on the part of the carriers would not be 
tolerated. To Illustrate, were rates to and from the very large number of 
manufacturing centers located within 100 miles of Chicago graded 10, 20. or 
25 per cent higher than to and from Chicago, those centers would be depopu> 
late<l. It wouid be necessary for the carriers to establish limits circumscribing 
the favored territory. Any line so established would be extended here an<' 
there as the power of the affected interests dictated until in time it would he 
abolished entirely ; because each extension would afford incontrovertible argu- 
ment to the industry just beyond that it must be taken in to eliminate the 
obvious discriminatory situation. 

" No legislature, court, or commission has the right to require one man to iiay 
any part of another man's transportation tax. Rates made to terminal ixiints 
that yield less than a fair margin make it absolutely necessary to imiM>se at 
other points rates that pay more than a fair margin or there is a deficit. Rail- 
roads must earn from the rate of service revenue sufficient to pay operating 
expenses and a reasonable profit on Investment. If some transportation Is sold 
at prices that do not so yield, the deficit must be made up In some way, and the 
only way It can be made up Is by unduly taxing other patrons. 

" The grand aim of regulation Is to eliminate discrimination, and the great- 
est discrimination In the whole field of transportation Is the result of the gross 
violations of the long-and-short-haul principle permitted by regulative bodies, 
misled by the subtle sophistries of those desiring to profit by the loss of othera. 

" The Federal Government would not undertake to confer a jobbing monopoly 
upon particular commercial centers and prohibit wholesale dealing at all other 
places. The public would not stand It, yet the carriers in some localities have 
arrogated to themselves the right to do that very thing. By their rate struc- 
tures they have said to certain centers, you may have the reshipplng monopoly 
for the territory we have assigned to you, and have enforced their edicts by so 
adjusting rates as to make It Impossible for other centers to compete. The 
deplorable fact is. that this arbitrary' assumption of undue and unjust power 
has been not only condoned but affirmatively Indorsed by the tribunal erw'tecl 
for the purpose of protecting public rights. 

" Economists have for years warned us against the evils of aggregating great 
populations in cities. Were It possible to apply universally throughout the 
United States the policy of Imposing higher rates to intermediate territory than 
to favored terminals, commerce and manufacturing would naturally gravitate 
to those favored centers. It could not be otherwise. With the national freight- 
rate structure framed on sane principles, the population will naturally dis- 
tribute Itself so as to form a wholesome, healthful, economic organization, ua- 
where unduly dense, nowhere unduly sparse, supply within rea<*h t)f demnniU 
transportation conditions simplified, congestion eliminated. 

" If Senate bill 313 became a law. its salubiry influence will he felt almost 
Immediately, more especially, of course, in those localities now suffering from 
the maladministration of carriers and regulative bodies. Territories which 
have existed in spite of adverse conditions will flourish under natural condi- 
tions. 

" It Is to be deplored that It were necessary to pass this bill : that exlstlnjr 
law has not been administered as Congress Intended. Legislation has <loiie Uts 
share toward sane and Just regulation, but the administration of regtilativc* 
law has failed. The results of such failure are grievously unjust conditions ; 
the divesting of some localities of their natural advantages, thai artlflclal advan- 
tage might be conferred upon other localities. It therefore becomes necessary 
to make the long-and-short haul mandate absolute, that even-handed justk*e may 
obtain everywhere throughout the country." 

Years, very truly, C). P. GinHi.rx. 
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Mr. Shaughnessy. I incorporate at this point copy of letter from 
Hon. Hylen H. Corey, railroad commissioner of Oregon, in which 
the long-and-short-haul question is dealt with forcefully and con- 
structively : 

Public Service Commission of Oregon, 

Salem, April 3, 1918. 
Mr. J. F. Shaughnesst, 

President the Intermediate Rate AssociatioUy 

Washington, D. C. 

Deab Sib : Tour letter addressed to this commission, with which was inclosed 
a copy of H. R. 9&2S and minority report of Senator Poindexter. 

As eastern Oregon representative on this commission, let me advise that my 
constituents are very largely interested in this matter and I feel constrained to 
further their views to the extent of my ability. I do not think that I can add 
any new points to those presented by the able representative of the intermoun- 
tain districts. The testimony of Mr. Bartine before the Newlands committee 
receives my unequivocal indorsement. 

Personally, I think there should be nothing to justify a higher rate to a point 
intermediate than to a more distant point. Water transportation is inferior to 
rail service In many ways. It is slower, uncertain of arrival and departure, 
offers none of the privileges, such as diversion, stopping in transit, etc.; no 
switching at terminal points; claims for loss and damages are not so readily 
settled ; the maritime laws seem to give more protection to the boats and tlie 
shippers must go to the courts for redress. There are other advantages which 
the railroads have over the boats. 

Why, then, should the public expect a high standard of service, such as is 
offered by railroads in normal times, at nearly as low rates as apply by water? 
It would be as reasonable to expect the express companies to charge as low a 
rate as by freight. The points served by water can use their natural advan- 
tages, if they so desire; in fact, should do so, but this would seem to be a 
handicap to interior points, to which the railroads should not add by dis- 
criminating against them. As you so forcibly state, " the interior points might 
argue with good grace that they themselves are entitled to the preferential 
rates." 

It is true that big business has been built at coast points, many of which have 
invested on account of the lower rates which obtained. The change would 
not, of course, inure to their benefit, but that should not militate against the 
righting of a wrong. On transcontinental rates zones might be established 
basing New York to Pacific coast, graded back to, say, Spokane, Baker, Reno, 
Ogden, Denver, and the Missouri River, etc. ; then another set from Rochester, 
Syracuse, etc. ; then from Bufflao and what is now termed western terminal of 
trunk lines. 

I see no reason why it could not be worked out In much the same manner as 
rates from eastern trunk-line terfitory to Central Freight Association territory 
are now based New York to Chicago. If the territory to and from was well 
defined and an inflexible rule made that rates must grade back according to 
zone, that the rates once established could not be changed for a year except 
under extraordinary circumstances, I believe business would soon adjust itself 
to the conditions. Why should not the Pacific coast encourage higher rates 
from the East instead of asking lower rates, thus forcing manufacturing inter- 
ests to locate here instead of shipping their products from the East? The job- 
bing interest may not see it this way, but the resources of this western country 
are so great that it would seem that we should manufacture all or nearly all 
we need. This would upbuild the country surrounding and create demand for 
even more jobbing houses. 

It would be well to bear in mind that the foregoing refers to west-bound 
rates exclusively. The situation east bound is quite different. For example, 
rates ou lumber are made in competition with the South ; both reach the same 
markets in the Middle West. Our canned fish comes In competition with the 
New England product. Fruit, as well as other products from the western 
country, must have blanket rates to get them to market. 

I am sending copy of this letter to our Representative in Congress, Hon. 
>^ J. Sinnott. 

Very truly, yours, 

H. H. CORET. 
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TESTIMONY OF MB. J. F. SHAUOHXrESSY, B£FOB£ THE SENATE 
COMMITTEE, MARCH 13 TO 21, INCLUSIYK 

WEDNESDAY, MABCH 13, 1918. 

United States Senate, 
Committee on Interstate Commerce^ 

Washington^ Z>. C. 
The subcommittee met at 10 o'clock a. m., pursuant to call b^^ the 
chairman, at 410 Senate OflSce Building, for the purpose of conader- 
ing the bill, S. 813, as follows: 

Be it enacted, etc., That section four of the act of CJongi-ess of February 
fourth, eighteen hundred and eighty-seven, to reguhite commerce, and as sub- 
sequently amended, be, and the same is liereby, furtlier amended so as to read 
as follows : " It shall be unlawful for any common carrier subject to the pro- 
visions of this act to charge or receive any greater compensation in the aggre- 
gate for the transportation of passengers, or of like kind of property, for a 
shorter than for a longer distance over the same line or route in the same 
direction, the shorter being Included within the longer distance, or to charge 
any greater compensaition as a through route than the aggregate of the Interme- 
diate rates subject to the provisioi\H of this act, but this shall not be con- 
strued as authorizing any common carrier within the terms of this act to 
charge or receive as great compensation for a shorter as for a longer distance, 

" Whenever a carrier by railroad shall, in competition with a water route or 
routes, reduce the rates on the carriage of any species of freight to or from 
comijetltive jM)ints, it shall not increa:;e such rates unless after hearing and 
an order granting permission therefor by the Interstate Commerce Commission/' 

This act shall take effect sixty days after its approval by the President. 

Present: Senator Miles Poindexter (presiding) and Senator Atlee 
Pomerene. 

Also present: Senators Shafroth and Henderson. 

The Chairman. This hearing was set for this hour and day on Sen- 
ate bill 313. I understand that Mr. Shaughnessy, of Nevada, is ready 
to proceed with his statement. If so, we will hear him now. 

Statement of Mr. John F. Shaughnessy, Member of the Nevada 
Eaiuioad Commission and President of the Intermediate Kate 

Association. 

Mr. Shaughnessy. My name is John F. Shaughnessy. I am a 
member of the Nevada Kailroad Commission and also a member and 
an officer of the Intermediate Eate Association, a voluntary organi- 
zation comprising the members of all intermediate discriminatory 
rate territory in Southern and Western States. 

Mr. Shaughnessy. Now, Mr. Chairman, may we, at this time as a 
matter of information, inquire if we have the priviliffe of introducing 
the testimony put in evidence before the Newlands committee, so- 
called? The Newlands committe covered the railroad question in 
general, and incidentally took up the matter of the long-and-short- 
haul investigation tliroiighout the intermountain territory, while on 
its trip to San Francisco in November and concluded those hear- 
ings at Washington after its return in December, 1917. Now, the 
record in that case, due to the taking over of the railroads, an 
unforseen happening, has practically sidetracked the operation of 
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that committee, and, perhaps, the rendering of a report for some 
time to come, if not indefinitely. It may never come to life again. 
We feel that our testimony is of such vital nature and was prepared 
at such great labor, and so illustrates the long-and-short-haul situa- 
tion that it should now be introduced and made of record as live 
matter before this honorable committee, and with that idea in mind 
I ask that it be introduced and made of record in this hearing. 

The Chairman. Well, I do not know that it would be advisable to 
make a general order allowing the reprinting in this hearing of all 
that testimony, but if you desire to incorporate the more important 

Earts of it in your testimony, that may be done, and it would be 
Btter to refer to the volume and page of the report of that hearing, 
so that by reference the entire record will be made immediately 
a%"ailable. 

Mr. Shaughnessy. It will be necessary, then. Senator, for each 
individual witness, at this time, to go into the question in consider- 
able detail. I thought, perhaps, by introducing our testimony before 
the Newlands committee that we could refer to the most important 
points that needed emphasis and thus save time. However, we will 
proceed upon the lines suggested in your ruling. At this point I 
wish to give reference to the testimony of Mr. William M. Gardiner, 
president of the Reno Commercial Club, given before the Newlands 
committee, at San Francisco, and reported in part 13, pages 1502 to 
l.Ml and 1568 to lf>04, and to the testimony of Hon. H. ?\ Bartine, 
chainnan of the Nevada Railroad Commission, reported in the same 
volume, pages 1750 to 1797. 

At this time I wish to enter the appearance of those present, who 
wnll take part in the hearings before the committee. 

Iimnediately following my opening statement, our witnesses will 
appear in the following order: Senator Joseph L. Bristow, of 
Kansas; Mr. J. B. Campbell, for the Spokane Chamber of Commerce, 
and all of eastern Washington; Mr. W. S. McCarthy, for the traffic 
bureau of Utah, and incidentally up until this time this organiza- 
tion has represented the entire State of Utah, but a railroad com- 
mission has recently been created and is a party of record here, there- 
fore Mr. McCarthy will represent the entire Utah situation; Hon. 
F. A. Jones, chairman of the Arizona railroad conunission, for the 
State of Arizona, and he will also represent the railroad connnissi(m 
of New Mexico and certain commercial and traffic organizations of 
southeastern California and western Colorado as well; Hon. A. L. 
Freehafer, a m€>mber of the public utilities commission of Idaho, and 
Mr. Leonard Way, rate expert for the public utilities commission of 
Idaho; Hon. H. F. Bartine, chairman of the Nevada Railroad Com- 
mission, for the State of Nevada, and including the Reno Commercial 
Club. 

A memorandum has just been handed me stating that Attorney 
Frank Lyon, of Washington, will appear and represent the Lucken- 
bach Steamship Co. 

That constitutes the appearances that have thus far appeared. 
We are in communication, however, with many representatives of 
Southern and AVestern States who have given notice that they may 
later be here, or if unable to do so that they will, authorize the Inter- 
mediate Rate Association to enter their appearance as parties of rec- 
ord, and to represent them. 
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Then follows a portion of the same opening statement* which has 
already been made here in this hearing, and which is eliminated to 
avoid duplication. 

Below is an interruption by Chairman Poindext«r during the 
opening statement of Mr. Shaughnessy relating to the final order of 
the Interstate Commerce Commission in the Intemiountain Rate 
cases made January 21, 1918, to become eflFective March 15, which 
order revived the commission's order of June 30, 1917, and removed, 
during present conditions, the back-haul discrimination against the 
short-haul intermediate pointy. When it is considered that there has 
been no effective water competition, upon which these discriminations 
were excused, since the slides in the Panama Canal in 1915, we have 
here in the briefest form possible why appeal is being made to Con- 
gress at this time. 

The Chairman. May I interrupt a second there to refer to the 
fact that that questionVas raised in the hearing on the Government 
railroad control bill that was here, and a number of the members 
of the Interstate Commerce Commission were present, and railroad 
attorneys, and the matter was brought before them and pretty sharply 
discussed, and this revival of this transportation that you speak of 
followed immediately after that? 

Mr. Shaughnessy. Yes, sir; that is true, Senator; <}uite true. In 
fact, nothing was being done until effort was made, I think, before the 
Committee on Interstate Commerce here, as I recall it. I do not 
think it is necessary to mention any names, but I know that various 
members of this committee did get after the Interstate Commerce 
Commission very sharply at that time as to why the delay in rer 
derinff this opinion, and the Interstate Commerce Commission seemec 
to be laboring under the delusion at that time that as the railroads 
were to be taken over by the Government that perhaps its action 
was not necessary at that time, but following the commission's hear- 
ing before the Committee on Interstate Commerce I know the de- 
cision was rendered promptly. 

The Chairman. My only purpose in mentioning that was not to 
criticize anybody at all at this time, but to call attention to tlie fact 
that action by Congress or committees of Congress is sometimes 
necessary, in order to get adjustments of these things. 

Mr. Shaughnessy. I agree with you fully. Senator, and I think 
it is vitally necessary, and for the future that more and more, as 
time goes on, there may be necessity for greater appeal made direct 
to Congress from the decisions of the Interstate Commerce Com- 
mission. 

FRIDAY, MABCH 15, 1918. 

United States Senate, 
Committee on Interstate Commerce, 

Washiiigt&n, D. C, 
The subcommittee met, pursuant to adjournment, at 10 o'clock 
a. m., at room 410, Senate Office Building, Senator Poindexler 
(chairman) presiding. 
Present: Senator Pomerene. 

The Chairman. I think we will proceed with the hearing, gentle- 
men. 
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Mr. Shauohnessy. Mr. Chairman, I wish to open by entering 
other organizations as parties of record in this proceeding, repre^ 
senting intermediate points throughout Southern and Western States. 
I first want to submit the name of Charles W. Smith, commerce 
attorney, Washington, D. C, who is secretary of the Intermediate 
Kate Association. 

I next want to have incorporated in the record the following 
telegrams, which I will read : 

Indianapous, March 12, 1918, 
J. F. Shaughnesst, 

President Intermediate Rate Association, 

401 Colorado Building, Washington, D. C: 
You are hereby authorized to enter the appearance of the PubUc Service 
Commission of Indiana in the hearings before the Senate and House committees, 
and we may be able to appear in person in the hearings of the proposed amend- 
ing of interstate-commerce act. 

Cabl S. Motte, 
Secretary, Public Service Commission of Indiana. 

The next is from Helena, Mont., dated March 12, 1918: 

J. F. Shauohnessy, 

President Intermediate Rate Association, 

Washington, D, C: 
Your wire. We wrote March 9. A letter with local data follows. Please 
enter our appearance. 

Montana Railroad Comuission. 

The next is as follows : 

Lewiston, Mont., March — , 1918 
J. F. Shauohnessy, 

President Intermediate Rate Association, 

Washington, D, C: 
Represent us as party of record. 

Ghambeb of Commerce, Lewiston, Mont. 

The next is telegram from Butte, Mont., as follows : 

Butte, Mont., March 13, 1918, 
J. F. Shauohnessy, 

President Intermediate Rate Association, 

Washington, D, C: 
Acknowledging your wire even date, will be pleased to have you represent 
us in passage of bill 313, and this will be your authority to enter us as parties 
of record. 

Butte Ghambeb of Commebce. 
Xext is as follows: 

Oklahoma City, March 12, 1918. 
J. F. Shauohnessy, 

President Intermediate Rate Association, 

Washington, D. C: 
Your wire 11th. Not familiar with long-and-short-haul bills. Please mall 
copies quick. 

• Oklahoma Tbaffio Association. 

The next is as follows : 

FoBT Wobth, Tkx., March 12, 1918. 
J. F. Shauohnessy, 

President Intermediate Rate Association, 

Washington, D. C; 
Your communication to chamber of commerce referred to this organization. 
Enter us as parties of record. 

FoBT Wobth Fbeight Traffic Bureau, 
ByE. D. Byebs. 
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The next is as follows : 

Santa Fe, N. Mex., March 12, 1918. 
J. F. Shaughnessy, 

President Intermediate Rate Association, 

Washinffton, D. C: 
Your wire 11th. We are In full sympathy with the purposes of your associa- 
tion, although will be impossible for this commission to have personal repre- 
sentative at hearing. Please enter our appearance for support pn^DOsed legis- 
lation. 

State Railboad Commission of New Mexico. 
The next is as follows: 

Salt Lake Citv, Utah. 
J. F. Shaughnessy, 

President Intermediate Rate Association, 

Washington, D. C: 
You are hereby authorized to enter the Public Utilities Commission of Utah 
as party of record in hearings on long-and-short-haul bill before bills before 
Senate committee and House committee on dates named for such hearings. 

Public Utilities Commission of Utah. 
The next one is as follows : 

Reno, Nev., March 11, 19J8, 
J. F. Shaughnessy, 

President Intertnediate Rate Association, 

Washington, D. C: 
We authorize you to represent us at the long-and-short-haul hearings before 
Senate committee. Please emphasize that is the fight by coast terminal shippers 
for special privileges and nothing else. Commission will always allow roads raise 
remunerative riites. as is shown l\v its last order, but this can be done wiih<mt 
discrimination aslied by opponents of the bill. Railroads are wholly allieil 
with the heaviest shippers, which is natural but unjust. Intention roads to 
favor coast shippers as further shown by comparison of rates from Reno to 
Nevada points with coast rates to those points. We learn that Seth Maun has 
left for Washington to represent San Francisco Chamber of Commerce, as usual. 
As evidence that coast demands special privileges, read exceptionally strong 
cross-examination of Mr. Mann by Senator Cummins at San Francisco, where 
Mr. Mann admitted that Government had right to regulate water competition 
so that roads might get their share of the freight, but stated that Government 
should not exercise it, so that coast cities were entitled to water competition at 
lowest possible rates and to the Ibwest possible rail rates as well. What does 
this mean but that intermediate points should be taxed for the benefit of coast 
terminals? If that is not seeking special privileges, what is it? 

Reno Commercial Club. 

. Mr. Mann. What commercial club? 

Mr. Shaughnessy. Eeno Commercial Club, an old friend of yours, 
Mr. Mann. 
The next is as follows : 

Gkeensboro, N. C, March IS, 1918. 
J. F. Shaughnessy, 

President Intermediate Rate Association, 

Washington, D, C: 
Please enter Greensbcjro Chamber of Commerce appearances indorsing both 
House and Senate bills regarding long and short haul. 

Garland Danuels, 
Secretary Greensboro Chamber of Commerce. 

The next is as follows: 

Columbia, S. G. 
J. F. Shaughnessy, 

President Intermediate Rate Association, 

Washington, D, C: 
Your wire 11. The South Carolina Railroad Commission will be unable to 
have representative present at hearing March 13 and 25. However, please 
enter name this commission as party of record. 

John Q. Richabds, Cliairman. 
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The next is as follows: 

Greenville, S. C. 
J. F. Shaughxessy, 

President Intermediate Rate Association, 

Washington, D, C: 
Yours 12. Regret impossible to have representative present. We authorize 
you to enter our name. 

Greenville Chamber of Commerce. 

The next is a letter from the Columbia Chamber of Commerce, 
Colmnbra, S. C, as follows: 

Columbia, S. C, March IS, 1918. 
Mr. Charles W. Smith, 

Secretary Intermediate Rate Association, 

Washingtofi, D. C. 
Dear Sir : Your letter March 9, with inclosures, has had my thoughtful atten- 
tion. I am in full accord with the purposes of House bill 9928, and shall en- 
deavor to impress upon our Representatives the importance of favorable action 
on it. 

In regard to Calendar No. 225, expressing minority views, through Mr. Poin- 
dexter, I am not quite sure that I favor the position he takes. In the first 
place, I would rather trust the President for a square deal than the Interstate 
Commerce Comnodssion, for, due to its hocus-pocus construction of the fourth 
section, we have the present discriminatory conditions. I believe from quite 
an extensive experience before the Interstate Commerce Commission, that it 
holds the section fundamentally wrong, and certainly has demonstrated in its 
decisions that the principle should be qualified to the extreme limit It has 
put its seal of approval upon the principle that railroads may not only meet 
water competition, but destroy it, and in the destruction may recoup their losses 
by higher rate levies on intermediate nonwnter points. I have not much faiith 
in a regulating body that will sanction, as the Interstate Commerce Commission 
tias, a system of rate making as unscientific and unresponsive to commerce as 
the one obtaining at present, and for these basic reasons am opposed to the 
placing in its hands the supervision mentioned by Mr. Poindexter. On the 
other matters he speaks of, I am in accord. 
Yours, truly, 

J. A. T. Slater. 
Secretary and Traffic Manager. 

Mr. SHAUGH>'Essy. I desire to refer to the testimony which I put 
.n formally before the Xewlands committee in re joint resolution 
Xo. 25, in Washington, D. C, on December 15, 1917, pages 225-2 to 
"2f*^00, I ask that it be made testimony of record in this hearing. 

(The matter referred to is here printed in full, as follows:) 

JOHH F. SHAXJOHHESST. 
Before the Joint Committee ox Ixterstat>: and Foreign 

CJOMMERCE. 

The Chairman. Will you give your name and vocation, please ? 

Mr. Shaughnessy. John F. Shaughnessy, member of the Nevada 
Railroad Commission. 

The Chairman. Your residence ? 

Mr. Shaughnessy. Carson City. Mr. Chairman, I wish to be 
heard on the long-and-short-haul question, as we understand it in our 
territory, and also the railway question in general. 

In opening, I desire to read Nevada Senate joint and concurrent 
resolution No. 10, passed by the Nevada Legislature March 13, 1917, 
unless it be that you gentlemen would not care to hear it and would 
prefer to have it filed, because copies have heretofore been officially 
served on the Members of Congress. 
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The Chairman. Just briefly state its contents and file it. 

Mr. Shaughnessy. Among other things it authorizes the Nevada 
Raikoad Commission to bring the matter of an absolute long-and- 
short-haul amendment to section 4 of the act to regulate commerce 
before Congress in such manner as will most effectively support and 
promote its passage. The resolution reads as follows: 

Relative to the amendment to section 4 of the Federal act to regulate commerce, 
and petitioning the President of the United States and our Representatives in Congress 
to take such action as will provide in said amendment for an absolute long-and-ehort- 
haul provision eliminating the grossly unjust and djLscriminatory back-haul charges 
which are assessed against the people of Nevada on both eaat and west bound trans- 
continental freight traffic. 

Whereas the people of the State of Nevada have suffered, and are suffering, under a 
most unjust ftnd oi)pressive discrimination arising from the imposition of a system of 
infamous differentials or back-haul charges in freight rates on both east and west 
bound transcontinental freight traffic, assessed against Nevada points through the 
medium of the transcontinental freight bureau of Chicago, 111., the memberehip of 
which is made up of all interstate railways which participate in said transcontinental 
business; and 

Whereas said differentials, or back-haul charges, when defined, amount to the charg- 
ing of a higher rate upon freight traffic between all Nevada points and all points of 
origin or destination in eastern defined territory than is charged to or from the longer 
distant Pacific coast terminal points, or, conversely stated, the charging of a lower 
rate on said traffic to and from said farther distant Pacific coast terminal points than is 
ch^^d to and from said shorter distant Nevada points; and 

Whereas said discriminatory and preferential system of charging is defended upon 
the theory that the same is forced and compelled because of the presence of water com- 
petition at San Francisco, Los Angeles, and other Pacific coast terminal points or ports 
of call; and 

Whereas with rare exceptions said ocean-going traffic has never amounted to more 
than 10 per cent of the all-rail transcontinental traffic moving to and from the said 
Pacific coast terminals; and 

Whereas since the slides in the Panama Canal in 1915 and the European war, there 
has never been any ocean-^oing competition, nor is there any today; and 

Whereas, in exemplification of the arbitrary and unjust character of said discrimina- 
tion imposed against the people of Nevada and other intermountain territory, embrac- 
ing all of that great coiint^ lying between a line running north and south from Canada 
to Mexico through Denver, and another north and south line immediately east of 
Seattle, Portland, San Francisco, Los Angeles, and San Diego, let it be stated that 
the final carriers reaching said Pacific coast terminals or ports of call absorb said 
entire differentials or back-haul chaiges assessed against our people, notwithstanding 
the self-evident fact that if said water competition were truly forceful and compelling, 
as alleged, the connecting carriers east of Ogden, El Paso, and St. Paul would be as 
vitally concerned and insistent upon a participation in said hi^er charges for said 
shorter hauls as are the final carriers; ana 

This means, taking the rate of |17 per ton on printing paper from New York to San 
Francisco as tairly representative that the Union Pacific Railroad for its 1,000 mile 
haul between Omaha and Ogden would, roughly speaking, receive approximately 
16 as its division of said |17 through rate, and the Soutnem Pacific Co., the final carrier, 
for its haul of 785 miles from O^en to San Francisco, would receive as its division, 
approximately $6 per ton; but if the shipment is from New York to Reno the chaige 
is 122 per ton, and while the division to the Union Pacific is confined to its proportion, 
of the $17 through rate to San FranciBco (namely, $6 per ton), the Southern Pacific 
Co. would, in addition to its $5 division of said through rate to San Francisco, also 
absorb entirely the long and short haul arbitrary of $5, the difference between Hie 
|17 and $22 per ton rates charged respectively to San Francisco and Reno. 

Whereas, as further indicating that said water competition is not a compelling con- 
sideration, let it be emphasized that there have never been any differentials or back- 
haul charges assessed against the people of eastern interior territory (Indiana, Ohio, 
etc.) tributary to the Atlantic coast, on eastbound transcontinental traffic from Pacific 
coast terminals or interior points tributary thereto. On the contrary, while these 
arbitraries are not assessed against eastbound traffic to the same extent as on west- 
bound, yet whenever levied against said eastbound traffic, as in the case of wool 
shipments, the Nevada wool pr^ucer pays said back-haul charge and the originating 
carrier absorbs it; and 
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Whereas said system of back-haul charging never was, and is not now, predicated 
upon any principle of justice or fair dealing to the people of said intermoiintain terri- 
tory, from which it follows Uiat this theory or basis of rate making will not stand the 
teet of a fair analysis; and 

Whereas the effect of said lower chaiges for the longer haul to and from said more 
distant points results in building up great industrial and commercial enterprises, and 
in centndizing and enlarging the population at said Pacific coast terminal points, a 
substantlid proportion of which is at the expense of Nevada and other intermountain 
States; and 

Whereas the effect of said higher charges for the shorter haul to and from said less- 
distant points results in retarding the growth and development of Nevada's industrial 
and commercial prosperity, and in restricting the State's growth in pdpulation and 
wealth; and 

Whereas the Railroad Commission of Nevada in 1908 brought a proceeding before 
the Interstate Commerce Commission and did then, and has ever since, been con- 
tending in numerous hearings which have been held, that these arbitrary back-haul 
chwes should be entirely removed on westbound transcontinental traffic; and 

Whereas when said proceeding was brought in 1908, the average back-haul charge 
aasessed against Nevada points amounted to rates approximately 75 per cent higher 
thim those charged on similar traffic passing through Nevada to San Francisco and 
Los Angeles; and 

Whereas since that time said railroad commission of Nevada has been successful 
in securing reductions in class and commodity rates from all eastern defined territory, 
which have had the effect of reducing said differentials or back-haul chaiges to 
approximately 25 per cent, as compared with 75 per cent when the case was started 
in 1908; and 

Whereas the railroad commission has conclusively shown throiighout the trial of 
these cases, that the lower rates charged to said Pacific coast terminals on said west- 
bound traffic was in every way compensatory when considered upon the basis of the 
cost of moving said traffic in train-load lots without the necessity of breaking bulk 
in transit during the long haul across the continent; and 

Whereas further, the people of Nevada have through their railroad commission 
contended, and do now contend, that said rates covering the movement of westbound 
transcontinental traffic to Pacific coast terminals are fully compensatory; the evi- 
dence upon this point beine^ conclusive and having never been refuted b ^ the railroads, 
it follows that the removal of said back-haul chaurges, and the application of rates no 
higher to Nevada points than to Pacific coast terminals, would be equally, or in fact 
more compensatory ^ than to said further distant points; and 

Whereas the earners have from the outset, and do now, elect to stand upon the 
mere c^uestion of the presence of water competition at Pacific coast terminals as fully 
justifving the charging of said lower preferential rates at said Pacific coast terminals 
and the higher discriminatory rates at Nevada points, and this without reeard to the 
relationship existing between the revenue received and the cost of renaering said 
service, or any other consideration and 

Whereas said Interstate Commerce Commission has, in Nevada Railroad Commission 
V. Southern Pacific Company (19 I. C. C, 238}, June 22, 1911, stated: "The carriers 
herein involved have not shown that undue discrimination was not effected by their 
rate reductions between points in Nevada and points in California, nor have they 
established that the rates to the Pacific coast cities, if extended by them from eastern 
points outside the zone of water influence, are not hilly compensatory;" and 

Whereas the Interstate Commerce Commission has, in its decision of June 5, 1916. 
in the matter of fourth-section applications Nos. 205, et al., said: ''The result of all 
the evidence offered was to show that there is not at this time any effective water 
competition between the two coasts, and that there is little likeUhooid of any material 
competition by water durine the present calendar year, irrespective of the action 
the commission may take with respect to these petitions. * * * The war and the 
unparalleled rise in prices of ocean transportation have so changed the situation as 
to transfer a relation of rates that was justified when established, to one that is now 
unjustly discriminatory against intermountain points;" and 

Whereas notwithstanding the indisputable character of the evidence submitted 
by Nevada through its railroad commission and said finding;8 above quoted, the Inter- 
state Commerce Commission has thus far failed to remove in their entirety said arbi- 
trary differentials or back-haul chaiges assessed a^inst Nevada; and 

Whereas during the year 1916 the entire question covering said differentials on 
west bound freight traffic was, upon further application of the Nevada Railroad 
Commiasion for the complete removal of said back-haul charges, again reopened and 
reheard by the Interstate Commerce Commission and is now submitted for decision; 
and 
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Whereas if said back-haul charges are removed bv order of said commission the Facl£c 
coast jobbing interests and the carriers who profit oy the perpetuation of said system of 
chargmg ma^ contest said order in the Feaeral courts on the ground of informality, 
irregularity in proceedings, or otherwise, thus resulting in unreasonable and unneces- 
sary delay: Therefore be it 

Resolved by the senate, the asaemhly concurring, That the President of the United 
States and the Senators representing Nevada, and the Nevada Representative in C<m- 
gress be, and they are hereoy, requested to work for the passage and vote for an amend* 
ment to section 4 of the act to regulate commerce, providing that it shall be unlawful 
for any common carrier subject to the provisions of said act to charce or receive any 
creator compensation in the ag^regato for the transportation of freight and pwen^era 
for a shorter than for a loneer distance over the same line or route in uie same direction,, 
the shorter being included within the longer distance; but this shall not be construed 
as authorizing any common carrier within the terms of said act to charge or receive aa 
great compensation for a shorter as for a longer distance ; and be it further 

Resolved, That Congress be, and it is hereby, memorialized and requested to provide 
for and pass said amendment; and be it further 

Resolved, That copies of this resolution be forwarded to each Senator and Repre- 
sentative in Congress: and it is further 

Resolved, That the Railroad Commission of Nevada be, and it is hereby, authorized 
to cooperate with the railroad commissions and commercial oi'ganizations of all other 
intermountain States hereinbefore defined, in bringing this matter to the attention of 
Congress when said amendment is under consideration, in such manner as will most 
effectively support and promote its passage. 



Adopted in senate, March 13, 1917. 



Adopted in assembly, March 18» 1917. 



Approved March 15, 1017. 



Mattbigb J. Sullivan, 

President of the Senate. 

R. A. McKay, 

Secretary of the Senate. 

Bkn. D. Luck, 

Speaker of the Assembly. 
H. W. Edwabds, 

Chief Clerk of the Assembly, 

Emmet D. Boyle, Governor. 



Since the passage of this resolution the Interstate Commerce 
Commission, on June 30, 1917, after finding that "There is no exist- 
ing competition necessitated by reason of water service between the 
two coasts (Atlantic and Pacific) which warrants the rail carriers 
in maintaining, under present circumstances, lower rates to tlie 
Pacific coast than are normal and reasonable or lower than to inter- 
mediate points,'' made an order to become effective October 15, 1917, 
removing all discrimination asainst intermountain territory existing 
in transcontinental rates. In other words, the orders neretofore 
issued by the commission granting relief to the carriers from the 
fourth section of the act to regulate commerce were vacated and 
the carriers ordered to conform their rates to the absolute long-and- 
short-haul provision of section 4. Thereafter, because of the pas- 
sage of an amendment to section 15 of the act to regulate commerce, 
rec^uiring all carriers to secure the approval of the commission before 
filing any increased rates, and because the carriers had undertaJsen 
to comply with said order of Jime 30 by increasing Pacific coast 
terminal rates in part, and by reducing intermountain rates in part 
in order to bring all westbound transcontinental rates to a common 
level, the commission, on September 28, issued an order suspending 
the effective date of said order of June 30 indefinitely. An inter- 
mountain rate cases, therefore, were reopened and set down for 
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further hearing at New York, November 5; Chicago, November 12; 
and Portland, Oreg., November 20. Further than this we are not 
ml vised at the present time, December 15, 1917. 

The foiirth section of the act to regulate commerce, as amended 
June 18, 1910, reads as foUoT^: 

That it shall be unlawful for any common carrier subject to the provisions of this 
act to charge or receive any ^eater compensation in the aggregate for the transpor- 
tation of passengers, or like kind of property, for a sliorter tlian for a longer distance 
over the same line or route in the same direction, the shorter being included within 
the longer distance, or to charge any greater compensation as a through route, than 
the aggr^ate of the intermediate rates subject to the pro^dsion8 of this act; but this 
shall not be construed as authorizing any common carrier within the terms of this 
art to charge or receive as great compensation for a shorter ae for a longer distance: 
Provided, however. That upon appUcati^m to the Interstate Commerce Commission 
such common carrier may, in special cases, after investigation, be authorized by the 
<'ommis8«ion to charge leas for longer than for shorter distances for the transportation 
nf passengers or property; and tlie commission may from time to time prescribe the 
extent to which such designated common carrier may be relieved from the operation 
of this section. 

Whenever a carrier by railroad shall in competition with a water route or routes, 
reduce rates on the carriage of any species of freight to or from competitive points, 
it shall not be permitted to increase such rates unless after hearing by the Interstate 
Commerce Commission it shall be found that such proposed increase rests upon 
changed conditions other than the elimination of water competition. 

The position of the carriers and the interpretation which they 
have contended should be placed upon this section, in response to 
their appUcations for authority to meet water and rail competition, 
is clearly and forcefully set forth by the following rules which they 
formulated and put in evidence before the Interstate Commerce 
Commission in the rehearing of fourth section applications Nos. 205, 
et al., decided as aforesaid on June 30, 1917: 

Rule 1. — Carriers shall be required to show — 

(a). That proposed rates to or from more distant points are necessitated by condi- 
tioBS which have not been created by the applicant carrier, are less than reasonable, 
and are subnormal. 

(b>) That such rates yield revenue in excess of the actual cost of handling the 
traffic upon which they are to apply, thereby adding sometl^ng to the net revenue 
and avoiding any increased burden upon intermediate points. 

Rule 2. — Relief shall be granted the carriers to meet not only actual sea compe- 
tition, but also potential conipetition which has been previously manifested, and the 
fefdlities for which are still in existence, although dormant at the time of the appli- 
cation or the hearing thereon. 

Rule 3. — ^The actual movement of a commodity by water shall determine whether 
it is susceptible to sea competition. 

Rule 4' — ^Rates between Atlantic or Gulf ports to the Pacific ports shall be author- 
ized which are the practical equivalent of the rates bv sea, taking into account the 
relative cost and disparities, i. e., accomplishing a fair eaualization of the rates, 
the rates at intermediate points to be consider^ separately and without relation 
to the terminal adjustment. 

Rule S. — ^Kates between interior points of orizin and eastern defined territory and 
Pacific coast terminals shall be whatever shall be determined necessary to enable 
carriers to obtain and hold a fair proportion of the traffic, taking into consideration — 
The rates from principal points of origin via sea routes to destination ports. 
The additional changes incident to water transportation. 
A fair allowance for the intangible difference, if any, due to superior service. 
Competition of carriers from other points of origin, the rates at intermediate 
points to be considered separately without relation to the terminal adjustment. 

Rule 6, — ^When the earners shall have fully supported their fourth section appli- 
cations as contemplated by the preceding rules, the commission shall exercise the 
authority delegated by the fourth section to authorize the carriers to charge leas for 

0O6fi»— 18 ^34 
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longer than for shorter distancee, and from time to time prescribe the extent to wbicn 
such common carrier ma3r be relievcKi, by considering what rates in fact are justified 
and fixing in the determination of all applications the specific rates which shall be 
authorized to meet water competition witnout affecting rates at intermediate points, 
except that the carriers shall not be permitted to exceed the combination of the 
authorized rate to the port plus fuU local rate thence to interior destination. 

Elxcept as to rule 2, and subject to certain qualifications as tx> the 
others, the Interstate Commerce Commission gives approval to these 
rules in the following language: 

Paragraphs (A) and (B) o| rule 1 are in accord with principles stated and applied 
by us in '^Fourth Section Violations in the Southeast'*^ (30 1. C. C. 153). 

Rule 2 is of more doubtful character as a principle of action. A water service 
which for one cause or another has been abandoned may have been effective at some 
period in the past in reducing rail rates to a level lower than they otherwise would 
nave been, but there may not be at present any likelihood of the restoration of that 
service, although some of the facilities for the service are still in existence. The 
maintenance of lower rates under these circumstances to the more distant than to 
intermediate points may not be justified, although the lower rate when established 
was necessitated by the competition then existing and the higher rates to interme- 
diate points are not unreasonable. There are so many varying circumstances which 
apply to situations of this kind that we are unable to subscribe to rule 2 as a fixed 
rule of action. 

We can see no reason to object to rule 3 or to rule 4, except in so far as rule 4 re- 
quires the separate consideration of intermediate and terminal rates. ^ The huainefls 
of a carrier can not usually be so separated into two parts. While it is obviously 
unfair to adopt a rate made to a competitive point, reduced below a reasonable basis 
by necessity, as the standard by which to measure rates to points where such neces- 
sity does not exist, it is not unfair to regard both rates to intermediate and depressed 
rate points together as parts of one system of rates. 

A similar qualification, to wit, that rates to and from intermediate points may be 
reasonably aajusted as between these points and water competitive points should 
be applied to paragraph (d) of rule 5^ and the concluding phrases of rule 6; in other 
words, v^e construe it to be our duty in acting imder that clause of the fourth section 
which permits us from time to time to prescribe the extent to which such common 
carriers may be relieved, to weigh the claims made as to the necessity for the lower 
rate at the more distant x)oint and to determine whether the rates so necessitated 
is in fact substantially lower than is reasonable under the transportation condition 
existing. The rates to intermediate points must also be scannea at the same time 
to determine whether or not they are higher than the rates on the same or other simi- 
larly situated lines for like distances. It will not be possible always to reach an 
adjustment as to the exact measure of the rates that should be applied to interme- 
diate points, but it is possible to put such reasonable limitations upon these rates 
that, considering the terminal and intermediate rates together, elaring discrepancies 
will be avoided and all apparently undue discriminations will be prevented. This 
has been our conception ofour power and duty imder the law, and we nave endeavored 
to act accordingly in our previous reports concerning these transcontinental rates 
in so far as the records furnished a basis. (Nevada Railroad Commisnon v. ^. P, Co,^ 
21 I. C. C, 329; City of Spokane v. N. P Co,, 21 I. C. C, 400; Commodity rate$ to 
Pacific Terminals f supra; Rates on Asphaltum, BarUy, Beams ^ and Carmed &aoci!t, 3S 
I. (\ (\, 480.) 

Here, gentlemen, the commission has vaUdated the carrier's pro- 
posals to meet water or rail competition at out-of-pocket cost rates 
to and from the long-haul competition points, and that the actual 
movement of any commoditv by water, without regard to the volume 
of its movement which may be greater at interior points than at water 
points, shall authorize the carriers to estabUsh rates the practical 
equivalent of the water rates without at the same time affecting the 
rates at the short-haul points; also while the commission states that 
the higher intermediate rates will be "scanned'' yet it will not be 
unfair to regard both the said long-and-short-haul cnar^ as one sys- 
tem of rates. If I understand the matter correctly, this affords com- 
plete relief from the operation of the law whenever and wherever 
water competition is foimd. 
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Also, it means the complete control by the rail carriers of water 
competition on the one hand, and on the other placing the cost of its 
control or elimination upon the short-haul shippers and consumers. 
Likewise, that the perpetuation of long-and-snort-haul rates occa- 
sioned by long-line carriers meeting uie short-line rates at large 
industrial and commercial centers over circuitous routes, will be main- 
tained and made possible at the expense of the short-haul shippers 
and consumers. 

Now the evidence offered in the Intermountain Rate cases on 
behalf of the Pacific and Atlantic coast conunercial and industrial 
interests, supported the contentions of the carriers, except that cer- 
tain witnesses expressed opinions that some of the Pacific coast 
terminal rates were reasonable in and of themselves, and should 
not be increased, but both Pacific and Atlantic coast interests op- 
posed any substantial increase in the rates to the Pacific coast. 
They urge that rates to the Pacific coast ports should be maintained 
witS a certain d^ree of stability, in order that they may be able to 
forecast the future of business conditions, and that the basis of the rates 
so maintained may rest upon the usual normal conditions affecting 
these rates, and not upon abnormal and extraordinary conditions 
created by the war. Practically all of these shippers urged the main- 
tenance of blanket rates from eastern defined territory to the Pacific 
coast, upon the ground that the parity of rates heretofore maintained 
from all the great territory lying east of the Missouri River to the 
Atlantic coast, has afforded manufacturers in this territory eaual 
opportunity to market their products on the Pacific coast, and nas 
also afforded the coast cities the benefit of a wide market and a 
competition in prices resulting therefrom. 

At tJiis point it is interesting to note that the importance of the 
market and the development of the great intermountain inland 
empire was entirely overlooked in the plea of these interests for a 
wiaer market and competition in prices. In this connection let it 
be said that the great intermountain and the central and eastern 
California, Washington, and Oregon country, comprising all that 
area between a Une drawn north and south through Denver from 
the Canadian to the Mexican line, and one a few miles inland from 
Pacific coast ports, is now known as back-haul territory. In 1910 
this territory nad a population of 5,361,590, compared with which 
the Pacific coast terminals had a combined population of 1,898,638. 
Unfortimatel^, there are no official fijgures available as to the total 
westbound rail tonnage reaching this back-haul territory and the 
Pacific coast terminaEi, but I heard it estimated by a prominent 
trf^c manager in Washington early in 1916 that the total rail ton- 
nage reachii^ said Pacific coast terminals is not less than 7,000,000 
tons a year; compared with which the average annual water ton- 
nage from Atlantic coast to Pacific coast ports and Hawaii for the 
five-year period ending in Jime, 1916, was 492,000 tons, or 7.03 per 
cent of the all-rail tonnage. Included in this average was the abnor- 
mally large tonnage of 951,000 tons which moved by water the year 
following the opening of the Panama Canal, in 1914. Only a com- 
paratively small part of said 7,000^000 tons of freight originated on 
the Atlantic coast, and therefore was not subject to water competi- 
tion. Ar shown by the Interstate Commerce Commission for the 
year 1913 (32 I. C. C, 616), the total tonnage of commodities said to 
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be subject to water competition which moved from Atlantic Coast 
and Pittsburgh territory to the Pacific coast w^as 961,7()8 tons, of 
which 422.851) tons, or 44 per cent, moved by water, and 539,409 tons, 
or 56 per cent, moved by rail. 

Although the eastbound ocean-going traffic from the Pacific 
coast and Hawaii to the Atlantic coast prior to the war was heavier 
than the westbound traffic, no attempt has been made to apply long- 
and-short-haul carload rates to the consumers of Indiana, Ohio, 
Pennsylvania, New York, or other interior States compared with 
Atlantic coast terminal points on eastbound transcontmental rail 
traffic. On the contrary, practically all products of the soil, forest, 
and mines are moved east on blanket rates, beginning at Denver And 
extending clear across the country to and including the Atlantic 
coast terminals. This is explained by the carriers, stating they 
wished to favor the movement of products of the soil to all eastern 
territoFy at practically uniform rates in order to afford the widest 
market possiole therefor. 

On wool traffic, however, moving clear across the country to Boston, 
Mass., long-and-short-haul rates are assessed against the Nevada wool 
producer as follows: The rate from San Francisco to Boston is $20 
per ton, whereas from Winnemucca, Nev., it is $38.80 per ton. 

Now, surely the foregoing ratio of 7.03 per cent of the westbound 
transcontinental traffic can not be said to be an abnormal or unrea- 
sonable proportion of the traffic to be allotted to the water carriers. 
Also can it Tbe fairly said that this competition was so forceful as to 
justify making the entire country a "special case,'' and in pursuance 
thereof the maintenance of long-and-snort-haul rates to intermoun- 
tain points from all territory east of the Missouri River? In this 
connection let me emphasize that since early in 1915 the American- 
Hawaiian Steamship Co. and the Luckenbach Steamship Co. have, 
on two different occasions, appeared before the Interstate Conunerce 
Commission in the Intermountain Rate cases and protested ^wist 
the carriers' applications to continue the present low rates to Pacific 
coast terminals under the guise of meeting water competition. In 
this connection their position, if I understand it correctly, has been 
and is that there is only a relative amount of water competitive 
traffic which they can regjilarly secure, and that therefore it is their 
desire that the relationsmp of rates maintained by the carriers and 
the water lines in the past might reasonably be increased to a some- 
what higher level. 

In leaving the domestic service to enter the European and South 
American trade, at rates from 3 to 10 times higher than the domestic 
rates, the traffic managers of said American-Hawaiian and Lucken- 
bach Steamship companies notified the Interstate Commerce Com- 
mission that tliey would ultimately return to the coast-to-coast trade, 
but that the period within which they would return would depend 
largely upon the compensatory character of the rates that they 
might' be able to secure in competition with the transcontinental 
rail carriers. 

At the present time, therefore, there is no water competition bo- 
hetween the two coasts, nor has there been any companies operating a 
regular service since early in 1916. In this connection the testimony 
of the traffic managers of the American-Hawaiian and LuckenbacK 
Steamship companies was to the effect that after the war closed there 
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would be sufficient business in furnishing materials and supplies for 
tlic reliabilitation of Europe, to keep all boats regularly and profit- 
ably employed for from three to five years. In view of the demand 
for ships for use in the prosecution of the war, and the world-wide 
shortage of ocean-going steamships due to the exceedingly large 
number which have been and will continue to be destroyed through- 
out the war, the aforesaid estimate of from three to five years profit- 
able business in the European trade after the war closes, seems to be 
entirely conservative. 

Commenting on the long-and-short-haul system of rate making as 
applied to the intermountain territory the Interstate Commerce 
C'onmiission, in its decision of June 30, 1917, said: 

We are of the opinion that tlie best interests of the public, of the transconti- 
nental carriers, and these intermountain cities in particular, wiU be served by 
a policy that permits the transcontinental carriers to share with the water lines 
In the traffic to and from Pacific coast ports. • • • The shippers at the coast 
«re thereby jjiven the benefit of conipetiup: rates and competing markets of sup- 
ply. The railroads are enabled to fill up their trains with traffic, which, though 
not hijrhly profitable, yields a revenue greater than the " out-of-pocket " cost of 
securing and handling the traffic, thereby adding to the net revenue of the car- 
riers, and to that extent llghtenlnji^ the transportation burdens borne by other 
localities. 

While such a policy is doubtless beneficial to the railroads in 
eliminating water competition, and to the Pacific coast industrial and 
commercial interests in the broadening of purchasing markets and 
prices and distributing territory, the fact that it is not beneficial to 
the intermoimtain territory, is strongly evidenced in the following 
paragraph of the commission's finding: 

It is i>erfeclly dear that the Pacific coast cities have always paid h)\ver trans- 
lM,»rtatic»n rates than they would have paid were it not for the facilities they have 
t»njoyed for brlnffln^' uianufacturod articles from t»astern nianufncturinjx dis- 
tricts an«l for sending east the products of the coast States by water. It is also 
clear that tlie intermountain section of the country has paid and now pays rates 
for the trans|M>rtation of these manufactured articles which are higher proixa*- 
tloiiately than is paid by the coast cities, and probably higher than it would be 
iie<*essary to maintain, if the rates to the coast cities could be maintained at a 
level more nearly proportionate to the service given. 

We ask why should not the shippers and consumers of the great 
intermountain territory be accorded the equal benefit of the com- 
peting markets and prices of all eastern defined territory at rates 
that are uniform instead of the high short-haul rates referred to by 
the commission? This, gentlemen, has been our plea before the 
Interstate Commerce Commission for the past 10 years, and we now 
renew it before this honorable committee with the request that you 
have enacted legislation which will forever remove arid prevent rate 
adjustments of this nature. 

If, as some would have us believe, the Pacific coast terminals enjoy 
a natural advantage by reason of their location upon the sea, why 
do we find the industrial and commercial agencies thereof solidly 
lined up behind the transcontinental carriers in the fixing of rates 
which nave the effect of putting the ocean carriers out of business ? 

From my experience in the intermountain rate cases, I am unable 
to escape the conclusion that the Pacific coast and Atlantic coast 
industrial and conmiercial interests feel that in so far as possible the 
great interior section of the country is legitimate prey for exploita- 
tion, and that this result, which amounts to the centralization of the 
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industrial and commercial activities and population on the respective 
seaboard lineS; can best be accomplished by cooperation with the 
railroads in the promotion of long-haul traffic. In fact, double hauls 
on the raw products in and the finished products out from Atlantic 
coast territory and similarly lon^ cross-country hauls to Pacific 
coast ports for storage and back-ham jobbing inland from Pacific coast 
territory. 

Therefore, in practically all Nation-wide rate inquiries durine the 
past these communities have been found lined up on the side of the 
railroads. Perhaps not always openly, but imderstandin^y. For 
these reasons the great producing and yet larcely undeveloped interior 
country which makes possible these densefy populated centers will 
doubtless continue in tne future as in the past to bear the burden of 
the opposition of these sectional interests to the establishment of 
nondiscriminatory rates to interior points. Also the burden of their 
support to carrier's appUcations for rate increases from time to time, 
which relatively will bear much more heavily on the higher rates 
within the interior country than upon said lower long-haul rates in 
which these communities are chiefly concerned. 

THE SOUTHEASTERN LONG AND SHORT HAUL GASES. 

Illustrating what is said above, and in further support of our 
contention for an absolute long and short haul provision^ and as 
evidence that the present fourth-section provision, as imderstood 
and administered, is in contravention of a wise national policy, it 
will be necessary to review at some length the ''Southeastern cases" 
(30 I. C. C, 153), decided April 13, 1914, and the "Shreveport case" 
(23 I. C. C, 31, and 234 U. S., 342), decided June 8, 1914. Around 
tnese cases is centered the railroad's fight at the present time for the 
centralization of all power of control and regulation of railroads in 
the Interstate Conmierce Commission, to the exclusion of the various 
State constitutions, le^latures, conpiissions, and courts. 

At the time of its mvestigation in the Southeastern cases during 
1912 the commission, among other things, found that ''there were no 
regular boat lines in operation from Ohio and Mississippi River 
pomts to New Orleans, and "that there had not been any for a 
nmnber of years prior thereto, although there was testimony to 
show that each year during high water a considerable tonnage of 
coal, iron, and steel articles came down the Ohio and Mississippi 
Kivers from Pittsburgh to New Orleans." 

Formerlv, from 1815, subject to interruptions by the Civil War 
between tne years 1861-1865, regular water transportation service 
was rendered on the Ohio and Mississippi Rivers until about 1898. 
The decline in the water traffic on tne Mississippi River between 
St. Louis and New Orleans, is illustrated by the table at page 227 
of the opinion, which shows that the water tonnage in 1889 was 
844,000 tons, whereas in 1908 it had fallen to 88,600 tons. In the 
maintenance of lower rates from Chicago, Cairo, Cincinnati, Louis- 
ville, and St. Louis to Vicksburg, Natchez, Baton Rou^e, New 
Orleans, Mobile, Pensacola, and Tampa, than to intermediate rail 
points, the commission justified this action in the following language: 

It is evident tliat the rates and facilities afforded by the rail lines have had 
the effect of eventually attracting to these Uneci nearly all of the long-distance 
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traffic between Ohio River points, upper Mississippi River points, and Missouri 
River points, on the one hand, and New Orleans, on the other. There is no 
reason for believing that the rates to New Orleans when established by the rail 
lines in 1887 and since maintained were not necessitated by an active com- 
pelling water competition. Without doubt, the changing demands of commerce, 
tbe increased facilities of the railroads, their better organization and regularity 
of service, have been influential in winning for them not only a share of the 
traffic, but nearly all of the traffic. The water competition, once ax^tual and 
compelling, is still, however, potential, and it is most earnestly contended by the 
Iietltloners herein that any substantial increase ia the rates to New Orleans 
will have the effect of reestablishing water competition, with the subsequent 
loss of traffic and revenue to the rail lines. It la represented that having 
secured this traffic through years of struggle, there is nothing in the fourth 
section of the act to regulate commerce, as amended in 1910, that puts upon 
the rail carriers an obligation to establish rates which will restore to the boat 
lines the traffic they have lost. 

Here, gentlemen, is a situation throughout the Southern States, 
that is closely analogous to the intermountain rate condition. The 
same system of back-haul charges or arbitraries are added to the 
through rates from New Orleans and the aforesaid Mississippi River 
points north of New Orleans, and Mobile, Pensacola, and Tampa, to 
make the higher short-haul rates at intermediate points within the 
Southern States, that have in the past been added to the Pacific 
coast terminal rates, to make rates at intermountain points through- 
out the intermountain territory. Here we have the statement of 
the Interstate Commerce Commission that it will perpetuate the 
discrimination against intermediate points in the Southern States, 
but not because of real compelling competition. Quite the contrary. 
The river transportation hues had long since foimd the railway 
comnetition too severe and retired; therefore the long and short 
haul rates were justified on the potential competition due to the 
existence of the Ohio and Mississippi Rivers, and the apprehension 
that if the rates were readjusted, the water carriers might reenter the 
service and regain some of the business which the rail carriers had 
taken away from them by the maintenance of the discriminatory 
long and short haul rates in questiqn. This case is illustrative of 
others that might be cited from the reported decisions of the Inter- 
state Commerce Commission where effective water competition has 
been eliminated, but because of potential competition due to the 
existence and the availability of .rivers, lakes ancl oceans, discrimina- 
tory lon^-and-short-haul rates have, upon application of the carriers 
for fourtn section rehef , been treated by the commission as ' 'special 
cases," and their continued application authorized. Thus, for many 
years, in fact, since the Interstate Commerce Commission was created 
m 1887, we &id a legislative branch of our Government, and also the 
courts, in construing the policy outlined by Congress in the act to regu- 
late conmierce, vaudating rate schemes designed in the interest of 
the highest railway development. Unfortunately, however, the poUcy 
authorized and administered under the fourth section of the act to 
regulate commerce, since its inception in 1887, has been at the 
sacrifice of the water carriers and wise national waterway develop- 
ment, while at the same time placing the cost of maintaining artificial 
rate adjustments^ designed in most cases for the ultimate efiniination 
of water competition, upon the shippers and consumers at interior 
points, removed from our natural waterways. 
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THE TEXAS SITUATION. 

Now, let US observe the far-reaching eflPect of this unwise national 
policy by reviewing the Texas situation. The railway regulations 
enforced by the Texas Railroad Commission since its creation in 
1891 are more bitterly complained of by the carriers than any others 
throughout the country. However, as will clearlv appear, the imder- 
lying and justifjdng reason for the exercise of tnis State's sovereign 
power for the protection of its people and commerce was made 
imperative because of the railroad s long-continued practice of 
maintaining long and short haul rates agamst Texas on interstate 
traflSc. 

In connection with the Southeastern cases it is to be said that at 
Shreveport, La., because of its location on the Red River, about 
20 miles east of the Texas line, and because of her proximity to the 
Mississippi River through Vicksburg, Miss., the preferential benefits 
of long and short haul rates on interstate traiGBc from all northern and 
eastern defined territory, formerly granted by the carriers, were not 
disturbed. Thus, Shreveport enjoys carload rates from all northern 
and eastern defined temtory, much lower in fact than the rates 
from such territories to points in Texas for equivalent or shorter 
distances bv direct rail lines which do not touch Shreveport at all. 

Manifestly, some action was necessary to offset this differential. 
Otherwise it would give Shreveport the advantage of warehousing 
Tiorthern and eastern freight which could thereafter be shipped to 
various points in Texas at rates less than it would be possible for 
commercial jobbers at Dallas, Forth Worth, and other Texas points to 
bring freight in and warehouse it, and thereafter reship to interior 
Texas points at local rates in competition with Shreveport. 

Facing this condition of affairs, the Railroad Commission of Texas 
in the earlv nineties prescribed its Texas freight classification and a 
schedule of local class and commodity rates which offset the unnatural 
advantages against Texas jobbers and shippers due to the afore- 
said pre^rential long and short haxil basing rates applied at Shreve- 
port on all traflSc inbound to Texas from northern and eastern terri- 
tory. For approximately 20 years the carriers published and 
observed these Texas rates. 

On March 8, 1911, the Railroad Commission of Louisiana, on 
behalf of various merchants, manufacturers, jobbers, and others 
residing at Shreveport, brought a proceeding before tne Interstate 
Commerce Commission complaining that rates between Shreveport 
and Texas points were unjust, xmreasonable, and discriminatory 
when compared with Texas rates. The Railroad Commission of 
Texas was not made a party to this proceeding. On March 11, 1912, 
the Interstate Commerce Commission made its decision reducing the 
class rates from Shreveport to specified points in Texas east of 
Dallas and north of Houston to the level of the class rates prescribed 
by the Texas Commission* In addition thereto, the lines sening this 
territory were ordered to cease and desist from charging higher rates 
upon any commodity from Shreveport into Texas than were con- 
temporaneously charged for the carriage of such commodities from 
Dallas and Houston toward Shreveport for an equal distance. This 
decision was appealed by the carriers to the then existing Commorci? 
Court, where, on April 29, 1913, the order was upheld. And on 
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appeal b^y the same carriers to the Supreme Court of the United States, 
the decisions of the Interstate Commerce Commission and the 
Commerce Court were upheld by the Supreme Court on June 8, 1914. 
{Houston East and West Texas Ry. v. United States y 234 U. S., 
342.) Following the Supreme Court decision, the carriers, on 
August 1, 1914, complied with this decision by putting into effect 
the ** Western freight classification" in lieu of the * 'Texas classifica- 
tion," and also reduced the class rates as ordered; but, in removing the 
discrimination in coinmoditv rates, the order was complied with by 
increasing the rates within the State of Texas to the level of the rates 
out of Smeveport. This had the effect of very substantially increas- 
ing the commodity rates covering the movement of traffic wholly 
within Texas from Dallas east and Houston north. 

On or about this time a supplemental petition was filed with the 
Interstate Commerce Commission by the Railroad Commission of 
Louisiana, requesting that the same rate structure as prescribed in 
the aforesaid order be appUed to all carriers, in the transportation 
of all carload and less than carload traffic in all territory lying east 
of a line drawn through Gainesville, Fort Worth, Waco, and thence 
along the Brazos River to the Gulf of Mexico. Said rates to apply 
to traflic whether moving whoDy within the State of Texas or from 
or to Shreveport to or from such Texas points. 

On Jime 17, 1915, the Interstate Commerce Commission decided 
this supplemental complaint by extending the territorv to the line 
drawn tnrough Texas as above requestea and prescribing reduced 
class rates between Shreveport and all points within this substantially 
enlai^ed territory on a basis the equivalent of the Texas Commission 
class rate schedme up to a distance of 245 miles, and bejrond on the 
basis of the Texas-Oklahoma scale to 400 miles. Likewise the same 
order as to commodity rates was made as in the former decision. 
The carriers filed tariffs in compUance with the order to take effect 
on September 15, 1915. These tariffs were suspended, subject ta 
further hearing because of complaint on behalf of various cities, 
commercial organizations, and inaustries of Texas. 

On December 17, 1915, the whole case was reopened, at which 
time the Shreveport interests filed a supplemental petition requesting 
that the same rate structure previously ordered and heretofore con- 
fined to eastern Texas be extended so as to cover the entire State of 
Texas. On July 7, 1916, the prayer of the complainants, practically 
in its entirety, was granted by the Interstate Commerce Commission, 
this being its third order. The commission reaflSrmed its findings 
in the former cases, but extended its rate adjustment to the entire 
State of Texas. 

In pursuance of this order the carriers filed with the Interstate 
Commerce Commission, Texas Lines Tariff 2-B, to take effect 
November 1 and to apply to the whole State of Texas. This tariff 
substantially foUowed the Texas class rates, but increased the com- 
modity rates to the level of the Shreveport rates; also the Western 
classincation was substituted for the Texas classification. Following 
this action an injunction was secured by the carriers before one of 
the district Federal courts restraining the Texas Commission from 
undertaking to interfere with the carriers' tariffs filed in pursuance 
of the order of the Interstate Commerce Commission in said Shreve- 
port cases. 
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Regarding the effect of the action taken in these cases b^ the 
Interstate Commerce Commission; the Texas Commission, m its 
report for 1916 at pages 7-9, says : 

Since November 1, 1916, when said Texas Lines Tariff 2-B, issued in allejged pur- 
suance of the Shreveport order, took effect, this commission has, by reason of an 
injunction, been prevented from prosecuting the carriers that have ignored the rates 
of this commission on intrastate traffic, and nave without this commission's auUiority 
published and applied rates on freight at variance with and much in excess of thoee 
prescribed by this commission. Although being handicapped by said injunction, 
which applies to Texas shippers as well as against this commission, such shippers, 
assisted by this commission, have used all their available means to relieve themselves 
of this unreasonable and imlawf ul burden in the way of freight rate increases. Prior to 
the taking effect of said Texas Lines Tariff 2-B, the Interstate Commerce Commission 
was askea to suspend the same on pounds and for the reasons fully and extensively set 
out to it. This, however, it declmed to do, except as to some three commodities — 
cord wood, live stock, and lignite — ^but,in declining to suspend the tariff as a whole, 
that commission did set a date, to wit, December 6, 1916, when it would hear pro- 
testants on the proposition of reopening the Shreveport case. At this hearing the 
protestants appeared and again the Interstate Commerce Commission was asked to 
suspend the tariff and reopen the case, and in pursuance of these requests, that com- 
mission hafi reopened the case and will further hear the same; but it has again declined 
to^ in the meantime, suspend said tariff 2-B. Thus, it appears, the shippers of Texas 
will be compelled to carry the burden of these unlawful and abnormally increased 
rates for an indefinite period. 

Since this time (December 6, 1916) the cases have been reopened, 
reheard, and on January 21, 1918, final decision was rendered pnic- 
tically reaffirming said former decision, and assuming complete juris- 
diction over all State freight rates and classifications, except, for the 
time being, a rate ordered by the Texas Commission covering the 
movement of gravel, a distance x>f 4 miles, from a certain pit to 
Waco, Tex., which seems to have met the approval of the Interstate 
Commerce Commission, and the carriers were scolded for having 
failed to obey this important State regulation. 

It will be interesting to note the reasons given by the Kailroad 
Commission of Texas as to why it prescribed and maintained a sched- 
ule of rates, both class and commodity, which were substantially 
lower than those maintained by the carriers from Shreveport to 
interior Texas points. In its annual reports for 1895-^ the Texas 
Railroad Conmiission said: 

To Texaa as a v.hole it is of the most vital concern that there should be within 
her limits at proper places jobbing and manufacturing establishments. Besides add- 
ing to the citizenship of the State a desirable population and furnishing employment 
to persons already in our midst, and enhancing the taxable values of the State, and, 
as a consequence under wisely administered government, aiding in ultimately reduc- 
ing the rate of taxation, and besides the home market they afford to the tiller of the 
soil and other producers, including manufacturers, for their products, if men in Texaa 
having the capital to enga^ in a wholesale business or in a manufacturing enter- 
I)rise, for the success of v hich natural conditions are favorable, they have sis much 
right to invest their means in such business or enterprise as a man in Illinois or Mis- 
souri has to embark in such business or enterprise in his State. Some of the Texas 
lines of railway constituting parts of interstate systems of railway^ interested in long 
hauls, api)ear to be hostile to a policy which would foster Texas jobbing and manu- 
facturing interests, while other lines manifestly favor such a i>olicy. Outside cities 
bring to bear every pressure they can to coerce the Texas lines into a course favorable 
to their interests and adverse to the interests of Texas cities with respect to jobbing 
and manufacturing * * *. This commission has always had in mind the se< 
curing of relatively just State and Interstate rates, with a view of enabling 
Texas merchants and manufacturers to do business in competition with out- 
siders. 

This commission has often stated to the freight and traffic managers in their 
meetings with it that if the railroad companies engaged in interstate shlxwie&ts 
would make and maintain rates which would be fairly compensatory to them 
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on such shipments this commission would do all in its power, by its rates, to 
secure them reasonable revenue on their railroad investments in 'this State, and 
we now repent that statement, but this suggestion contemplates good faith on 
l>oth sides in the making and maintenance of rates. 

And again the commission said in its annual report for the year 
1896: 

The commission did not feel disposed when it gave notice in the form stated, 
nor has it ever been inclined to deny to the railroad companies such rates as are 
reasonably compensatory, even though to do so would necessitate an increase in 
rates, yet as a condition precedent to anything like a general increase in said 
rates the commission was and is determined that the railroad companies shall 
show that they receive reasonable compensation for transportation by them of 
Interstate freights in order that it may be seen by the commission that they are 
not sacrificing their revenues on interstate hauls and seeking to recoup their 
losses against the people of Texas. * * * In making the demand there was 
no injustice to the railroads, for, viewed merely as roads operating in the State, 
it is to their interest to favor our policy of bringing goods from abroad into 
Texas cities in carload quantities and In distributing them from a jobbing house 
in such cities In less than carload quantities among the retailers. The freight 
charges they receive on local less than carload shipments within the State added 
to what they receive in the division of their through rates on carload shipments 
to the Texas jobber usually amount to more than they receive in the division of 
their rates on less-than-carload shipments from the jobber outside the State to a 
retailer In the State; and it can be shown to be to their advantage to pursue a 
policy favorable to the development of manufacturing in Texas. While by- pur- 
suing, along the lines indicated, a course favorable to the upbuilding of Texas 
jobbing and manufacturing enterprises the interests of Texas roads considered 
as such would be sub.served, yet. constituting, as some of the Texas roads do, 
parts of Interstate systems, the interests of the systems rather than the inter- 
ests of the Texas lines are too often regarded. Here lies the main difficulty in 
our opinion in securing a just arrangement of interstate rates. 

These statements were made a part of the record in the Shreveport 
case before the Interstate Commerce Commission, and there was also 
introduced the following letter from Hon. Allison Mayfield, chairman 
of the Texas Bailroad Commission, to the secretary of the Progressive 
League of Marshall, Tex. 

Austin, Tex., September 12, 1911. 

Dear Sib : We beg to acknowledge the receipt of your letter of the 9th Instant, 
with which you inclo.se letter from Mr. A. T. Kahn. of Shreveport, to Mr. W. L. 
Martin, of this city, with reference to securing a reduction of rates on classes 
from Shreveport, and we note your request for a statement from this commis- 
sion in order that you may properly understand the matter involved, and in 
reply you are advised: For the rates referred to from Shreveport to Texas 
points to be reduced, would in the opinion of this commission, be very much 
against the interest of the Texas jobber, whom it has been the endeavor of this 
Commission to protect, and by way of explanation we will state: Shreveport 
enjoys now, and has for some years past, very low carload rates from northern 
and eastern points, much lower than the carload rates on the same commodities 
from the same points to Texas jobbing points. These carload rates in, plus their 
(Shreveport) local rate out, to Texas points gave them, of course, an advantage 
over the Texas jobber, and to offset this the (Texas) commission adc^ted Its ad- 
justment of rates. For the local rates to be now reduced from Shreveport to 
Texas points would tend to counteract the effect of this commission's action, 
and to place the Texas jobber at the same disadvantage under which he previ- 
ously labored. 

Here we have an official statement regarding the circumstances 
surrounding the enforcement of the long and short haul discrimination 
against Texas by the interstate railway systems, including reference 
to the coercive methods employed by industrial and commercial inter- 
ests outside the State. Much has been said about the coercion which 
the railways have suffered under Texas railway regulation, but not 



Digitized by VjOOQIC 



640 LOXG-AND-SHORT HAUL ON RAILBOADS. 

one word has ever been heard regarding the pressure exerted by the 
nonresident and nontaxpayirg iiidustrial ard commercial interests, 
which would, imder discrunmatory rates, monopolize the commerce 
of Texas and retard its growth and development. This result, how- 
ever, was avoided in Texas by its railroad commission reducing the 
local rates and thus offsetting" the discrimination. It is also interest- 
ing to note that the Texas commission has always been ready to par- 
ticipate with the carriers in the working out of a just and re^asonable 
system of rates, even though this might entail increasing the local 
Texas rates. 

The Interstate Commerce Commission has justified the mainte- 
nance of these long-and-short-haul rates between northern and eastern 
defined territory and Shreveport in the following language: 

If Shreveport is so situated by reason of her position on the Red River and her 
proximitv to the Mississippi that the railroads serving her are justified in extending 
to her inbound rates which are lower than those extended to Dallas and other cities 
in Texas, this is her advantage, of which she may take full benefit. The carriera may 
not say that they will absorb in outbound rates such advantages as Shreveport has 
upon her inbound rates. Railroads may assimie that they have the right to control 
the destinies of cities and limit their jobbing territory or extend it as they see fit, 
but this is not a policy consistent with the theory of governmental regulation. If the 
inbound rates to Shreveport are compelled by natural conditions, the discrimination 
in her favor is not undue. If, however, this is an artificial relation established by 
the ndlroadsjit is unlawful. If natural, the railroads certainly should not destroyit. 
If artificial, it should not have been established, and should now be removed. The 
act to regulate commerce is the outgrowth of a popular convriction that the railroads, 
when unhampered by restrictive law, attempted successfully to prescribe and define 
the channels of commerce in such a way as to favor certain localities, industries, and 
individuals. We do not here pass upon the relation between the rat^s into Shreve- 
port from the north and east and those extended by the carriers to Texas points. If 
Texas communities have just reason to complain of this relationship which has been 
created by the carriers, hearing will be given them upon this matter and the full 
power of the commission exercised to correct any wrong which may exist in this situa- 
tion. (Shreveport Case, 23 I. C. C.) 

Pursuant to the foregoing invitation extended by the Interstate 
Commerce Commission, the jDallas Chamber of Commerce, on Janu- 
ary 2, 1915, filed a petition with the commission in which it put in 
issue 87 representative carload commodity rates covering tho move- 
ment of traffic from St. Louis and Kansas City to Dallas and Fort 
Worth and other northeastern Texas points, alleging that these 
commodity rates to said Texas points were approximately 50 per 
cent in excess of the rates on the same commodities from the said 
northern points to Shreveport, La. The main issue was the long 
and short haul system of rate making and the commission was peti- 
tioned to remove this 50 per cent differential in favor of Shreveport. 

The northeastern section of Texas is exceedingly prosperous and 
comprises an area of 200 miles east and west by 100 miles north and 
soutn, and has within its borders two of the largest cities of Texas, 
viz, Dallas and Fort Worth. 

The combined railway mileage from St. Louis and Kansas City to 
Dallas through Shreveport is 754 miles, compared with which the 
direct-Une mfleage to Dallas and Fort Worth is approximately 690 
miles from St. Louis and 510 miles from Kansas City. The average 
short-line mileage from St. Louis to this section is 650 miles; from 
Kansas City about 550 miles. On the other hand, the short-line 
mileage from St. Louis and Kansas City to Shreveport is 562 miles, 
being practically the same from both points. Skreveport is 189 
miles east of Dallas, but is not intermediate to Dallas on the direct 
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railway lines from St. Louis and Kansas Qty to Dallas and other 
northeastern Texas points. On the other hand it is 1 72 miles west 
of Vicksburg on the Mississippi River and 188 miles west of Natchez, 
227 miles northwest of Baton Rouge, and 304 miles northwest of 
New Orleans. Class rates from all of these Mississippi River points 
to Shreveport range from 40 to 50 per cpnt lower than the class 
rates proscribed by the Railroad Cammission of Texas, and a^so those 
prescribed by the Interstate Commerce Commission for outbound 
traffic from Shreveport into Texas. 

In deciding this case (Dallas Chamber oj Commerce v. Atchison, 
TopeJca cfe Santa Fe Railway, 40 I. C. C, 619) the commission reaf- 
firmed its decision in the Southeastern Cases, 30 1. C. C, the Shreveport 
Cascr 23 I. C, C, and also the Texarkana Case, 28 I. C. C, 669, to the 
effect that the long and short haul rates maintained by the carriers 
to Shreveport had formerly been compelled by water competition, 
and in lieu of granting the petition of Dallas for the removal of the 
discrimination in favor of Shreveport, reduced the rates from St. 
Louis-Kansas City to northeastern Texas points $1 per ton, or a 
genei'al average reduction of approximately 10 per cent, and this is 
to be compared with said average differential of 50 per cent com- 
plained of by Dallas. 

The effect of this adjustment, and the rates as they stand to-day, 
is illustrated by taking the carload rate covering the movement of 
printing paper from St. Louis to Dallas and Fort Worth. The rate 
to the publishers at Dallas and Fort Worth was $12 per ton, which by 
said order was reduced to $11 per ton, but the long-and-short-haul rate 
to the Shreveport pubhshers was not disturbed, and was allowed to 
remain at $8 per ton. This comparison exhibits, not actually but 
in a general way, the disparity in the through rates covering tne 87 
Texas commodities referred to and forcefully exemplifies why the 
Texas commission found it necessary to offset this discrimination by 
a reduction in the local rates. While the disparity in through rates 
will vary in other territories, the general effect of the lon^ and short 
haul rates as apphed throughout all of the southern and mtermoun- 
tain States is the same. For example, as before stated, the publishers 
at San Francisco are accorded a rate of $17 per ton on i)rinting paper 
from New York, while the Nevada publishers, who are situated on the 
main line intermediate to San Francisco, are required to pay $22 per 
ton, or a differential of approximately 30 per cent. The haul to Reno 
is 240 miles shorter than to San Francisco, to Winnemucca 415 
miles, and to Elko 550 miles. 

TTie Chairman. Mr. Shaughnessy, I think we will take a recess 
now until 10 o'clock on Monday morning. 

(Thereupon, at 12.45 o'clock p. m. the committee adjourned until 
Monday, December 17, 1917, at 10 o'clock a. m.) 

MOin>AY, DECEMBEB 17, 1017. 

The Chairman. Mr. Shaughnessy, are you ready to proceed? 

Mr. Shaughnessy. Yes, sir. When we closed on Saturday I was 
dealing with the Texas situation. I will continue from that point. 

The effect of the intervention of the act to regulate commerce in 
the Shreveport cases has, as Chairman Mayfiela predicted in his 
letter to the secretary of the Progressive League, of Marshall, resulted 
in counteracting the orders of the Texas commission equalizing the 
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Shreveport discrimination '' and placing the Texas jobber at the same 
disadvantage under which he previously labored." Unless Congress 
^ants relief the inevitable result must be to build up tiie border 
cities on and tributary to the Mississippi River and the Gulf of Mexico 
at the expense of the shippers and consumers of Texas by the main- 
tenance of these artificial long and short haul rates. 

In other words, the development of Texas, with its area of 265,800 
square miles and population of 4,500,000, will be retarded, and its 
commercial and industrial business will be largely handed over to 
Louisiana, with its area of 48,500 square miles and population of 
1,800,000 people. 

As indicative that both Texas and its railways have prospered 
under the Texas Commission made rates, it may be said that the 
population has grown from 2,235,000 in 1890 to 4,500,000 in 1916, 
that the railway ^oss earnings have grown from $35,000,000 in 1890 
to $113,000,000 m 1916; that the railway mileage has grown from 
8,650 to 15,600 miles, an increase of 80 per cent; that tne revenue 
freight tonnage has grown from 10,9442000 to 58,482,000 tons, and 
that the average revenue per freight-tram mile has grown from $1.49 
in 1890 to $2.92 in 1916. Takins the year 1913 as a fau-ly normal 
period, the average revenue per freight-train mile was $2,73 for all 
classes of carriers in Texas, compared with which the freight-train 
mile earnings for the '' Southern District," embracing only roads of the 
first class, mose having earnings in excess of $1,000,000, was $2.65. 

These tests show that both Texas and its carriers have prospered 
and that the Texas lines have enjoyed a remarkable increase in 
traffic and fine gross earnings under the regulation of the Texas 
commission during the time it equahzed the Texas rates and offset 
the Shreveport discriminatory lon^-and-short-haul rates. May it be 
fairly said that Texas should not have exercised its sovereign power 
in behalf of the accomplishments herein referred to ? In other words, 
while providing for equality and without burdening the movement 
of interstate commerce to or from its original sources of supply, 
could the State have done anything less if it was to protect its people 
and commerce from exploitation, and at the same time insure a 
steady growth in population, wealth, and State development? 

RECENT REPORTS ON WATER TRANSPORTATION. 

In view of the fact that our petition before this honorable com- 
mittee for an absolute lon^^and-short-haul provision to the act to 
regulate commerce will affiect all interior sections of the country 
served by navigable rivers, as well as those sections of the country 
tributary to the Pacific and Atlantic Oceans and the Gulf of Mexico, 
let me briefly lay before you some documentary evidence relating to 
the matter of water competition in general. 

Under date of October 5, 1917, Hon. John H. Small, chairman of 
the House Committee of Congress on Rivers and Harbors, directed a 
letter to the Secretary of War, in which he said in part: 

There must be a complete coordination between water transportation lines and 
the railroads, and a pro rate of traffic as to through rates between the water carriers 
and the rail caniers, such as now exist between ue several lines of railroads, to the 
end that each may compliment the other and be jointly dedicated to the service of 
the public. 
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The committee submit that the above additional facilities are both necessary and 
feasible. They further suggest as a general proposition that water terminals must be 
provided by Uie State or by municipalities, or other public agencies of the State, and 
that water carriers must be organized and maintained by individuals, corporations, 
or other local agency. It may be substantially stated that Congress may only improve 
for purposes of navigation the capacity of the channels of the interior waterways. It 
will be admitted that there are a limited number of harbors and a laiger number of 
interior waterways on which Uie foregoing essentials have not been provided. In 
fact, it may be stated that the people of the country, including even that forceful 
class of citizens who manage large industrial units ana are vitally interested in trans- 
portation, appear to have sfight knowledge of the primary essentials for securing trans- 
portation by water. The aemand for the movement of products by water which 
exists under normal conditions has been made acute under war conaitions, and in 
many cases the essential facilities are lacking. 

The committee are impressed with the conviction that it is their duty to draw 
attention to this serious dereliction of duty upon the part of the public, and to express 
the opinion that appropriations should not oe made for the improvements of those 
rivers and harbors where the communities and localities are continuously unwilling 
to discharge their correlative duty by providing the facilities essential for the pro- 
motion of water transportation. 

Here, gentlemen, is a recognition by one of the most important 
committees of Congress, which is charged with the duty of providing 
for the improvement of our natural waterways, that tne water 
transportation of to-day may be considered practically nil. 

Recently, Secretary Charles Keller, of tne Council of National 
Defense's inland water transportation committee, said, among other 
things: 

The waterway connecting the Delaware River and New York Harbor, which is 
under practically perpetiud lease to the Pennsylvania Railroad, formerl^r carried 
a comparatively large traffic in hard coal. It is now little used, althoujg^h it mi^ht, 
with certain minor modifications, be used to advanta^ as one of the principal links 
of the through water iDute to New York. Its nonuse is natiirally detrimental to the 
people of the seaboard States, but no remedy appears to exist short of the construction, 
Dy the i>eopIe, of a parallel route. 

Again, Mr. Kaymond B. Price, in a communication recently sent 
out by the conference committee on national preparedness, said in 
part: 

That the railroads owned perhaps a majority of the valuable docks and dock sites 
all over the country on harbor, bay, river, canal, and lake; and that this is a relic 
of antiwater transportation policies which are inbred in our railroad men from top to 
bottom. 

In an effort to relieve rail congestion and patriotically follow the plea of the War 
Department to use water transportation wherever possible the Keystone Steel & Wire 
Co. endeavored recently to snip pig iron by water route from Alabama to Peoria, 
HI. A short rail haul was necessary, about 35 cars being needed. The Southern 
Railroad had the cars but refused to funiish them for that purpose. A trip to Washing- 
ton to set the aid of the War Department and Mr. Daniel Willard was necessary, and 
^th meir assistance the cars were obtained and the shipment started. Although 
several tu^ and baises better adapted to conditions for navigating the Tennessee, 
Ohio, MisBiSBippi, and Illinois Rivers were needed, the results of the shipment were 
ao satisfactory that another trip was made, and water transportation became estab- 
lished for that company. 

The munitions output of New England is dependent upon ocean-going tugs, as two- 
thirds of New England's coal supply is deliv^^ by water, and the overloaded rail- 
roads are unable to increase their coal deliveries to compensate for commandeering of 
vessels in the New England coal trade. Thus again our war achievements are limited 
by our transportation facilities both on land and on water. 

The Interstate (-ommerce Commission has ample testimony to prove that the 
^ew York, New Haven & Hartford Railroad persistently diverted traffic from its 
own water to its own rail lines, in spite of the fact that its boats were generally imder- 
loaded and that the water haul was frequently cheaper and quicker. Unfair appor- 
tionments of cost* between boat and rail, lack of compact packing of freight on the 
boats, and other methods were used to obscure the issue from the public. The public 
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certainly was defrauded of its rights to have goods transported as cheaply and as 
expeditiously as any available means would permit. 

The managers of some of our railways, however, since we entered the war, have 
repeatedly urged their employees to do everything they could to foster water trans- 
portation. The obstacles built up these past 80 years by the railroads against water 
transportation can not be overcome quicklv through the voluntar>' efforts of railway 
leaders. The men in general do not realize our national necessities to the same 
degree that the leaders do. Hence it is not so easy for them to change their state 
of mind. 

Again, the report of the Inland Waterways Committee of the 
National Comicil of Defense, recently made public, contains the 
following remarks: 

Except as a last resort, at present shippers will not use the waterways unless water 
carriers can offer a reasonable differential under the rail rates, thereby affording a 
sufficient saving in cost of transportation to compensate for the difference in time 
and service, and a proper use of the waterways will not be made until this require- 
ment is met. In a certain case the rail rate was 10 cents per hundred, Arkansas 
City to Cairo, while the barge rate was 6i cents. This does not, however, mean a 
savings of 3^ cents to the shipper, because the latter pays the cost of transfer to cars 
at (Jau-o and may, moreover, be at greater expense for loading to barges at point of 
shipment, since cars are usually set conveniently and a wagon haul is often reqiiired 
to load the barges. 

An example of these water competiti^'e rates was recently brought to our notice 
by a river boat line, and inquirer showed that the rail rate on lumber from Arkansas 
City, Ark., where water competition may arise, to Cairo, 111., is about two-thirds the 
rate from McGehee, Ark., an interior point, although traffic from Arkansas City to Cairo 
passes through McGehee. Rail rates from the lumber-producing territory in the 
vicinity of Arkansas City have recently been raised, but those from points ha^'ing 
possible water competition still remain relatively low. Illustrations of this kind 
might be multiplied indefinitely. 

At present the inland waterways are, as a rule, lacking in the proper organization 
of their facilities of all kinds. Originally business grew up and was located on the 
banks of the waterways. When ttie railroads superseded the water carriers, and 
partly because space for expansion could also best be obtained by removal, buaineea 
withdrew from tne river bank or at any rate readjusted its methods so as to depend 
almost exclusively on the railroads. * * * Juat so long as the railroads are per- 
mitted to carry part of their traffic without the average of profit and to reimboise 
themselves at the expense of the rest of the country, just so long will the waterways 
have difficulty in carrying their just share of the country's traffic. We have been 
informed that in some cases the railroads intend now to raise abnormally low ratee 
which are based upon merely possible, and not actual, water competition, but the 
readjustment so far appears slow. To the objection that raising of rail rates to water 
points will benefit only the railroads, the reply is that if rates to interior points are 
unduly high, they should be reduced and that, moreover, the water lines may be 
expected to charge rates at least as low as the present nominally competitive rail- 
road rates, since otherwise the waterways will probably get none of the traffic in the 
present circumstances of location and organization of our mercantile and industrial 
community. 

Public interest in inland water transportation is lukewarm » and, in \dew of the 
abnormal cost of carriers (boats) and of their operation, and the risk involved in the 
attempt to establish this virtually untried enterprise, it is natural that the community 
be reluctant. In the opinion of yo"r committee, in the existing circumstances^ the 
policy of the United States as to floating equipment should be to give support, either 
oy the direct construction of boats and barges and their subsequent charter to tnist- 
worthy concerns, or by enabling materials to be secured j)romptly and cheaply by 
such dependable concerns as are shown to desire to build their own fleets. The amount 
of help given should be the least that will permit needed water transportation enter- 
prises or assured character promptly to be initiated, and any investment by the 
United States should be carefully protected. 

The Chairman. Whence does that report come? 

Mr. Shaughnessy. This report comes from the Inland Waterways 
Committee of the National Council of Defense. It was recently 
rendered, some two or three weeks ago. 
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Do not these reports conclusively prove that there are no effective 
water competition agencies at the present time, and that the rail 
carriers maintain a long and short naul rating policy not only for 
the purpose of meeting water competition but for its elimination as 

Further, is this not a profitable field wherein the Government 
might properly become a partner in the business of transportation ? 
First, lor the purpose of having well organized and well developed 
vratenvay facibties for the meeting of a national emergency, such as 
the present war entails; and, second, for the purpose of furnishing a 
reasonably adequate and constant service by water instead of the 
fluctuating and uncertain service of the past. And in any event, if 
this line of transportation is to be promoted either by private parties 
or the Government or both, is it not absolutely essential that it must 
receive the protection of an absolute long and short haul amendment 
to the act to regulate commerce, which will effectively prevent the 
carriers from annihilating water competition as they nave in the 
past? 

I shall now touch briefly upon the long and short haul discrimi- 
nation occasioned by rail lines, competing for business at certain 
large cities, due to the long mileage tine or circuitous route under- 
talang to meet the rate oi the short mileage Une or hues at large 
commercial and industrial centers, at rates less than those charged 
at interior points on the line of such circuitous routes. This prac- 
tice results (1) in a violation of the law of economics; (2) in building 
up large cities at the expense of the small interior towns and cities; 
(3) in the wasteful use of freight cars which at all times and especially 
during the present emergency should be employed only over direct 
routes of shipment, thus helping to relieve the car shortage and to 
save by so much the present waste in the public transportation bill. 

Speaking generally, wo may illustrate the matter Ivy reviewing 
the operation of this character of competition. Take, for example, 
a new" and modem line with superior facihties, which has been con- 
structed to an important conmiercial center or centers by a shorter 
route than that oi the old established line or lines, which may not 
have been economically constructed and operated, as is often the 
case. The new line is thus enabled to profitably estabUsh lower 
rates to said commercial center than those formerly maintained by 
the old line. Without regard to any improvement in facilities, or 
the reduction in mileage, or otherwise, the older line undertakes to 
meet the rates of the new modern line at said commercial center or 
centers, while at the same time charging higher rates at many of the 
intermediate points on its line. This results in a duplication and 
waste of faciuties at the expense of the public generally on the 
one hand, and on the other results in building up and centralizing 
population and commercial activity at said centers at the sacrifice 
of the towns and cities intermediate thereto. 

To authorize the continuance of this practice means that the older, 
less modem, and longer line will not be compelled to improve its 
facilities and service in order to meet competition on the basis of 
nomliscriminatory rates to its patrons at all points on its line, which 
in the interests of an equal development of all sections served, it 
could and should be required to do. Further, it means putting a 
premium on obsolescence and inefficiency on the one hand and 
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monopoly on the other, and therefore should not be authorized as a 
matter of governmental policy. The shippers and consimiers at 
intermediate points can not morally or justly be called upon to con- 
tribute to the cost of offsetting the effect of natural competitive 
conditions and facilities by the payment of higher rates for shorter 
than for longer hauls. Such practices can not properly be designated 
as '* meeting competition." On the contrary, it means in all cases 
the neutrahzing of competition, and in many its complete destruction. 
In this connection let me quote what Judge Cooley has to say on 
the moral and economic side of this character of discrimination, at 
page 32 of the second annual report of the Interstate Commerce Com- 
mission: 

It was impossible that it should be made to seem right to the common mind that such 
distinction should exist; the sense of justice received a shock when one was told that 
the small dealer in the country town was made to pay three times as much for the 
carriage of his goods as the city merchant paid upon the like quantity, for even a 
greater distance; and a well founded feeling of discontent arises among any people 
when it can see things done under the protection of its law which seem to be plainly 
and unmistakably unjust. 

It will probably not be claimed by any one that it is desirable to give by law or 
through tne use of public convenience an artificial stimulus to the building up of 
cities at the expense of the country. In great cities great social and political evils 
always concentrate, grow, strengthen, and the laiger the cities are the more difficult 
it is to bring these evils under legal or moral restraints. The fact is so generally recog% 
nized that the feeling may be said to be practically universal that the interest of any 
country is best consulted when public measures and the employment of public favor 
are devoted to the diffusion of population and the profitable employment of industrial 
energy everywhere, rather than the concentration of population in few localities. 

Exemphfying what is said above, this process of centralization has 
become so acute that for many years past there has been insufficient 
farm labor available for profitable operation and in many cases the 
owners of the farms throughout New England and Eastern States 
have put them up for sale at exceedingly small prices, and moved 
to the large cities to engage in industrial and commercial pursuits. 

This emphasizes the evil effect of a governmental policy wliich 
does not provide equal opportunity for the uniform development 
of all temtorv withm its jurisdiction, and therefore, vigorous steps 
should be ta^en looking toward the adoption of a compenhralsee 
plan for the decentralization of our population, and the more equvi 
development of our great resources. 

May I not submit that what I have said before conclusively proves 
that there is no water or rail competition of sufficient importance to 
justify continuing the discriminatory long-and-short-ham system of 
rate making for the future, which during the past has practically 
destroyed water transportation, prevented normal development of 
our natural waterways, centrahzed population, and built up favored 
industrial and commercial centers situated on or near our waterways 
at the expense of the great interior sections of the United States ^ 
and contributed perhaps more than any one thing in promoting 
community jealousies out of which have grown much of tne resent- 
ment and hostility toward the railroads. Further, while the United 
States has pursued a poUcy of building up its railway transportation 
system at the sacrifice of and without regard for the development 
of waterway transportation, it can not be too strongly urged that 
the present fourth section of the act to regulate commerce has sig- 
nally failed as a matter of wise national poUcy, and that the time 
has now arrived when an absolute long-and-sliort-haul provisiou 
should be enacted. 
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EFFECT OF METHOD EMPLOYED BY THE INTERSTATE COMMERCE COM- 
MISSION IN THE REMOVAL OF DISCRIMINATION. 

The removal of the so-called Texas discrimination by the means 
employed in the Shreveport case and others similar in character 
which, under an alternative order issued, permitted the carriers to 
remove it by increasing the Texas rates, is justified by the Interstate 
Commerce Commission in its thirtieth annual report m the following 
language: 

If we find rates in our opinion are unjust, unreasonable, and unduly prejudicial as 
alleged, it becopies our duty to order the cessation of these violations of the act, to 
determine and prescribe just and reasonable interstate rates to be thereafter observed 
as maxima, to require the carriers defendants to remove undue prejudice found 
existing, but we can not prescribe the exact rate or minimum rate to be maintained, 
nor do we specify the particular method to be employed in removing the undue 
prejudice. The carriers remain at liberty to issue, in compliance with the act, such 
rates' as they see fit, provided they do not exceed those set as maxima and do not 
continue the undue prejudice. In eliminating the latter they may lawfully reduce 
interstate rates to the basis of the State rates, increase the latter to the level of the 
former^ or otherwise equalize the two in such a way as to do away with the undue 
prejudice. 

This construction of the act received the approval of the United 
States Supreme Court in the Shreveporb case, or more properly 
speaking tne Terns case, 234 U. S. 342, and in the South Dakota Ex- 
press Rate cases, 244 U. S., 617. 

The question of State rights is again vigorously raised by a con- 
flict between the State and Federal courts in the Illinois passenger 
fard case (Business Men^s League of St Louis v. A, T, & S. F. Ry., 
41 I. C. O- The decision is now on appeal before the United States 
Supreme Court where the case has been argued and is now submitted. 
There is no reason to hope for any different construction than was 
given in the South Dakota Rate case, 244 U. S., 617, where it is held 
that even reasonable rates themselves must yield if necessary in the 
removal of discrimination. Under these alternative orders of the 
Interstate Commerce Conmussion the carriers mav be empowered 
to destroy practically any and all kinds of State-made rates whenever 
brought mto issue by a complaint of discrimination from interests 
outside the State as in the Shreveport, South Dakota, and Illinois 
rate cases. Likewise there is, as will hereinafter more clearly ap- 
pear^ grave danger of a complete breakdown of the effectiveness of 
railway regulation by a disregard of those fundamental principles of 
regulation which after many years of experience have been aaopted 
by the people of the various States through the medium of their 
legblatures, courts, and commissions. Let me illustrate, for your 
information, the trend in this direction by an analysis of the Illmois 
passenger fare case. 

The decision of the Illinois passenger fare case followed the Five 
Per Cent Freight Rate case, 31 I. C. C, 351, covering official cla'-si- 
fication territory, in which case it was held among other things 
Uiat the passenger department of the railways was not paying its 
fair share toward an adequate return upon the property. There- 
after an application of the carriers for an increase in passenger fares 
was heard and decided in what is known as Increase in Passenger 
Fares in Western Territory, 37 I. C. C, 1. In this case the Inter- 
state Commerce Commission took as its base the accumulative cost 
of road and equipment without any allowance for depreciation, 
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obsolescence or otherwise, and decided that the interstate passenger 
fares throughout the Middle States territory should be increased from 
2 cents to 2.4 cents per passenger per mile. The rates theretofore for 
passenger service in the State of Illinois had been 2 cents per mile for 
both inter and intra State traffic, the 2 cents fare for State traffic 
having been fixed by the Legislature of Illinois in 1907, and by the 
carriers for interstate traffic. 

Following this disparity in the rates created bv the order of the 
Interstate Commerce Commission, the Business Men's League of St. 
Louis, on February 10, 1916, brought an action before the Interstate 
Commerce Conmiission complaining against the discriminatory ap- 
plication of the 2.4-cent fares between Chicago and St. Louis, Mo., 
as compared with the 2-cent fare between Chicago and East St. 
Louis, 111. In removing fhis discrimination, the Interstate Com- 
merce Commission ordered that its nrevious findings regarding the 
interstate rate base of 2.4 cents per mile be afiirmed as just and 
reasonable, and in connection therewith ordered the railways to 
remove the discrimination which, under the circumstances, could 
only be done by increasing the 2 cents per mile legislative-made rate 
to 2.4 cents per mile for State traffic. In pursuance of this order the 
carriers filed tariffs establishing said 2.4-cent fare and applied to the 
District Federal Court at Chicago for a temporary injunction before 
Judges Evans, Landis, and Carpenter to enjoin the Illinois State 
officers from prosecuting them for violation of the 2-cent fare State 
act. This application was denied and the case was thereafter heard 
on its merits oef ore Judffe Landis, who dismissed the action on the 
ground that "the undoubted purpose, and the undoubted effect of 
the words the commission usea in its order of October 16, 1916, was 
to completely nulhfy the Illinois 2-cent fare — was to kill the Illinois 
2-cent statute, and substitute for it, the authority of the Interstate 
Commerce Commission of the Unitiad States. * ♦ *." Further, 
that the commission was without constitutional or statutory power 
to make an order which had for its purpose the abrogation of the 
State 2-cent fare statute; and that the order was broader than the 
issue. In other words, that the removal of the discrimination com- 
plained of between Chicago and St. Louis, did not authorize the 
Commission to make an order affecting the entire State. 

Upon appeal from this decision to the Supreme Coiirt of the United 
States Justice Clark also denied the carriers' application for said 
injimction against the officers of the State of Illinois, whereupon 
it was stipiuated, at the request of the carriers, that the case be 
advanced for hearing and argument before the United States Supreme 
Court on its merits October 2, 1917. Thereafter, during May or 
Jime of the present year, the Interstate Commerce Commission 
brought a proceeding against the carriers before the district Federal 
court at St. Louis, for the enforcement of the order held invalid by 
Judge Landis and denied upon said preliminary motion before the 
United States Supreme Coiu't by Justice Clark as aforesaid. In this 
new proceeding the carriers practically consented to the entry of a 
decree by Judge Dyer of the Federal court, reauiring thera to obey 
said order. L^on notice of the carriers that tney would make the 
fares within Illinois 2.4 cents per mile, the Attorney General, ui>on 
request of the Illinois Railroad Commission secured an injunction 
from the Illinois Superior Court at Chicago restraining the carriers 
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from violating said 2-cent fare act. Thereupon the Interstate Com- 
merce Commission asked the Federal court at St. Louis to adjudge 
the carriers in contempt for failure to comply with the aforesaid 
Federal court order requiring the rates to be made 2.4 cents per mile. 
In granting the application of the Interstate Commerce Commis- 
sion ehidge Dyer, in his opinion, gave notice to the State of Illinois 
and its authorities that if they attempted in any way to enforce the 
injunction issued by the State superior court at Chicago, or prose- 
cuted the railroad companies concerned in their attempt to comply 
with his order requiring the carriers to make the fare 2.4 cents per 
mile, he would adjudge said authorities to be in contempt and incar- 
cerate them in jail at St. Louis. Here it will be noted was a direct 
conflict between the Federal and State courts on the question at issue. 
In order to temporarily adjust the controversy a joint and concurrent 
resolution was mtroduced before Congress by Senator Sherman, of 
Illinois, Jime 20, 1917, directing the Interstate Commerce CommL sion 
to withhold action pending final determination of the question set 
for hearing before tne United States Supreme Court on October 2, 
1917. Since the foregoing the United States Supreme Court in the 
Illinois ease has rendered its decision, in which Judge Landis is sus- 
tained and the Interstate Commerce Commission and Judge Dyer are 
reversed. But the Conunission is still empowered to remove discrimi- 
nation providing its procedure is correct. 

lONSIDEKATION OF FrNDAMENTAL PRINCIPLES OF RAILKOAD REOrLATION. 

In its opinion in this case the Interstate Commerce Commission 
proceeded at considerable length to make out a case against the 
reasonableness of the 2-cent fare in Illinois and among other things 
emphasizes the increased cost of equipment, its increase in weight, 
ana, by inference, the increased cost of operating same in passenger 
trains for the year 1913 as compared with 1903. In this connection 
it was shown that the purchase cost of a six-car train operating 
between Chicago and St. Louis over the Illinois Central Railroad has 
increased $36,473, whereas the weight has increased 252,500 pounds, 
or, in other words, an increase of 126 tons per train. 

Without desire to indulge in criticism, but because of the impor- 
tance of protecting and preserving the fundamental principles of 
regulation which have been adopted by the States and approved by 
the courts, exception must be talcen to the use of total accumulative 
cost as a basis upon which to increase rates and predicate a fair 
return. This is a most serious departure from time-honored prac- 
tices in the field of regulation. In fact, it is the very annihilation of 
the principle that '* an adequate return shall be predicated only upon 
the fair present value of tne property at the tune of the inquiry." 
Until adopted in these cases, no court, commission, or other regulative 
tribimal in this coimtry has ever subverted such an important prin- 
ciple as this in its determination of what is just and reasonable to 
the public. I consider the action exceedingly harmful for the reason 
that it will be invoked against public regulating bodies and courts 
by the public-service corporations throughout the country, and. 
wnile the United States Supreme Court is thus far firmly commit tea 
against any such propaganda, it may, because the findings of the 
Interstate Commerce Commission on questions of fact are rarely 
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overturned by the courts and usually accepted as final, result in plac- 
ing upon the public an absolutely unjustifiable burden. 

Covering 250,000 miles, the accumulative cost of our railways now 
totals approximately $18,000,000,000, or an average of $72,000 per 
mile. 

Mr. EsGH. Where are you getting those figures ? 

Mr. Shaughnesst. These are figures from the Interstate Commerce 
Commission report. 

Mr. EscH. Eighteen billions ? 

Mr. Shaughnesst. Yes; are the figures higher than you had in 
mind? 

Mr. EsGH. Higher than some of the testimony that has been pre- 
sented. 

Mr. Shaughnesst. This is the total accumulative cost. It is not 
the net cost. It is the accumulative cost or the book cost; all the 
money that has gone into the railroads since their inception, without 
regard to obsolescence or retirements. 

In the western 5 per cent advance rate cases before the Interstate 
Conunerce Commission in 1915 there was introduced on behalf of 
the western railroad commissions, including the Nevada commis- 
sion, testimony showing that the appraised present value of twenty- 
five (25) railways serving Michigan, Wisconsin, Minnesota, South 
Dakota, and Nebraska, comprising 29,000 miles of line, was $937,- 
000,000, or an average of $32,330 per mile, compared with which the 
stock and bond par value (not the market value; was $1,459,000,000, 
and that the accumulative property investment cost was $1,489,000,- 
000, or an average of $51,340 per mile. 

In Nevada, the Interstate Commerce Commission has just com- 

gleted its reproduction valuation of the property of the Tonopah & 
roldfield Railroad covering 113 miles of line. As indicative of the 
wide variation between the company's book cost and the inventory 
value found by the Federal valuation engineers, let it be said that the 
accumulative cost of road and equipment reported by the railroad 
company is $3,700,000, or an average of $32,680 per mile compared 
with which the Commission's reproduction new value is $2,180,000^ 
or an average of $19,225 per mile. 

The Nevada Railroad Commission has, because not able to bear 
the expense of an inventory valuation of large railway systems, en- 
deavored to secure a fairly close estimate of the fair present value of 
railway property for rate-makirg purposes bjr a comparison of the 
construction cost of new properties with those similar in standard and 
by requiring the carriei-s to submit an inventory of the cost of repro- 
ducing their properties whenever possible. By combining tnese 
methods fairly satisfactory results have been secured both to the 
carriers a^id to the Commission. 

The fallacv of using book cost is quickly demonstrated by the car- 
riers themselves when their property is under consideration for tax- 
ation. Showing is always strongly and properly made that accumu- 
lative cost must not be used because it does not take accomit of the 
obsolete aid discarded property, and that it does rot fairly measure 
the real value of the property tnen in existence and beneficially used 
in the public service. The State authorities have, I believe without 
exception, accepted this view as soimd, and a number of States, 
notaoly Wisconsin, Michigan, and New Jersey, have made inventory 
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valuations of their railway property for the purpose of accurately 
establishing the actual cash value for taxation. In finding the '*casn 
value *' for taxation and sale (the rule being the same in ooth cases) 
there is included the intangible value made up from the earnings on 
the rates fixed on the ''fair present value." The Monongahela Case 
148, U. S. 312; The Backus Case, 154 U. S. 439. Therefore, the sale 
or taxation cash value can not ordinarily be taken for rate-fixing pur- 
poses because to do so would justify continuing increases in the rates 
if the business remains normal or is upward in tendency. There is 
much confusion in the public mind regarding these distinctions in 
value — ^many people believing that the '*cash value" evidenced by 
stocks and bonds m some cases and by the earnings in others should 
be the basis upon which to fix rates for the shippers and consumers, 
but as before stated this would justify a continuing increase in rates 
without in any way increasing the service to the shipper or the cost 
thereof to the earner. (See New Jersey Gas Case, 87 Atl. 651.) 

If aU of the 250,000 nailes of railway within the United States, large 
and small, including main and branch Unes, both productive and non- 
productive should upon final appraisement by the Federal valuation 
Doard reach an average valuation of $50,000 per mile, which, all 
things considered seems high for rate fixirg purposes the fair present 
value of the railways would be 12 J biUion dollars, compared with 
which the book cost value is approximately 18 bilUon doUars. If 
upon said fair present value the carriers should for the future, under 
normal conditions and reasonable rates, earn 900 milHons net per 
annum, after deducting operating expenses and taxes, it will be the 
equivalent of 15 biUion dollars on a 6 per cent basis, and this amount 
will be the condemnation or sale value. 

The variations in the valuations above referred to speak for them- 
selves and emphasize the danger and injustice to which the various 
States will be subjected if just and reasonable rates for intrastate 
traffic are to be nullified, and thereafter increased by an order of the 
Interstate Commerce Commission predicated on the basis of accumu- 
lative cost value instead of fair present value, as was done in the 
Illinois case. In this behalf the Interstate Commerce Commission 
said in the Western Passenger Fare Case, 37 I. C. C. 16, upon which 
the Illinois case was based: 

The liabiHty of error in accepting the book cost of property as the basis for 
the computation of return on investment is fully realized. 

Further, if such accumulative cost of the railroad property is 
validated or recognized, will it not make it exceedingly dimcult to 
hereafter bring into the equation the matter of the fair inventory 
valuation of Ae railways now being made by the Interstate Com- 
merce Commission under an act of Congress? This matter is of such 
vital inciportance that attention should be given to it in time to pre- 
vent a burdensome surplusage, such as here indicated, being added 
to our transportation bills, and to prevent the railroads from denying 
the public tne benefit of such just and reasonable rates as should be 
prescribed on the basis of fair present value. 

Exception must also be taken to the use of increased weight, increased 
cost of equipment, and increased cost of operating passenger trains, 
as a justification for increased local passenger fares. This line of 
reasoning is not convincing, and standing oy itself, is almost as 
fallacious a base upon which to predicate just and reasonable passen- 
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per fares for State traffic as is the matter of usin^ the total accumu- 
lative cost of road and e(][uipment instead of ''fair present value/^ 
for the reason that while intimation is made by the commission as a 

Ereface to its analysis, that these improved passenger train facilities 
ave been demanded by the public, tney have, as probably all know, 
been inaugurated largely for the benefit of the through long haul 
interstate traffic and not for the benefit of purely local State passen- 
ger traffic. It is, therefore, imreasonable to intimate that any sub- 
stantial portion of the cost of these increased facilities should be 
charged against local State traffic. In this connection, it is to be 
stated that it has been the uniform policy of the railways for years, 
and is to-day, to use its passenger aepartment largely as an adver- 
tising medium, as well as for the piu'pose of rendering an adequate 
pubhc service. It, therefore, results that the carriers maintain a 
policj of building this branch of the service far in advance of the 
pubhc needs, and in vieing with each other in an effort to make its 
passenger service just a little bit better and more inviting than that 
of its rivals, in order to encourage travel to its lines, and thus b^ 
furnishing a superior and more luxurious service, seciu'e freight busi- 
ness. Tms in tiu'n has resulted in a wasteful duplication of passenger 
train service between important interstate centers of travel, and it 
is also responsible for the exceedingly costly State passenger train 
service furnished on account of saia trains being made up of heavy 
standard and tourist sleeping cars, buffet cars, observation cars, and 
dining cars; also the operation of trains De Luxe, used exclusively 
for the benefit of through traffic, and special train service accommo- 
dating heavy colonization and excursion business — practically all of 
which is properlv chargeable to interstate traffic, and with" which 
local traffic is only incidentally concerned. Yet the Interstate Com- 
merce Commission, by its decision in the Illinois Passenger Fare Case^ 
holds that the people who are traveling locally between points within 
the State must bear their proportionate share of all these burdens, 
without regard to the fact tnat the incidental benefit to them is small 
and that they are in no way responsible for the heavy train and 
locomotive equipment which is made necessary in order to maintain 
this through competitive service. From the standpoint of what, all 
thin^ considered, mav constitute a reasonably adequate local service 
the distinction to be observed between through and local train service, 
is fairly exemplified by the electric railwa}^ lines upon which a com- 
fortable and expeditious passenger service is maintained throughout 
different States at rates ranging from 1^ to 2 cents per mile. 

The train facilities used by the carriers in furnishing a through 
passenger service are without question the finest to be found in the 
world, but there is reason to seriously question whether the cost 
thereof is not becoming too burdensome to both the railways and the 
traveling public. The average passenger train to-day is six cars and 
locomotive, comprising mail, baggage, and express cars, coaches, 
and dining, sleeping, and observation cars. 

Estimating that all steel cars are used, which the railways have 
been and are adopting as rapidly as possible, the dead-weight tonnage 
of such a train will average approximately 550 tons, 'fiie average 
train capacity is not less uian 150 passengers, whereas the average 
load is 54 passengers or 36 per cent of capacity. Further, the 
analysis indicates that in the use of the modem six-car all-steel 
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trains an average of 10 tons of equipment is used in transporting 
each passenger. Is this not an unreasonable waste? No such 
tonnage as this is reasonably necessary, and unless steps are taken 
to correct it, the bulk of the local passenger business wiU, due to 
improvements in the art of transportation by self-propelled overland 
vehicles, be taken from the rail carriers, in this connection it is 
interesting to note the rapid growth of automobile and auto stage 
traffic, and to keep in mind that an attractive and comfortable local 
service is furnished through this medimn by the use of facihties 
averaging about one-fourth ton per passenger, as compared with the 
aforesaid 10 tons. In my opinion, passenger^ train weight should be 
cut right in two and the puolic at large given the benefit of as eco- 
nomic^ a passenger service as is consistent with comfort and safety. 
The present passenger facilities are, for the above reasons, wasteful 
and place too heavy a burden upon the pubUc in carrying and main- 
tenance costs and investment. No regulation of this feature of 
wdlway service has been undertaken on behalf of the public. Unlesp 
it is taken in hand the carriers are free to go on increasing the capacity 
of their facilities and Ukewise the strength of their tracks, because 
the former forces the latter, and thus building into the future and 
increasing the investment sufficiently to not only offset the normal 
increase which takes place in traffic, but ultimately to justify, under 
the Commission's policy in the Illinois case, 4-ccnt local fares. 

Carrying this analysis a step further, the railway operating statis- 
tics show that freight-carrying equipment has largely outgrown 
reasonable proportions; that it is cumbersome and expensive in 
investment, operation, and maintenance; and that it does not show 
the operating and service efficiency that might reasonably be expected. 
The average dead weight of cars and engines in train lots for 1915 
was approximately 24 tons per car and their average carrying capacity 
'was 40 tons each, but the average load of freight carried was onljr 13.8 
tons per car, or a load factor of 34i per cent. From this it will be 
seen that a nonproductive dead weight of 65J per cent in equipment 
was hauled dunng the year 1915. Besides the waste involved in 
investment, operation, and maintenance of the entire plant these 
excess-capacity facilities are largely responsible for a very slow 
freight movement to the disadvantage of the shipping pubhc. Regu- 
lation and reUef should be provided for along these lines. Recently 
Daniel Willard, Esq., railway president and member of the Council 
of National Defense, made the statement that freight cars were in the 
hands of shippers 37 per cent of the time, and that of the balance, or 
63 per cent of the time that the cars are in possession of the carriers, 
they are moving but 1 1 per cent of the time. 

Again, the statement recently issued by the Railway War Board 
shows that the average engine movement on the railways of the 
United States is only 68 miles per day, and that the car movement is 
only 28 miles per day, or hardly the equivalent of ordinary every day 
suburban truck and automobile mileage. In view of the fact that 
thus far there has been no effort on the part of the Interstate Com- 
merce Commission or Congress to prescrine freight movement speed 
regulations and as the matter has been one of railway policy and 
management it can not be said that State or national regulation is 
responsible for this condition of affairs. On the contrary it may be 
said tJiat it is because of the absence of such regulation — ^which, mani- 
festly, is necessary for the future. 
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Seemingly, everything has been subverted to the question of in- 
creased tram loading, upon the theory that it would result in greatly 
improved operating economy. It is doubtful, however, whether this 
result has been satisfactorily accompUshed when proper consideration 
is given to the largely increased investment made necessary in track 
and equipment) the neavy cost of maintenance of engines and cars 
occassioned by ^'drag tonnage trains,'' and the wasteful cost of 
handhng the enormous dead-weight in eqxiipment, which, as before 
shown on a load factor basis, is unreasonably excessive in capacity* 
As before stated, this policy of heavy train loading has resulted in an 
exceedingly slow freignt movement to shippers and consmners, and 
it is responsible for much of the car shortage which exists to-day. It 
has also limited the monthly mileage of train and engine men, upon 
which the adequacy of their compensation largely depends and nas 
forced them to make frequent demands for an increase in the mileage 
units of pay in order to secure a fair monthly compensation. I 
beheve that if the train and engine men had been enabled as traffic 

fpew to increase their monthly nuleage reasonably and without undue 
ardships, instead of sacrificing everything to tonnage train loading, 
it would not have been dif&cult to adjust the wage question satis- 
factorily without the intervention of legislation in the various forms 
it has taken during recent years. And by the same means the public 
would have received the expedited freignt movement to which it is 
fairly entitled, and which it will ultimately demand and enforce by 
requiring a movement averaging 15 or 20 miles per hour between 
terminal instead of the present speed of approximately 10 miles per 
hour. 

Aside from the natural reluctance or the refusal of the States to re- 
linquish their sovereign power to regulate their own internal commerce 
and its instrumentahties, these are the reasons why they can not con- 
sent to any scheme of regulation which will put them at the mercy of 
such practices as are herein referred to. 

In closing let me state that I have always been opposed to Gov- 
ernment ownership of railways, because I am confident that if 
really eifective public regulation is enforced instead of the present 
so-called reasonable regulation the railways can be satisfactorily 
operated under private ownership and management. Thus far, 
however, "effective regulation" has been forestalled by grudging 
consent or exceedingly moderate concessions on the part of those 
regulated. In this connection the various States have made the 
nearest approach to effective regulation, and I think it must be 
conceded that they are the agencies which have blazed the trail in 
the field of public-utility regulation, and not the Interstate Com- 
merce Commission. When analyzed it will be found that the Inter- 
state Commerce Commission has very limited powei's of regulation, 
compared to those exercised by the States. While preserving to the 
various States their vsovereign right to regulate their own internal 
commerce and its facilities, I believe the antitrust laws should be 
loosened up and the railways allowed to consolidate under either 
State or National holding companies, thus enabling all of the East 
and West railway lines to merge under the ownership of three or 
four ocean-to-ocean systems, and likewise the North and South lines 
to merge into one or more Great Lakes-Gulf systems, Possibly one 
great national holding company might be created to hold or own 
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them all. This would enable the system or systems to adequately 

grovide for the weaker lines, which now are unable to meet their 
nancial obligations without rate increases that are not needed by 
the strong lines, and it would also enable the system to carry neces- 
sary extensions built into new territory until the country served 
becomes sufficiently developed to make the investment profitable. 

Such an arrangement would prevent the wasteful duplication of 
investment and facilities which now takes place and forever eliminate 
the railroad receiverships, some of which have been honest and others 
criminal, from which it follows that thoroughgoing protection would 
be afforded to the public and the investors in railway stocks and 
bonds, while at the same time insuring the highest form of railway 
credit. But in perfecting this organization it should be provided 
that all of the railway corporations making up these mei^ed^systems 
or system shall remain subject to their present charter obligations in 
all matters relating to taxation, rates, and service wholly within the 
various States. This will retain to the States the same dignity they 
n6w enjoy. Transportation is an exceedingly important function of 
government — State government as well as National — and therefore 
the States should not be asked to relinquish this sovereign right. The 
State must be considered in any plan devised for consolidation and 
Nation-wide operation. Otherwise, if the States are made subordinate 
in power and dignity to the railways, as in the Texas and Illinois 
rate cases, the failure of the end sought will be foreordained from 
the start. 

The Chairman. Mr. Shaughnessy, your contention is that water 
competition should be permitted to operate to the advantage of the 
public ? 

Mr. Shaughnessy. Yes, sir. 

The Chairman. Without attempting upon the part of legislation 
or regulation to enable the rail carrier to compete with it ? 

Mr. Shaughnessy. Yes, sir; I think that would be the wisest 
policy, Senator. 

The Chairman. That is all. Senator Cummins, have you any 
questions ? 

Senator Cu^imins. I had intended to put the suggestion that I am 
now about to make before some of the witnesses when we were meet- 
ing at San Francisco, but the time there did not seem to be sufficient; 
therefore I omitted it. 

Your insistence is that Congress should declare that in no case 
shall a common carrier charge more for the shorter than the longer 
distance, the same direction, over the same line? 

Mr. Shaughnessy. Yes, sir. • 

Senator Cummins. That is the equivalent of a legislative declara- 
tion that it is unreasonable and unjust to charge more for the shorter 
than the longer distance. You are a lawyer, I take it, from your 
very careful review of these decisions ? 

TUSt. Shaughnessy. No. sir; I do not qualify as a lawyer. 

Senator Cummins. Well, it is perfectly plain that you have a very 
fair and adequate conception of the law upon the subject. And that 
prompts me to ask you this question : How far, in your opinion, could 
a court review that declaration on the part of Congress ? 

Mr. Shaughnessy. An absolute long-and-short-naul amendment? 

Senator Cummins. Yes. 
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Mr. Shaughnessy. Well, in iny judgment, the rule of Congress 
would be supreme on the subject. The United States Supreme 
Court has so stated in Intermountain Rate Cases (234 U. S., 476). 

Senator Cummins. Could it be said that there is.no case in which 
it is reasonable and fair to charge more for the shorter than the 
longer distance ? 

Mr. Shaughnessy. Well, now, I can not imagine such a case. 

Senator Cummins. I am not now asking of you whether we have 
the physical power to say so, but can it be the case that there is no 
instance in which the higher charge for the shorter distance would 
be reasonable ? 

Mr. Shaughnessy. No; I do not believe there is any such case as 
that, Senator. 

Senator Cummins. In order to justify a positive declaration of that 
kind it is necessary to have in mind, anynow, the basis upon which 
rates should be adjusted and charges made? 

Mr. Shaughnessy. Yes. 

Senator Cummins. What is the basis you have in mind, what is- it 
that controls, or ought to control, a carrier in fixing rates ? 

Mr. Shaughnessy. WeU, of course, the controlling thing that 
they consider is the commercial conditions, and it is pretty difficult to 
sajr to a railroad that they shall not consider those commercial con- 
ditions. In fact, they wiQ consider the commercial and competitive 
conditions in so far as they are not prohibited by law, and when 5[ou 
come down to the consideration of the commercial and competitive 
conditions, why the rates vary necessarily with the different circum- 
stances and conditions met, and I do not think that the traffic man- 
ager undertakes to say that each and every rate, or he can not tell, 
at least, that each and every rate is compensatory. That is, the 
system of rates under which we are operating at the present time 

Senator Cummins. Why are you satisfied with a declaration that 
there shall be no greater charge for a shorter than the longer dis- 
tance ? Why do you not insist that there shall be a lesser charge 
for the shorter distance? 

Mr. Shaughnessy. A proportional rate, according to mileage. 

Senator Cummins. I did not say that, but I put it a little more 
broadl}^ than that. Why do you not come before us and insist that 
in making rates in this country there shall be a lesser charge for the 
shorter distance; if it can be said there shall be no greater cnar^e for 
a shorter distance, why can it not be said there shall be no lesser 
charge for a longer distance? 

Mr. Shaughnessy. I think perhaps we are entitled to mileage dis- 
tance rates by reason of our location being the shorter included within 
the longer, but we have felt that we would be willing to get along 
very nicely on the basis of equal rates; the business of our country- 
is largely made up now, that is, the long-haul business, on equal or 
blanket rates, ana it may be — personally I believe the blanket rates 
scheme must be followed in this country, and I do not know that we 
can overturn that system of rate making or that it would be wise 
to do so. 

Senator Cummins. But when Congress is asked to declare a positive 
rule upon that subject — that is, a rme beyond the decree that all rates 
must De fair and reasonable and just and nonconfiscatory — ^it ought 
to declare the true rule, if it can find it. Now, it is apparent to me 
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that the declaration that there shall be no greater charge for the 
shorter distance than the longer is a mere arbitrary declaration; that 
we must go fiirther and discover, if we can, the true rule. 

Mr. Shaughnessy. Well, that involves mileage rates, I should im- 
agine., and mileage rates might work all right on certain traffic, per- 
haps manufactured articles westbound, but when we come to Work 
the same rule eastbound, I doubt very much whether it would work 
so beneficially, because eastbound it is necessary to have as near a 
blanket rate on the products of the soil and the products of the 
forest and the products of the mines as you can get in order to enable 
the producers to get into the various markets on an eauality. 

Senator Cummins. But your argument, carried to its logical end, 
condemns all blanket rates, as well as greater rates for the shorter 
distance than the longer one, does it not? 

Mr. Shaughnessy. I did not mean for my statement to condemn 
the blanket-rate system. I favor it for long-haul interstate traffic, 
because it insures equal opportunities for markets and community 
development. 

Senator Cummins. I know you appear to be satisfied with the 
blanket rate, but the argument in and of itself that Congress should 
establish a positive rule upon the subject seems to me to lead to the 
conclusion that there should be no blanket rates. Is there not in 
your mind after all, and in the mind of everyone who argues in favor 
of an absolute declaration upon this subject the idea that the charges 
of a carrier for its service should be proportionate to the cost of the 
service ? 

Mr. Shaughnessy. Yes; it is in a general way fair to base the 
rates according to the length of the haul and cost of making it, and 
matters of that kind. 

Senator Cummins. If that is the real foundation for the argu- 
ment in favor of a positive declaration on this subiect, does it not 
seem to you that the argument destroys itself, in tnat if we foUoDtr 
that plan we must give to some tribunal the jurisdiction to ascertain 
what is the cost of the service, and to apportion or fix the rates 
accordingly ? 

Mr. Shaughnessy. That jurisdiction is already placed, as I 
understand it. Senator, in the hands of the Interstate Commerce 
Commission. 

Senator Cummins. For instance, a positive rule upon this subject, 
according to your claim, would seem to imply that a railroad might 
charge as much for carrying a carload one mile as for carrying it a 
thousand miles ? 

Mr. Shaughnessy. Of course hterally construed that might be 
the basis of what we ask for, but I do not think it would ever be 
carried to any such extreme as that. Senator. 

Senator Cummins. What you really want us to say is, I assume, 
that no greater charge shall be made for the lesser distance, but that 
the commission ought to go further and if it finds the shorter haul 
should have a lesser charge, that then it shall so estabhsh it ? 

Mr. Shaughnessy. Yes. The commission, I think, has that power 
at the present time. 

Senator Cummins. Yes. but do you not see that that after all puts 
up to the commission tne ascertainment of the reasonableness of 
the two rates ? 

Mr. Shaughnessy. Yes. 
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Senator Cummins. The through rate and the intermediate rate 1 

Mr. Shaughnessy. Yes. 

Senator Cummins. And I can not see any reason for cutting off 
the jurisdiction of the commission at just the point which you suggest, 
namelv; that the charge shall be no greater for the lesser distance. 
In oraer to be lo^cal it would seem to me that we ought to say that 
the charges for tnis business ought to be made accor£n0 to the cost 
of doing business, without regard to the compulsion, if you please, 
of competition, either at the water's edge or in the interior when 
brought about by competition of railways alone. 

Mr. Shaughnessy. 1 suppose you have in mind that in order to 
make that work on the products of the soil, the forest, and the mines 
from our section, that if, instead of the blanket rates we now carry 
from Denver to aU eastern points we should be required to graduate 
the rates upward as distance increases it doubtless would restrict our 
markets and production. 

Senator Cummins. I have no settled conviction upon the question. 
It is the most difficult one which I know of relating to the adjust- 
ment of rates, but what you want is to say that competition shall not 
be regarded to the extent of reducing tne terminal rate below the 
intermediate rate ? 

Mr. Shaughnessy. That is the point; yes, sir. 

Senator Cummins. But if we do that, how can we stop short of 
saying that competition shall not be regarded sufficient to reduce the 
terminal rate below a fair proportion, or to reduce the terminal rate 
below a point that will establish a fair relation between the inter- 
mediate point and the terminal point ? 

Mr. Shaughnessy. Well, if we have an absolute long and short 
haul provision there would not be any occasion of that Kind, would 
there. Senator? 

Senator Cummins. Yes, but we have got to find some solid ground, 
some principle upon which to base a declaration of that kind. We 
have said that ail rates shaU be fair and just and reasonable. We 
have given that to the commission. Now we are taking away from 
the commission a part of the jurisdiction which we formeny conferred 
and establishing a legislative status, and when we do that we hare 
got to establish it upon some principle, it would seem to me. And 
that is the point that has perplexed me in regard to an absolute long 
and short haul clause. I call it to your attention so that you can 
reflect upon it. I do not know whether there is any merit in it or not. 

That IS all, Mr. Chairman. 

The Chairman. Mr. Sims. 

Mr. Sims. Let Mr. Esch proceed first. 

Mr. EscH. I have a few questions to ask. In your statement you 
said, Mr. Shaughnessy, that on eastbound tranic the rates were 
blanketed east of the Denver line ? 

Mr. Shaughnessy. Yes. 

Mr. Esch. And the railroads of the intermountain and western, 
section justifies the blanketing of rates on agricultural products on 
the ground that it afforded to your farmers, horticulturists, and so on^ 
a better market ? 

Mr. Shaughnessy. Yes, sir. 

Mr. Esch. Then you cited the fact that wool, however, did not 
receive the blanket rate, but that for a ton, that the carrier charged 
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$20 a ton from San Francisco to Boston, if I remember rightly and 
for Winnemucca, which is east of Reno, it was $38 a ton ? ' 

Mr. Shaughnessy. Yes, sir. 

Mr. EscH. How did the carriers justify that discrimination ? That 
is a product of the soil anyway ? 

Mr. Shaughnessy. They justify the maintenance of the 820 rate 
from San Francisco upon the groimd that they are compelled to meet 
the Australian competition, upon the wool coming from Australia, 
all-water to Boston, and they claim that it is necessary to have a rate 
of $20 a ton from San Francisco and other Pacific coast ports to 
Boston, all-rail, in order to meet that Australian water competition. 

Mr. EscH. Does that amoimt to a differential of $18 a. ton? 

Mr. Shaughnessy. It certainly does. 

Mr. EscH. Do they make any discrimination as to sugar? 

Mr. Shaughnessy. No; there is ao discrimination as to sugar. 

Mr. EscH. Why would not the same argument apply as to the 
Hawaiian Islands ? 

Mr. Shaughnessy. It might. It is an example that is in point 
which is absolutely in point, but tley have never done so. The sugar 
goes upon a basis, I think, of $13 I ton all territory east of Denver to 
Chicago and $15 a ton east of CHcago territory, and when you get 
down in Louisiana territory whe:e sugar is produced, it goes up to 
$17 a ton. 

Mr. Esch. You gave a very Jaborate review of the Shreveport 
cases and cited also the Illinois rate cases and the South Dakota 
express rate cases, showing coiflicts between the States and the 
Federal commissions. What igyour opinion of this recommenda- 
tion, made in the last report of the commission? 

That without abdication of any Fedeal authority to finally control questions affect- 
ing interstate and foreign commercethe commission be expressly authorized to 
cooperate with State commissions in eforts to reconcile upon a single record the con- 
flicts between the State and the intersltte rates. 

Mr. Shaughnessy. I agree rith that policy of cooperation. 

Mr. Esch. In your opinion ;hen the sitting of a State commission 
with the Federal commission rould not cause a conflict of authority ? 

Mr. Shaughnessy. There probably would be conflicts to some 
extent, but not greatly so, Jr. Esch. I beheve practically all those 
situations could be pretty <^ell ironed out by the various State 
commissions and the Intrstate Commerce Commission sitting 
together. However, I do ni think that the jurisdiction of the State 
over its o\vn internal comi^rce should be taken from it, because of 
that cooperation. In fact I think the iurisdiction of the various 
States should be made enrely clear on that point, that it is not to 
be abrogated or usurped, fecause unless that is done we are going to 
create an awful lot of je/ousy and opposition in the minds of the 
people at large, and as a fatter of wise pohcy I do not think you can 
afford to incur that, no^an the Interstate" Commerce Commission 
and the railroads reason^ly aflFord to incur that opposition and that 
hostility, and I think yA can better settle that by providing speci- 
fically that the States sAU retain their full jurisdiction over internal 
commerce and its insti^entalities, and then go on and provide for 
making eflPective the ^ommendation of the Interstate Commerce 
Commission for the /operation of the interstate and the State 
tribunals on matters ^at affect discrimination. 
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Mr. EscH. You think, then, that the reconcUing on a sin^ record 
of these differences between the State and Federal authorities over 
rates should be encouraged ? 

Mr. Shaughnessy. I do; yes, sir. 

Mr. EscH. Of course you would nevertheless recognize the supreme 
control or power of the Interstate Commerce Commission ? 

Mr. Shaughnessy. Yes, sir. Subject to the qualifications and 
safeguards I just referred to that would be the fundamental rule. 

Mr. EscH. Just one other question, with reference to eflBciency. 
I think you have stated, if I recollect your figures rightly, that the 
dead-weight tonnage of the averajge passenger train now is 550 tons 1 

Mr. Shaughnessy. Yes; that is, figuring on the all-steel equip- 
ment. 

Mr. EscH. And containing six cars ? 

Mr. Shaughnessy. Yes, su*. 

Mr. EscH. With a passenger capacity of 150 ? 

Mr. Shaughnessy. Yes, sir. 

Mr. EscH. But an average patronage of 54 to the train ? 

Mr. Shaughnessy. Yes, sir. 

Mr. EscH. And you deduce fron that that that would mean 10 
tons dead weight per passenger ? 

Mr. Shaughnessy. Yes, sir. 

Mr. EscH. And I infer from whit you said that that was ineffi- 
ciency? 

Mr. Shaughnessy. Yes, sir. 

Mr. Esgh. But how would you overcome that ? If the people insist 
that they should be carried in steel ars, would you want to go back 
to the wooden shells that we used 'io have, with the frightful dis- 
asters of telescoping and burning pecple in the wrecks ? How would 
you overcome that! 

' Mr. Shaughnessy. My view on tht may be somewhat different, 
Mr. Esch. In the first place I do notoelieve that the all-steel equip- 
ment has provided an absolute safetj factor. Of course it is some- 
what more safe than the old wooden -ars, but not greatljr so. For 
instance, to-day the all-steel equipmnt, when you are in a very 
severe collision, telescopes and breaksup, perhaps not to the same 
extent that the old wooden equipment «id; out as to the fire hazard, 
the fire hazard in the old days came frqn the use of lamps and gas; 
to-daj that is largely removed by the use of electrical equipment, 
and it is my contention that wooden equipment could be substi- 
tuted, especiallv at this time, to gre^t advantage. It is much 
cheaper tnan the steel materials, and t is among the classes of 
material that have not greatly increased a price. 

Mr. EscH. Your views run counter to tie repeated declarations of 
the Interstate Commerce Commission, do Uey not ? 

Mr. Shaughnessy. I am not in accord vith them on that, because 
the operating results do not show the thir;rs that were hoped to be 
accomplishea by steel equipment. 

' Mr. Esch. In their recommendations tfcjy say that the use of 
steel cars in passenger-train service be requred, and that the use in 
passenger trams of wooden cars between, or*n front of steel cars, bo 
prohibited. 

Mr. Shaughnessy. Yes; that is true. 
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Mr. EscH. I think that the reports of the Chief of the Division of 
Safety Appliances in the Interstate Commerce Commission, Mr. 
Belknap, all seem to trend one way, of the increased safety to the 
traveling puhUc resulting from the use of steel cars. 

Mr. Shaughnessy. Yes. 

Mr. EscH. I appreciate what you say, that the use of steel cars 
adds greatly to the dead-weight tonnage of the train, necessitating 
heavier locomotives, and of course heavier rights of way ? 

Mr. Shauohnesst. Yes, sir. 

Mr. EscH. But the public will insist on the continuance, in my 
opinion, of the steel-car equipment. 

Mr. Shauohnesst. Perhaps they feel safer in it. I think there are 
equally good reasons, Mr. Esch, and better results to be obtained by 
a wise and reasonable use of both steel and wood in reducing the 

F present excessive dead weight. I know, I am very sure it will be 
ound after ail equipment is converted to steel, that we have been 
hauling around a lot of dead weight, aggregating 10 tons per passen- 
ger in our passenger equipment, and we wilTlater on go back to a very 
much lighter standara oi car than that. The increased safety factor 
that we are all striving for at tlje present time will be obtained through 
other methods, will be obtainea through the use of automatic trun 
stops, which will amount to preventing the coUision rather than build- 
ing battleship equipment to withstand the shock when the collision 
occurs. Automatic train stops will prevent the colhsions and loss 
of life, and their adoption, which should be required forthwith, will 
insure the maximum of safety and the economical use of Ught equip- 
ment. 

Mr. EsoH. The commission has recommended the use of automatic 
stops; there are train-control devices, and our committee in the 
House has recommended such a bill to the House in a former session. 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. Mr. Chairman, shall I proceed ? 

The Chairman. Yes, sir. 

Mr. Sims. I do not know that I imderstood that statement in the 
reply you made to Mr. Esch. Is it necessary to carry wool from San 
Francisco, or some point on the Pacific Ocean, to New York, at $20 
a ton in order to meet the competition in wool from Austraha ? 

Mr. Shaughnessy. That is their justifying reason for the mainte- 
nance of the wool trade. 

Mr. Sims. What is the reason given by the railroads themselves 1 

Mr. Shaughnessy. By the rauroads; yes, sir. 

Mr. Sims. Now suppose we shipped a ton of wool, or ten or a hun- 
dred tons from San Francisco to New York or Boston, that goes 
atS20t 

Mr. Shaughnessy. Yes, sir; when shipped in carloads. 

Mr. Sims. Suppose you make the same shipment from Salt Lake 
Qty, what would it go at ? 

Mr. Shaughnessy. The freight is somewhat less from Salt Lake 
City. I do not just remember. 

Mr. Sims. Well, from J^our own State, from Reno ? 

Mr. Shaughnessy. Take it from Winnemucca, our average repre- 
sentative point, S38 a ton. 

00653—18 ^36 
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Mr. Sims. Eighteen dollars a ton more for a ton of wool of the same 
kind going over the same road from Winnemucca to New York or 
Boston than from a Pacific Ocean point ? 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. Then wool from the interior, Winnemucca, shipped from 
there, can not compete with Austrahan wool in the eastern markets f 

Mr. Shaughnessy. It has been able to because of the demand for 
wool. 

Mr. Sims. How can it do it if it is necessary for the wool shipped 
from California to go at S20 ? 

Mr. Shaughnessy. That would be true in most commodities, 
and it would be true in wool, too, if there was not a very keen demand 
for it; but for a number of years the Nevada wool has always been 
in demand, and there has always been a market for it, therefore it 
did not prevent its moving, 

Mr. Sims. This Australian wool is not shipped from San Francisco, 
is it? 

Mr. Shaughnessy. No, sir. 

Mr. Sims. It is shipped from Australia? 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. There is no railroad connecting with the Atlantic coast 
from Australia, is there ? 

Mr. Shaughnessy. No, sir. 

Mr. Sims. Then how is it enabling a railroad company in the United 
States to meet water competition in the United States by giving them 
a rate against a foreign country ? 

Mr. Shaughnessy. I do not think it is at all justifiable. 

Mr. Sims. I want to find the ground — upon what grounds it was 
permitted by the Interstate Commerce Commission, if they have any 
power to control it. 

Mr. Shaughnessy. Other than the Australian competition, I do 
not know, sir. 

Mr. Sims. I asked that simply because I wanted to get it clearly 
in my mind. Is that correct, that from the Pacific points, I mean 
from 

Mr. Shaughnessy. San Francisco. 

Mr. Sims. From Pacific coast points, both in the interior or on the 
coast, that all rates are the same for points east of Denver? 

Mr. Shaughnessy. Well, not all, but largely the products of the 
soil; the principal products of the soil are upon the same basis after 
you pass Denver going east, into all markets — ^practically all markets. 

Mr. Sims. It does not matter how much beyond Denver it may be! 

Mr. Shaughnessy. No, sir; for instance, I might illustrate that by 
taking the rate on oranges, which are raised in large volume in Cali- 
fornia. The rate from California points to Denver is $1.15, and to all 
points east from Denver, including Atlantic coast terminal points, 
It is $1.15. 

Mr. Sims. From California? 

Mr. Shaughnessy. Yes, sir, 

Mr. Sims. And the railroads actually haul oranges from California, 
I mean to the territory east of Denver, for nothing ? 

Mr. Shaughnessy. Well, I do not look at it quite that way. 

Mr. Sims. Is it not a fact, though, if they charge the $1.16 to 
Denver, and do not charge over that to Chicago, Boston, and New 
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York, if they are hauling it, if it is going the same way, if the^rest of 
the haul is not absolutely free to the owners of the oranges or to the 
purchasers of them ? 

Mr. Shaughnessy. No; I hardly look at it that way. 

Mr. Sims. Does he pay any more money ? 

Mr. Shaughnessy. No, sir; he does not. 

Mr. Sims. I mean in the money sense — the railroad, or the shipper, 
or the purchaser ? 

Mr. Shaughnessy. I might say yes to your question, in the ab- 
stract, but you must take into account the justifymg conditions upon 
which they have based the initial rate before you can say it is dfone 
for nothing. 

Mr. Sims. Well, as far as the railroad haul is concerned from 
Denver east of that box of oranges, or that carload of oranges, from 
there on the cost is absolutely nil, is it not ? 

Mr. Shaughnessy. Yes, sir; that is true. 

Mr. Sims. The railroad does not get one cent more for carrying 
them beyond there than if they stopped at Denver ? 

Mr. Shaughnessy. No, sir. 

Mr. Sims. Then is that not absolutely a free service, so far as the 
railroads are concerned ? 

Mr. Shaughnessy. Yes, taken in that Ught. 

Mr. Sims. It does not increase revenues ? 

Mr. Shaughnessy. No^ sir. 

Mr. Sims. But it does increase expenses, does it not ? 

Mr. Shaughnessy. No, sir; I do not see it that way. 

Mr. Sims. It has got to take a train on from Denver to Chicago or 
New York, and get no more for carrying, then what is the reason it 
does not increase transportation expenses on that carload of oranges ? 

Mr. Shaughnessy. Of course, that may be one way of looking at it. 

Mr. Sims. Is it not a fact ? , 

Mr. Shaughnessy. WeU, I would not say it was. Of course, it is 
the volume of business that the rate is fixed upon in the first instance, 
and they figure there will be a volume, say, of 50,000 cars of oranges 
per year, which I think there is. On that volume they could make a 
rate of $1.15 a hundred,, or $23 a ton to all territory, beginning at 
Denver, and serving all points east of Denver, and including the 
Atlantic coast points. 

Mr. Sims. They figure that on the entire volume of business they 
can make a profit ? 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. Then it must necessarily mean that they must charge 
more than it is worth for part of the shipment and less than it is worth 
for part of the shipment? 

Mr. Shaughnessy. Naturally there are some points in there that 
are lower and some higher. There is another point in there, that is 
the average point, I suppose, to which the rate, if separetely con- 
sidered, might be about right, but this does not fairly state the case, 
because when the entire movement is averaged the rate is profitable 
and lower than it might otherwise be if the production and consump- 
tion was restricted by mileage rates. 

Mr. Sims. Is that not purely an arbitrary matter ? Do they not de- 
termine that in and of themselves ? 

Mr. Shaughnessy. Yes, the carrier originated the system. 
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Mr. Sims. It is not a compelling arrangement? 

Mr. Shaughnessy. No; it is, as before stated, determined by the 
carriers themselves, but it is predicated upon the ground that it 
would be benefiical to the producii^ and shipping pubuc in furnishing 
them the widest market possible iot their products. 

The Chairman. And also beneficial to the consimiing public ? 

Mr. Shaughnessy. Yes, sir. 

Thp Chairman. By widening the area of the consumption? 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. I am not at all controverting that fact, but I am trying 
to get at the operating revenues and operating expenses of the raiC 
roads. They claim their expenses are ever on an increase for some 
reasons. 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. On account of the cost of labor and material. But I 
want to know if it is not a fact that on the part of a through shipment 
from the Pacific coast, through Denver to Boston and New York, 
if their expenses are not increased to the extent of all additional ex- 
peases incurred in taking that freight through that blanket zone of 
2,000 miles, is it not, or about ? 

Mr. Shaughnessy. Well, I would not say it increased their ex- 
penses, becaiLse each and every carrier participating in the haul gets 
ats pro rata of the $23 a ton earnings comii^ off the Pacific coast. 

Mr. Sims. But suppose that these roads (fid not carry any oranges 
beyond Denver? 

Mr. Shaughnessy. Yes. 

Mr. Sims. But did carry other freight in that long 2,000-inile haul 
that they did get revenue for, would that not increase the revenues 
as a whole ? 

Mr. Shaughnessy. Yes; that is true looking at it in that light, 
but blanket rates promote the widest and cheapest production and 
consumption and shoidd be extended to all long-haul interstate 
traffic. 

Mr. Sims. In other words, they are carrying that freight, or por- 
tions of it, 2,000 miles, absolutely for nothing, so far as revenues to 
the railroads are concerned ? 

Mr. Shaughnessy. Yes; predicated upon the example that you 
put there that would be true, but yet that is not comparable with the 
theories of rate blanketing. 

Mr. Sims. The facts are, generally speaking, that the rates are 
blanketed all over the country ? 

Mr. Shaughnessy. Yes, sir; on products of the soil. 

Mr. Sims. Then there are blankets everywhere? 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. In other words, then, they estabUsh arbitrary zones or 
districts ? 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. And the freight rate, regardless of the cost of carrying 
the freight, the absolute cost, regardless of the expenses, the wear 
and tear of the machinery, or anything of that sort, the freight rate 
is one charge dear through ? 

Mr. Shaughnessy. Yes, sir; the blanket rate covers it all. 

Mr. Sims. So that the ordinarv dealer in New York cm. sell his 
oranges from California just as cneaply as the man who lives on the 
western edge of the 2,000 mile blanket ? 
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Mr. Shaughnessy. That is true. 

Mr. Sims. Therefore he does not pay anything for the upkeep of 
that raikoad on that 2,000-mile haul ? 

Mr. Shaughnessy. Well, I think he does. Of course, he does not 
in the sense in which you put it, but that is comparable with tiie 
postagOHstamp rate, where distance is disregarded and all are given 
an equal rate. 

Mr. Sims. Absolutely; I was going to ask you about that. The 
railroads, in order to make money at all, must charge such a rate 
upon all their business as makes it all profitable? 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. That is, taken as a whole. Now, then, such a system 
of doin^ business, where is there any reason or common sense in 
competition of any kind or sort? . I mean of inland competition, 
railway competition among each other? 

Mr. Shaughnessy. There should not be any in my judgment. I 
think that is a myth and a mistake, and that the antitrust laws in 
in that regard should be loosened up, and the consolidation of rail- 
-wajs and traffic agreements should be regulated but not prevented. 

Mr. Sims. Do you think privately owned property, privately 
owned business, privatel]r owned pubhc utilities should not be subject 
to the laws of competition that exist between other private indi- 
viduals, producers and business men ? 

Mr. Shaughnessy. No ; competition is wasteful and should not be 
permitted under an effective system of regulation. 

Mr. Sims. In other words, in public utility service it should not be 
controlled by competitive methods ? 

Mr. Shaughnessy. No; that is my idea of it. 

Mr. Sims. But should be controDed by law ? 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. By the agents of Government ? 

Mr. Shaughnessy. That is it. 

Mr. Sims. As provided by law of the Government? 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. When freight had to go from New York to San Francisco 
all water, around South America, could it be carried on the whole as 
cheaply as it can through the canal? 

Mr. Shaughnessy. No; not nearly so cheaply. 

Mr. Sims. In other words, the distance has been shortened about 
7,000 or 8,000 miles ? 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. The canal is built at public expense, is it not ? 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. The general taxpayer pays that? 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. Do vou think the public taxpayer ought to be called 
upon to create facilities for a naturally lavored point, additional 
facilities like water terminus, do you think that these facilities should 
be created out of pubhc taxation and then that part of the very 
people who pay these taxes, and must pay them, until the canal gets 
to be self-supporting, should these people suflfer by an additionally 
reduced rate from a water point? 

Mr. Shaughnessy. No, sir; that is the argument that we make. 
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Mr. Sims. You believe then that in spending the public money to 
increase water facilities that the competition growing out of increased 
water facilities should be prohibited — I mean additional competitive, 
additional reduced rates, fey anything except water-borne commerce, 
that it should be provided in the act, or in some other way, that no 
reduction, that is other than water rates, should take place by reason 
of this increased water facility, brought about through the expendi- 
ture of public money? 

Mr. Shaughnessy. Yes, sir; I think that would be wise public 
policy. 

Mr. Sims. Well, has it not been to some extent, at least the argu- 
ment presented to Congress, almost continuously, that water routes 
shoidd be so improved as to furnish the ^eatest amount of competi- 
tion to the railroads so as to force the railroads, by using the taxing 
power of the country, to reduce their rates to competitive wat^r 
points ? 

Mr. Shaughnessy. Yes, that has been the argument but the 
money expended has not developed water transportation. 

Mr. Sims. So then you think that all water competition that is 
created chiefly for the purpose of reducing railroad rates is un- 
economic, illogical and unjust to the people as a whole? 

Mr. Shaughnessy. Yes, sir; that is our position, Mr. Sims. 

Mr. Sims. Is it not a just and proper position? 

Mr. Shaughnessy. It is, I think, absolutely so, and I have en- 
deavored to demonstrate this fact in my statement. 

Mr. Snis. The Illinois Central runs from Chicago to New Orleans. 
It touches the Mississippi River at certain points. Now if the 
Mississippi River should be so improved as to enable river-borne 
commerce between competitive points on the Illinois Central to be 
carried at greatly reduced rates, then will it not have to increase its 
rates to portions of its territory where this water competition does 
not exist, unjustly, unreasonably and unfairly ? 

Mr. Shaughnessy. It would if it wanted to continue making the 
same amount of earnings. If necessary to make the same amount 
of earnings, they woula probablv pursue that policy. But that is 
the very thing, i think, which should not be permitted. 

Mr. Sims. How are you going to keep Congress from doing as it 
pleases where it has jurisdiction ? 

Mr. Shaughnessy. I do not know. 

Mr. Sims. Do you not think there have been vast sxuns of money 
spent to bring about merely potential water competition where none 
really resulted, I mean in tne improvement of rivers especially ? 

Mr. Shaughnessy. That is possibly true, but I do not Know of 
my own knowledge, Mr. Sims. 

Mr. Sims. Did you ever examine the eflfect of the money spent 
on the Trinity River in Texas ? 

Mr. Shaughnessy. No, but I have heard about it. 

Mr. Sims. I will not ask you that if you have not examined ft 
at all. That is all. 

Mr. EscH. There are just one or two questions. On the commerce 
from the Pacific coast and intermountain country, which is blanketed 
east of the Denver line, is the right of diversion granted to that 
traffic? 

Mr. Shaughnessy. .1 am not sure. I should have to look that up. 
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Mr. EsGH. Is it not true as to oranges and citrus fruits f 

Mr. Shaughnesst. I think it is true as to oranges. 

Mr. EscH. That is a valuable right. 

Mr. Shauqhnessy. Yes, that is true. 

Mr. EsoH. Do you think it a wise, economic policy for the Govern- 
ment, after it has invested $400,000,000 in the construction of the 
Panama Canal, to seek to get a revenue from the use of the canal 
sufficient to pay operating expenses and interest on cost, if thereby 
the continental rail rates would have to be reduced, or they lose the 
traffic from icoast to coast ? 

Mr. Shauohnesst. Well, I think in that connection that the water 
carriers should be permitted to participate in the movement of 
domestic trsf^c from the Atlantic coast to the Pacific coast and 
from the Pacific coast to the Atlantic coast, reasonably, and that 
the rates of the transcontinental rail carriers should not be permitted 
to be reduced to a point that would put them out of busmess, put 
the water carriers out of business. 

Mr. EsOH. And, on the other hand, you would not want the rates 
fixed as to put the rail carriers out of business ? 

Mr. Shauohnesst. No, I think that might very wisely be handled 
b^ the governmental departments, the !mterstate Commerce Com- 
mission on one hand and the Shipping Board on the other, fixing 
rates that will be fairly satisfactory to both the water lines and to 
the rail linos, and at the same tune not discriminate at interior 
points. 

Mr. EsCH. To the end that both might live ? 

Mr. Shauohnesst. Yes, sir; to the end that both might live and 
prosper. 

Senator Cummins. Then the water rate would have to be a mini- 
mum rate in order to accomplish that ? 

Mr. Shauohnesst. The rail rate, did you say ? 

Senator Cummins. No, if you regulate the water transportation 
so that it will not drive the railroads out of business, there would 
have to be prescribed a minimum rate as well as a maximum ? 

Mr. Shauohnesst. Yes, that is true; I think you are right on that. 
I think that would be wise. I think it would also be wise m aflfording 
protection to the water carriers, who do go into the business, and who, 
after the expenditure of a great deal of money, perfect a very high 
grade of water service between the two coasts — now, then the 
establishment of a minimum will give to such a carrier the protection 
to which he should be reasonably entitled and keep from tne service 
the so-called tramp steamers and others that jump in and jump 
out of the established trade, at unreasonably low rates, thus dis- 
rupting the r^ular service. 

Mr. EscH. Do you not think that the superior character of the rail 
service will give to the railroads a fair proportion of the business, 
even if the water carriers are permitted to take care of themselves ? 
^ Mr. Shauohnesst. Yes, I really do, Senator; there is no question 
about that. The superior f acihties of the railways and their oppor- 
tunity to reach industrial and warehouse tracks and do the switcning 
of the traffic right direct to and from industries and commercial 
houses, which the water carriers can not do, gives the rail carrier a 
very decided advantage from a service standpoint. But if the rail- 
ways can not meet water competition without long and short haul 
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rates, the traffic should go to the water carriers, because that should 
be the distinguishing line between what is rail and water traffic. 

Mr. Sims. I forgot one question I want to ask about the steel car. 
Should not the passengers who ride in a steel car, on account of its 
supposed insurance feature, its greater protection, greater safety, 
why should they not pay for that just the same as insurance comes 
in any other way ? Why not keep the steel car and let those whose 
lives and limbs are saved by it pay for it like they would for any 
other sort of insurance? 

Mr. Shaughnessy. That is one way; that leads to thfe question of 
classification of passenger traffic. 

Mr. Sims. Increase tne rates wherever the expense of the service 
is increased. 

Senator Cummins. Do you know any practical way in which you 
could get a passenger to ride on a steel car or a wooden car ? " 

Mr. Sims. If you are going to carry both on the same train i 

Senator Cummins. It would be worse than to have the entire train 
wood to put the steel cars in the same train. 

Mr. Sims. They have whole trains of steel coaches. 

Mr. EscH. That would double the equipment and increase the cost. 

Mr. Shaughnessy. The question comes back to preventing the 
collisions. Unless this is done, frightful losses of life will continue 
because of collisions between through all-steel car trains and local 
wooden-car trains. The order of the Interstate Commerce Com- 
mission excluding the wooden car from tne steel-car trains affords 
protection to these trains, but none at all to the local wooden-car 
train, both of which are operated over the same tracks. Railroad 
officials, engineers, and trainmen are the most exacting disciplinarians 
and the closest observers of rules and regulations to be foimd in any 
line of industry, but of course they are not inf alhble. Surprise tests 
made against train and engine men show a 100 per cent ODservance 
of danger signals over long periods, but the time comes when, through 
human fallibility of one kmd or another, there is a nonobservance 
and there is a collision and scores of lives are snuffed out. No time 
should be lost in passing and enforcing an ** automatic train stop" 
law. Its adoption will supplement our present highly trained and 
efficient railway operating forces and afford the maximum of safety 
from collisions, while at the same time paying for itself many times 
over in the saving effected in loss of life and property. 

The Chairman. Mr. Doremus, have you anv questions t 

Mr. Doremus. Yes, sir. I take it that in the answer you made to 
Mr. Esch's questions, you are not in favor of eliminating water 
coiupetitiont 

Mr. Shaughnessy. No; I ana in favor of promoting it in every 
legitimate way, and of preventing the rail carriei^ from destroying 
it as they have in the past. 

Mr. Doremus. You do not believe that from a conimercial and 
economic p^int of view, our investment in the Canal is an unwise 
one, do you 1 

Mr. Shaughnessy. I think it was wise; I think it was exoeedinglv 
wise, and slow moving low rate domestic traffic should move through 
it freely from coast to coast, without the restriction of long-and-ahort» 
haul rail rates. 

Mr. Doremus. As a general proposition you would favor the healthy 
stimulation of water transportation, would you not? 
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Mr. Shauohnessy. Yes, sir; that is our position. 

Mr. DoBEMUS. I think that you said the rail rates on oranges from 
Los Angeles, or other Pacific point, to Boston, is the same as the 
rate from the Pacific coast point to Denver! 

Mr. Shauohnessy. Yes, sir; that is true. 

Mr. DoBEMUs. That it was $1.15 a box! 

Mr. Shaughnessy. One dollar and fifteen cents a hundred, or $23 
a ton. 

Mr. Sims. It is not by the box ? 

Mr. Shaughnessy. No; by the hundred. 

Mr. DoBEMUS. Then it would cost no more to haul a box of oranges 
from the Pacific coast to Boston than from the Pacific coast to 
Denver? 

Mr. Shaughnessy. No, sir; figured on the average, the cost would 
be the same. 

Mr. DoBEMUS. And that low rate from the Pacific coast to Boston, 
as I gather it from your testimony, is to enable the producers in 
California and other Western States to meet the Australian com- 
petition? 

Mr. Shaughnessy. That would be so on wool. That was on wool 
but not on deciduous fruits. 

Mr. DoBEMUS. No; I have reference to wool. 

Mr. Shaughnessy. Yes. 

Mr. DoBEMUS. That being so, is it not fair to assimie that the people 
of Denver, of that section of the country, are penalized in order to 
enable the producers of the West to meet the Australian competition ? 

Mr. Shaughnessy. Yes; that is the answer to that, that the wool 

E reducers at interior points are penalized, I do not know how much, 
ut they bear the burden of tne diflFerence which lies somewhere 
between the $20 and the $38 rates which would be represented by a 
reasonable rate if the discrimination was removed and the charges 
made uniform. 

Mr. EscH. You were discussing the Shreveport case and the water 
trafiic in the South, especially on the Mississippi ? 

Mr Shaughnessy. Yes, air. 

Mr. EscH. I think you cited figures, namely, that whereas 10 years 
ago the water-borne trafiic on tne lower Mississippi was 600,000 or 
800,000 tons 

Mr. Shaughnessy. Eight hundred and some odd thousand. 

Mr. EscH. In the last year you cited it had been reduced down to 
87,000 tons? 

Mr. Shaughnessy. Yes, sir. 

Mr. EscH. And you deduce from that fact that the commission 
should therefore ignore water competition in that region, just as it 
Ignores water competition now on the coast? 

Mr. Shaughnessy. Yes, sir; that is my position. 

Mr. Esch. And therefore the long and short haul clause should be 
made effective in that region ? 

Mr. Shaughnessy. Yes, sir; that is my deduction. And, going 
further there, I wished to exemplify in a general way the entire 
Southern States situation, which is in substantially the same condi- 
tion along the Mississippi River and the Gulf of Mexico, so far as the 
long and short rates are concerned. 
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The Chairman. I want to ask you just a few questions. What 
was your position before you became a member of the Nevada State 
Raikoad Commission t 

Mr. Shaughnessy. My occupation has been that of a raikoad man, 
a m'actical raikoad man. 

The Chairman. How long were you in that business ? 

Mr. Shaughnessy. I followed it for 15 years prior to the time I 
went on the railroad commission of Nevada and have been on the 
railroad commission of Nevada during the past 10 years. 

The Chairman. You were at one time assistant superintendent, I 
believe, of the Southern Pacific Railroad ? 

Mr. Shaughnessy. I was assistant superintendent of the South- 
em Pacific Co. in Nevada for about three years. 

The Chairman. Does the same system prevail with reference to 
the transportation of products from the intermoimtain region to the 
East that prevails from the East to the intermoimtain region with 
reference to the long and short haul ? 

Mr. Shaughnessy. No; there is a marked difference there. On 
the eastbound movement we have the advantage of the blanket rate 
on practically all products to all eastern markets, but on westbound 
products, why, we suffer the long and short haul differential. 

The Chairman. Now, on eastoound traffic, are there any places 
between Nevada, we will say, and New York to which tliere is a 
larger charge for the transportation of products from Nevada to those 
pomts than there is to New York ? 

Mr. SHA.UGHNESSY. No, sir. Take it on eastbound traffic 

The Chairman. Then with reference to eastbound traffic there is 
no discrimination ? 

Mr. Shaughnessy. No, sir; except as to wool. 

The Chairman. Such as you complain of with reference to west- 
bound traffic ? 

Mr. Shaughnessy. That is true, the eastern shippers and con- 
sumers of Indiana, Ohio, Pennsylvania, and New York, intermediate 
to the Atlantic coast terminals, are not burdened with back haul 
charges on eastbound traffic, such as we are subjected to on west- 
bound traffic. 

The Chairman. Now with reference to the cost of passenger trans- 
portation, the tremendous weight of the interstate trains, is their 
weight in excess of the purely State trains, or the trains that mainly 
accommodate local traffic ? 

Mr. Shaughnessy. Yes; that is true. The trains that are used 
for the local State traffic, where separate trains are run, usually 
utihze the older equipment, and that is made up of the old type 
wooden cars, including steel underframe cars, and is therefore much 
Ughter than the all-steel eauipment trains used for interstate service. 

The Chairman. It is hgnter both as to the passenger cars and the 
engine, is it not ? 

Mr. Shaughnessy. Oh, yes; much lighter. 

The Chairman. And your contention is there is less dead weight 
carried to each passenger in that case ? 

Mr. Shaughnessy. i es, sir. 

The Chairman. The reason why those rates should be purely in 
domestic control 

Mr. Shaughnessy. Yes; that is one of the reasons, sir. 
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The Chaikman. But almost all the interstate trains, of course, 
carry purely State passengers, do they not 1 

Mr. Shaughnessy. Yes, sir; that is true. It is growing that way 
much more all the time. The interstate trains are being used as a 
medium for the handling of local traffic within the various States, 
wherever it can be done advantageously. While the average is 6 
cars, there are many trains much larger than that; they carry 10, 
12, and 14 cars. 

The Chairman. Have you ever inquired as to the character of 
these trains that carry passengers in England and in Europe at com- 
paratively low rates ? 

Mr. Shaughnessy. As to the equipment ? 

The Chairman. Yes. 

Mr. Shaughnessy. Well, toy information on that, discussing it 
with men who have been in Europe, is to the effect that passenger 
cars run from 15 to 25 tons, and the engines in proportion, 
and that the service is given conveniently and economically. 
Those lighter trains necessanly can be operated verv cheap and more 
cheaply, proportionately^, than the all-steel extra-heavy trains that 
we have, the cars of which will average 70 tons each. I think we 
have gone entirely too far in the matter of weight. We can obtain 
the same ends in the matter of safety, and do it much more 
economically, I am sure. I am sure there is a large field for im- 
provement there. 

The Chairman. It would lead to a classification of passenger rates, 
would it not — first, second, and third class ? 

Mr. Shaughnessy. Well, that has been discussed. 

The Chairman. You think that would be acceptable to the Ameri- 
can people, do you ? 

Mr. Shaughnessy. I do not know, Senator. No one can tell in 
the absence of a trial just how the public would accept it, and it 
might require considerable effort to educate our people up to that 
scheme, tne same as they have in England, where tney have first, 
second, and third class traffic, and where practically all the traffic of 
England travels second class. 

Mr. Sims. The same in France and Germany, too, is it not ? 

Mr. Shaughnessy. Yes, and those who neea a cheap service secure 
it by traveling third class. A sufficient classification lor this cotmtry 
mignt be established by a reduction in the fares for day coach service 
as distinguished from Pullman car and other higher grade train 
services. This seems reasonable because of the difference in the 
space and conveniences furnished and the necessity for low fares to 
meet the changes which are rapidly taking place in the art of trans- 
portation. From an operating and service standpoint there is just 
as much reason for a classification of passenger service as there is for 
freight service, because of the different character of facilities and 
services that are furnished. 

The Chairman. As I understand it, so far as this long and short 
haul is concerned, you wish the law itself to authorize and require 
the same practice with reference to westboimd traffic supplying the 
intermountain region that is now applied hj railroads to eastbound 
traffic, originating in the intermountain region and supplied to the 
western and middle west, and the Atlantic coast re^ons, is that it ? 

Mr, Shaughnessy. Yes, Mr. Chairman, that is our position 
exactly. 
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The Chairman. As to this blanket system that you have referred 
to, regardmg oranges, for instance. Tne effect of that system is to 
enable the people east of Denver to get these fruits at as reasonable a 
rate as the people of Denver, is it not ? 

Mr. Shaughnessy. Yes, sir; that is true. 

The Chairman. It widens, therefore, the area of consumption of 
California products ? 

Mr. Shaughnessy. Yes; it promotes production and a market for 
a larger amount of produce; the one leads to the other, of course. 

Mr. Sims. Is the rate on oranges all water to New York or Boston 
and Atlantic ports and then inland back to Denver the same that it 
is directly from the Pacific ports to Denver? 

Mr. Shaughnessy. I do not believe that they have yet beguu to 
handle any of the fresh fruits by water. 

Mr. Sims. Or any of the other products to which this particular 
rate applies, whether fruit, lumber, mineral products, or anything 
else ? 

Mr. Shaughnessy. What is the question on that ? 

Mr. Sims. Is the all-water route, 1 mean through the canal to New 
York, say on lumber from San Francisco all water to New York, then 
the same lumber sent back to, say, west of the Mississippi River or to 
Denver, would the water haul from the Atlantic to its termination be 
the same as it is from the Pacific port all rail to Denver, or the 
blanketed portion that they carry ? 

Mr. Shaughnessy. No. Take lumber handled from the Pacific 
coast terrritory to the Atlantic coast and then shipped by rail inland, 
it pays the water rate to the Atlantic terminal plus the local rate 
inland from the Atlantic coast, whatever that may be, and that 
would meet the rail rate somewhere out in the interior, probably 
around Buffalo; you might be able to get back as far as Buffalo witu 
that lumber that went around by water and thence by rail inland, but 
no variation is made in the all-raU charges coming across, none is 
made because of that fact on east-bound traffic. 

Mr. Sims. Then there is a portion of this blanket covered by the 
rate you speak of that is not water compelled ? 

Mr. Shaughnessy. Yes, sir. 

Mr. Sims. That is the point I wanted to get at. 

Statement of J. F. Shaughnessy Resimed Before Senate 

Co3imittee. 

Mr. ScANDRETT. Mr. Shaughnessy, these letters and telegi*ams seem 
to be responsive to letters and telegrams sent out by the Intermediate 
Rate Association. Will yon file those letters or copies of those i 

Mr. Shaughnessy. The statement that I made here in the open- 
ing is the matter to which they are responding. 

Mr. ScANDRETT. I kiiow, but vou have not furnished for the record 
the copies of the telegrams and letters sent out by the Intermediate 
Rate Association to which these are responses. Will you file those? 

Mr. Shaughnessy. They are responsive to this general statement 
which I put in the record at the opening of the hearing. That is nil 
we have at the present time. 

Mr. Bartike. It is all in. 



Digitized by VjOOQIC 



LONG-AND-SHORT HAUL ON BAILBOADS. 573 

Mr. Campbell. A copy of that letter was the first thing Mr. 
Shaughnessy put in. It was read in the record. 

Mr. Scandbett. Some of them refer to letters of certain date and 
some to telegrams of certain date. 

Mr. Shaughnesst. Telegrams were sent, asking for action on the 
letter and what their views were and to notify us, as the hearing was 
coming on. 

Mr. ScANDRETT. Will you file the telegram, too, or a copy of the 
telegram ? 

Mr. Shaughi^essy. I will as soon as I can get that, but I have not 
got it at the present time. Here is a full copy of the correspondence 
as it went out from the Intermediate Rate Association, and to which 
these letters and telegrams are in response. This is the letter of the 
Intermediate Bate Association, reviewing the situation as we under- 
stand it to be to-day, with regard to the administration of the fourth 
section, so called, as amended in 1910, and including with that letter 
a copy of the House bill 9928, introduced by Mr. Hayden, of Arizona, 
which is a composite of the Senate bill here under consideration. 
Also included therewith is a copy of the minority report of Senator 
Poindexter from the Committee on Interstate Commerce, filed on the 
Federal compensation act, which has just now passed the Congress. 

Mr. ScANDRETT. That letter, you say, has already been put in the 
record. 

Mr. Shaughnesst. I will submit that, and ask that it be intro- 
duced, in view of the fact that the point has been raised. 

The Chairman. It is not necessary to print it twice. It may be 
printed once. If you have already read it- 

Mr. Shaughnesst. I have read it into the record. 

The Chairman. It is just a waste of money to print it twice. Let 
the reference be made to it as having been printed before, if that is 
the case. 

Mr. ScANDRETT. Ye3, sir. I was not aware that that had been 
read into the record. Have you stated. Mr. Shaughnessy, what the 
Intermediate Rate Association is and when it was organized? 

Mr. Shaughnessy. When it was organized ? 

Mr. ScANDRETT. Yes. 

Mr. Shaughnessy. Well, the Intermediate Rate Association is a 
voluntary organization made up primarily of the representatives of 
railroad commissions, traffic associations, commercial clubs, and 
chambers of commerce of the intermountain territory. It was or- 
ganized at the Chicago hearinj^ in 1914. when, after fighting before 
the Interstate Commerce Commission and the courts for some four or 
five years following the amendment of the fourth section, the com- 
mission, in response to an application of the carriers following the 
opening of the Panama Canal, clearly gave evidence that they were 
going to reject the decision which we had finally won before the 
Unitwl States Supreme Court after so much effort, delay, and ex- 
pen.'^e, and in this connection we were not mistaken because later the 
comnii:^sion did modify the order and put in very much gi^ejiter 
differentials against the intermountain country than had previously 
been ordered on June 22, 1911. In fact, taking structural iron as 
illusti*ntive, said differentials were increased from an average of 15 
per cent to »*>4 per cent. At that point all of the parties of record 
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within the intermountain territory formed the Intermediate Bate 
Association, but agreed to give further time within which the Inter- 
state Commerce Commission might have full and fair opportunity to 
work the matter out. Because the commission has so construed and 
applied the law under the fourth section as amended throughout all 
Southern and Western States in such manner as to give us no security 
whatever or anything approaching a stable basis in rates, we have 
appealed to Congress — the only Branch of Government to which 
the States and the producers and consumers may appeal — and we are 
asking that an absolute long-and-short-haul provision be enacted at 
this time* 

That is the history of the Intermediate Eate Association. 

Mr. ScANDRETT. Well, the decision of the Supreme Court, to which 
you referred, was the decision of the Supi-eme Court affirming the 
order of the Interstate Commerce Commission, was it not? 

Mr. Shaughnessy. Yes, sir. 

Mr. Mann. In the so-called intermountain States. 

Mr. Shaughnessy. Yes, sir, absolutely. 

Mr. Wbttrick. In other words, when you found the commission 
or the courts would not do what you thought they ought to do, you 
decided to make a political question of it? Is not that a fact? ' 

Mr. Shaughnessy. If you want to put it that way, you can. You 
can have it in any language you want to put it in. 

Mr. Campbell. Right at this point, in view of the questions of 
Mr. Scandrett, I would like to ask Mr. Scandrett a few more ques- 
tions in regard to his appearance here. Mr. Scandrett stated the 
other day, as I recollect, that he was appearing for the reversionary 
interests. 

Mr. Scandrett. I have no objection to answering any questions 
from Mr. Campbell, although it appears to me to be ill grace after 
he refused to answer my questions when he was on the witness stand* 
I have not appeared as a witness. 

Mr. Campbell. I did not refuse; I simply wanted to know who 
Mr. Scandrett represented. I would like to know whether or not he 
is appearing here for the Director General or for the reversionary 
interests of the Union Pacific. 

Mr. Scandrett. I told you very distinctly the other day that I am 
not appearing for the Director General. I do not undertake to rep- 
resent him m any way. I am appearing for the Union Pacific 
system. 

Mr. Campbell. I would like to ask you then, whether or not the 
Union Pacific out of their own funds is paying you, or whether you 
are drawing your salary from the Government out of the income 
which they derive from freight. 

Mr. Scandrett. I don't know. 

Mr. Campbell. Now, Mr. Senator, I do not ask that question with 
the idea of being impertinent or prying into Mr. Scandrett's private 
affairs, but I think it is vitally important, because if Mr. Scandrett 
and these other gentlemen here of the railroads are appearing on 
behalf of the reversionary interests of the railroads, I have no ob- 
jection, providing they draw their pay from the reversionary in- 
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terests of those railroads, but if they are appearing here for those in- 
terests, and are drawing their pay, partly from me, I do most 
seriously object, and on oehalf of the shippers whom I represent, 
I most seriously object to these railroad attorneys and representa- 
tives, some of them being advisers of the Director General, appear- 
ing here and drawing their pay from the United States Government, 
which has got to be made up by collecting freight from my clients. 
In other words, I mosrf: seriously object to their appearing here and 
fighting us, and I helping to pay for their services. Now, I would 
like to have that made perfectly clear, and I think it is legitimate, 
and I think we are entitled to have it made perfectly clear, and I 
would like to have Mr. Scandrett answer, as soon as available, 
whether or not he is drawing his pay in these hearings from the 
railroad company, the money l)eing paid them out of the funds col- 
lected by the United States Government in the collection of freight 
charges. 

Mr. Manx. Is Mr. Campbell desiring to prevent the development 
of facts before this committee ? 

Mr. Campbell. Absolutely not, Mr. Mann. I will welcome the 
railroads here in this matter, if they will appear in their proper 
light, but I do object to their coming here and fighting this bill, and 
I helping to pay for their services in doing it. 

Mr. Scandrett. I should think that that would be a question be- 
tween the Government and the railroads, not between Mr. Campbell 
and me. 

Mr. Campbell. I think that Congress is entitled to know in what 
capacity you are appearing. You certainly have a ri^ht to appear 
here foV the reversionary interests of the Union Pacific Railroad, 
but you have no right to appear here for the reversionary interests 
of the Union Pacific Railroad and draw your pay from me and the 
other citizens of this country. 

Mr. Mann. I submit Mr. Scandrett has stated for whom he appears. 

The Chairman. Let that matter end right there. It has been gone 
into sufficiently. Mr. Campbell has made his objection and we will 
go on with the hearing of the facts. It is a proper legitimate ob- 
jection. I think I understand the situation. Mr. Scandrett stated 
that he is here for the railroad conapany, and the relation of the 
railroad company and the Director General are matters that are a 
part of the general situation which is to be dealt with by Congress 
and by the Government. Now, you may go ahead, Mr. Shaughnessy. 

Mr. Shaughnessy. In connection with the controversy, or rather 
in connection with the question raised by Mr. Scandrett, I want to 
submit at this time a copy of an exhibit, showing the action taken 
by the Interstate Commerce Conmiission on westbound transconti- 
nental rates, from eastern defined territory to intermountain terri- 
toiT, during the i^ast 10 years, and which clearly illustrates and 
portrays the variation that has been made in our rates and the difier- 
entials against us, and the gi-ossly unlawful discrimination by which 
our development and prosperity has been absolutely throttled. 
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(The exhibit referred to is here printed in full as follows:) 

Shaughnessy exhibit showing action taken ty Interstate Commerce Commission 
on westbound transcontinental rates from eastern defined territory to inter- 
mountain territory during past 10 years. 

COMPARATIVE MILEAGE TABLE. 




From— 



To San 
Frandsoo. 



NewYorkCity 

Pittsburgh 

Cincinnati , 

Chicago 

St. Louis , 

Kansas Citv, Omaha, and St. Paul 
Denver. . .*. 



2,047 
2,503 
2,333 
2,035 
1,945 
1,642 
1,182 



3,191 
2,747 
2,577 
2,279 
2,199 
1,800 
1,37« 



Interstate Commerce Commission's order of June 6, 1910, 

FIRST-CLASS RATES TO POINTS WEST OF WINNEMUCCA TO AND INCLUDING 

RENO, NEV. 



From— 



Original 
rates pre- 
vailing to 
Reno. 



Hwidrtd' 

I weight. 

New York 1 $4.29 

Buffalo-Pittsburgh 4. 29 

Cincinnati- Detroit 4.29 

Chicago 4.29 

St. Louis 4.29 

Kansas Citv, Omaha, and St. Paul 4.29 

Denver..." 4.29 



Reduced 

rates 

ordered 

June 6, 

1910. 



Hundred' 
weiffhu 
13.50 
3.20 
3.05 
2.90 
2.80 
2.50 
2.10 



FIRST-CLASS RATES TO POINTS IN NEVADA, WINNEMUCCA, AND EAST. 



From- 



Original 

rates 

toWinne- 

muoca. 



Hundred- 

I weight. 

New York $4.60 

Buffalo- Pittsburgh I 4,60 

Cincinnati -Detroit , 4 . 60 

Chicago 4.60 

St. Louis I 4.60 

Kansas Citv, Oraaha, and St. Paul 4.60 

Denver. . .". , 4.60 



Reduced 

rates 

ordered 

June 6, 

1910. 



Hundred- 
weight. 
$3.33 
3.04 
2.90 
2.75 
2.66 
2.3S 
2.00 



Compared with the foregoing the first-class rate from all of tlie 
above eastern points to San Francisco and'other Pacific coast ter- 
minals was $3 per hundredweight. 
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structural iron and steel rates. 
From Pittsburg to Reno and San Frandsoo. 
[Minimnm carload, 60,000 potmds.] 



Present 

rate, 

Pittsburgh 

to Reno 
(in dollars 

per ton). 



Rate as 

reduced, 
Pittsburgh 

to Reno 
(indoIlaiB 

per ton). 



Terminal 

rate, 
Pittsbuigfa 

to San 
Frandsoo 
(In dollars 
per ton). 



Rates at time ol original complaint in 1908. 



Differentia] against Reno, Phoeqix, Boise City & Spokane, .per cent. . 

InteiBtate Commerce Commission order of Jane 22, 1911, on amended 
fotirth section of 1910. in lieu of order in the Reno case No. 1665 and 
Phoenix case No. 1796. which had been fully made and presented 
on reasonableness of Pacific coast terminal rates if applied at the 
shorter haul intermountain points. This order never became 
effective, although sustained by the Supreme Court of United 
States (Intermountain Rate cases. 234 U. S.. 476. 1914) 

Differential against Reno, Phoenix, etc., if this order became 
effective per cent. . 

Interstate Commerce Commission order permitting carriers to file 
compromise rates in Reno and Phoenix cases 1665 and 1796 during 
litigation of amended fourth section, July 11, 1912, in lieu o! 
decision on merits in these cases, which wq urgently contended for 
before the commission on May 8, 1912 

Differential against Reno, Phoenix, etc per cent. . 

Interstate Commerce Commission order of Jan. 29, 1915. following 
opening of Panama Canal, when order of June 22, 1911, which 
had received the approval of the United States Supreme Court, 
was set aside 

Differential against Reno per cent . . 

Interstate Commerce Commission order of Mar. 1, 1916, to meet 
water competition, and gi^ing notice that a rate -of Sll per ton 
might ultimately be necessary from Pittsburgh to Pacific Coast 
terminals 

Di fferential against Reno percent.. 

Interstate Commerce Commission order of June 5, 1916, previous 
orders rescinded and carriers directed to construct rates on plan 
authorued in commission's order of June 22, 1911, which had 
received the approval of the United States Supreme Court 

Differential against Reno, Phoenix, eic per cent. . 

The carriers' assumed compliance with foregoing order resulted in 
the following increased rates being filed 

Differential agains t Reno per cent . . 

Thereafter the Interstate Commerce Commission suspended these 
increased rates whereupon the carriers withdrew and filed others, 
with the result that said order of June 5 never was fairly complied 
with; this tariff as finally published provided for an increase of 
92 per ton in terminal rates > 

Differential against Reno, Phoenix, etc per cent. . 



S15.00 
S11.80 



1S26.S0 
78.7 



$24.60 
15 



S24.60 
46 



S23.40 
36.3 



S20.00 
54 



S15.00 



S18.40 



S16.00 



S23.40 



S16.00 



S20.00 



S14.78 



S20.00 



$13.00 



$20.00 $15.00 
15.4 i 



$20.00 : 
15 I 



$13.00 



$21.60 



$18.80 



$20.00 I $20.00 
33i , 



$15.00 



> Plus back haul. 

During the fall of 1916 the entire case was reopened and reheard 
upon showing that there was not at that time, any water (X)mpetition 
between the Atlantic and Pacific coasts, and on June 30, 1917, the 
commission made its order requiring literal compliance with the ab- 
solute rule of the fourth section, following which Congress inad- 
Tertently prevented the operation of the order by amending section 
15 of the act to regulate commerce on August 9, 1917, requiring car- 
riers to secure approval of Interstate Commerce Commission before 
any increased rates could be filed. 

60053—18 37 
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Wherefore, following hearings under said amended fifteenth sec- 
tion on the rate increase proposed by the carriers to the Pacific 
coast terminals and intermountain points, the commission has, on 
January 21, 1918, issued its order to become effective March 15, 1918, 
by which the absolute rule of the fourth section will, during the 
present conditions, be effective. 

Using the same example, namely, structural iron and steel from 
Pittsburgh to Reno and San Francisco, a general idea of the present 
uniform rate adjustment may be noted, compared with the rates as 
formerly maintained : 



Last order Interstate Commerce Commission above noted.. 



Original 

rate, 

Pittsburgh 

to Reno 
(in dollars 

per ton). 



$20.00 



Rate as 

reduced. 
Pittsburgh 

to Reno 
(In dollars 

per ton). 



S20.00 



Terminal 

rate, 
Pittsburgh 

to San 
Frandsoo 
(indoUan 
per ton). 



S20.00 



Mr. Shaughnesst. This exhibit shows first the mileage compara- 
tively from eastern defined territory to Reno and to San Francisco ; 
also the class rates from eastern defined territory to Reno and to San 
Francisco, and the rate as ordered June 6, 1910, by the Interstate 
Commerce Commission, reducing the class rates. That is the first 
page of the exhibit. 

The second page of the exhibit carries the item of structural iron 
and steel, the rates covering the movement of that article, and while 
the rates will vary on other commodities upward and downward, 
we believe that structural iron and steel would be about as near 
resentative as any commodity that could be taken. 

Senator Pomerene. Is that the second table you refer tot 

Mr. Shaughnesst. That is on the second page. Structural steel 
and iron rates will fairly illustrate the operation of the differentials 
against Reno, and when I say Reno, I also refer or intend to refer 
also to the fact that it covers Fhoenix, Boise, and Spokane, as well as 
Reno. 

Senator Pomerene. The rates being the same ? 

Mr. Shaughnesst. Yes ; the rates being practically the same in all 
of that territory, from the Canadian line to the Mexican line through- 
out that belt. 

The first column is the original rate from Pittsburgh to Reno, in 
dollars per ton. That is when our proceeding was started, along in 
1908. The rates at that time from I'ittsburgh, taking Pittsburgh as 
fairly representative of eastern points, intermediate to the Atlantic 
coast — the rat<? to Reno was $-26.80, made up of the Pacific coast 
terminal, which you will note appears in the third column there of 
$15, that bein^ the rate from Pittsburgh to San Francisco, so that 
the rate, you will notice, to Reno was made up of that $15 terminal 
rate to San Francisco, plus the local rate back, at that time $11.80. 

Senator Pomerene. Let me ask you what was the rate from Pitts- 
burgh direct to Reno? 

Mr. Shaughnesst. I am just getting to it. 

Senator Pomerene. Excuse me. 
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Mr. SuAUGHNEsisY. The total rate there, you see, is $26.80 to Reno. 

Senator Pomerene. You mean by going through to San Francisco 
and back? 

Mr. Shaughnesst. Yes; that is the charge. I want to say in that 
connection. Senator — in the early days the carriers did really per-^ 
form that service through to San Francisco and back, but during* 
later years they have not performed the service. They have stopped 
the freight at Reno, although making the charge through to San 
Francisco and back to Reno, so that we have in the first example- 
there, prior to the beginning of the proceeding, a rate from Pitts- 
burgh to Reno of $20.80, compared with the rate of $15 if the ship- 
ment went on through to San Francisco, the farther distant point: 

This, it will be observed, was a differential against Reno, Phoenix, 
Boise City and Spokane of 78.7 per cent. In other words, this 
measures the extent of the enormous discrimination which was as- 
sessed against us. 

In the first paragraph it is stated that the I. C. C. order of June 
22, 1911, on amended fourth section of 1910, in lieu of orders in the 
Reno case No. 1655 and Phoenix case No. 1796, which had been fully 
made and presented on reasonableness of the Pacific coast terminal 
rates, if applied at the shorter haul intermountain points, was $24.60, 
which was the rate at that time from Pittsburgh to Reno, as com- 
pared with $16, which was then the rate from Pittsburgh to San 
Francisco, and the rate as ordered reduced from Pittsburgh to Reno 
was made $18.40. 

Senator Pomerene. Ijeaving a differential against Reno of $2.40! 

Mr. Shaughnesst. Yes. 

Senator Pomerene. Is that what you mean ? 

Mr. Shaughnesst. Yes; leaving a differential really expressed in 
percentages of 15 per cent. 

Senator Pomerene. I mean $2.40 a ton difference between $18.40 
and $16, a differential against Reno? 

Mr. Shaughnesst. Yes, sir. 

The Chakman. That $18.40, you say was ordered. When was 
that ordered ? 

Mr. Shaughnesst. June 22, 1911. 

The Chairman. Did it go into effect? 

Mr. Shaughnesst. No; that order never became effective, al- 
though sustained after three vears' contest, before the commission 
and the courts, by the United State Supreme Court in the Inter- 
mountain rate cases, 234 U. S. 476 — ^known as the Intermountain rate 
cases — decided in 1914. 

Senator Poaierene. I am not familiar with that case. Was it 
their position that the rates as fixed by the Interstate Commerce 
Commission should hold; that if there was any question as to the 
reasonableness or unreasonableness, that that was a rate fixed by the 
Interstate Commerce Commission, and it was a question of fact 
which they would not interfere with ? Is that the idea ? 

Mr. Shaughnesst. Yes; that is the idea. 

Senator Pomerene. You know that the Supreme Court in no sense 
of the word expressed their approval of the rates ? 

Mr. Shaughnesst. No. 

Senator Po>rERENE. I would assume from the general principles 
of the law that would be the position. 
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Mr. Shaughnessy. You are entirely correct. 

The Chairman. That was practically the way the question was 
decided in all of these rate cases by the Supreme Court. 

Mr. Shaughnessy. Yes; on questions of fact, the Supreme Court 
has left it to the Interstate Commerce Commission. 

Again referring to my exhibit — ^the next order states I. C. C. order 
permitting carriers to file compromise rates in Reno and Phoenix 
cases 1655 and 1796 during litigation of amended fourth section 
July 11, 1912, in lieu of decision on merits in these cases, which 
we urgently contended for before the commission on May 8, 1912. 
I need to explain there that in the beginning, Reno especially 
and I think Phoenix as well, and perhaps Spokane — but I Icnow 
that the Reno case was made up on the reasonableness of the 
rates, challenging the reasonableness of the rates as applied at all 
Nevada points, and contending strenuously before the Interstate 
Commerce Commission that if those so-called low Pacific coast 
terminal rates were applied to Nevada points they would be 
fully compensatory, and we supported that allegation in our com- 
plaint by operating testimony of all kinds to prove that that was the 
fact. However, before getting a decision on that, the fourth section 
was amended in 1910, and thereafter, immediately following the 
Interstate Commerce Commission, instead of giving us a decision 
upon the reasonableness of the rates, as made in our case, consoli- 
dated all of the Intermountain cases under one head and decided that 
under the fourth section, as amended 

Senator Pomerene. Now, what was the amendment, brieflv? 

Mr. Shaughnessy. The amendment of the section was tKis: At 
the time our complaint was originally filed, the fourth* section pro- 
vided that no greater charge should be made for a shorter than for a 
longer haul, moving over the same line and in the same direction. 
under substantially similar circumstances and conditions, and under 
that . language of the act, the United States Supreme Court did 
finally decide that the carriers might exercise discretion as to when 
conditions were dissimilar, and, therefore, they filed rates whenever 
they foimd something that they called a dissimilar condition. Upon 
appeal to the Congress in 1910^ that was amended by striking out the 
words "under substantially similar circumstances and conditions," 
and vesting the discretion with the Interstate Commerce Commission 
to make these exceptions, if any were made. It might either apply 
the absolute rule, or they might in special cases make such exceptions 
as they in their discretion thought justified. 

The Chairman. And put the burden upon the carriers to make 
out a case? 

Mr. Shaughnessy. Yes, it placed the burden upon the carriers. 

The Chairman. And require them to get an affirmative order of 
the Interstate Commerce Commission before they could charge a 
lower rate for the longer haul. 

Mr. Shaughnessy. Yes. Now, this order of May 8, 1912, was 
during the pendency of the litigation before the Supreme Court on 
the question of the validity of the amended fourth section of 1910, 
and also as to the reasonableness of the orders that were made at that 
time. During the pendency of that, while that was being decided 
imder the fourth section, the Intermountain parties, the Reno, Spo- 
kane. Phoenix, and Salt Lake parties appeared before the Interstate 
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Commerce Commission and urged in addition to their decision which 
had been made on the fourth section, that we be granted a decision 
on the first section. In other words, that our rates should be just 
and reasonable, as provided by the first section, and we contended 
that we had made a full case before the Interstate Commerce Com- 
mission under that section on the reasonableness of the rates, with- 
out regard to the fourth section, which provided that no greater 
charge should be made for a shorter than for a longer haul. We 
asked during the time that these cases were being appealed to the 
Supreme Court, that' they might make this order at that time. We 
contended, because the fourth-section order was being contested in 
the courts and might be delayed for a long time (ana, incidentally, 
the final decision of the Supreme Court did not come down for more 
than two years thereafter), that we were fairly entitled to an order 
from the commission on the merits of our case under section 1. Well, 
in lieu of the decision on the merits at that time, the carriers made 
a proposal — a compromise proposal — that they would put in certain 
reduced carload-commodity rates, and while the intermountain par- 
ties in interest refused to consider favorably the carriers' proposals, 
the Interstate Commerce Commission authorized the carriers to put 
in the proposed compromise rates during the pendency of the litiga- 
tion in the courts, and in that connection the rates were put in on 
terms prescribed by the carriers. This had the effect of increasing 
the rates ordered by the commission June 23, 1911 — taking struc- 
tural steel for example — from $18.40 per ton to $23.40, whereas the 
carriers were permitted to carry a rate of $16 per ton to the longer- 
distance Pacific coast points. In other words, the adjustment had 
the effect of increasing the differential or discrimination against us 
from 15 per cent, as originally ordered, to 46 per cent, and this not- 
withstanding that we had clearly established the reasonableness of 
the rates as originally ordered by an abundance of cost data and 
other operating detail that has never been controverted. 

Senator Pomerene. Then, if I construe these figures correctly as 
you have given them here, the Interstate Commerce Commission 
changed that rate, which was $18.40 under the order of June 22, 
1911? 

Mr. Shaughnesst. Yes; to $23.40. But to be accurate. Senator, 
I should state that while the rate of $18.40 was ordered, it had never 
been put into effect, because it was tied up in the courts. 

Senator Pomerbne. I see. 

Mr. Shaugiinessy. Taken in this light we figure from $24.80, 
which was in effect at the beginning of the trial of the $18.40 order 
in court 

The Chairman. $26.80 you have got? 

Mr. Shaughnesst. Xo: $24.80, shown in the second paragraph of 
the exhibit. 

The Chairman. It is $24.60 on my copy. 

Mr. Shaughnesst. $24.60 ; yes, you are right, Mr. Chairman. My 
copy is a little bit blurred. $24.60; so it is reduced from $24.60 a 
ton to $23.40, as put in by the carriers under this compromise order. 
Is that clear? 

Senator Pomerene. Yes. 

Mr. Shauohnessy. Figuring from this angle it may be said that 
by the action of the carriers the rate to Reno, Phoenix, Boise City, 
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Spokane, and all of that territory was reduced from $26.80 to $23.40 
per ton, and that the Pacific coast terminal rates were increased from 
$15 to $16 per ton, thus reducing the discrimination against us from 
78 per cent in 1908 to 48 per cent in 1912 ; but my first analysis show- 
ing that the carriers were authorized to increase the rates from 
$18.40, as ordered, to their compromise basis of $23.40 is significant 
in view of the fact that we had formerly satisfied the commission 
that $18.40 was not less than reasonable or they would not have 
ordered it. 

Following the order of the United States Supreme Court rendered 
on June 22, 1914, sustaining the action of the Interstate Commerce 
Commission and the legality of its order of June 22, 1911, the Pacific 
<K)ast interests and the railroads asked for a susi3ension of the order, 
and after consideration this request was granted by the commission. 
Thereafter the Panama Canal was cj)ened and application was mnde 
by the rail carriers for greater relief than was granted imder the 
original order of June 22, 1911, and following hearing and determi- 
nation the commission on January 29, 1915, issued its order granting 
;such relief and set its order of June 22, 1911, aside. Thereafter, in 
response to the carriers' application, f urthe.r and greater relief was on 
March 1, 1916, granted on iron articles from Pittvsburgh toSanFran- 
•cisco. While the action in these cases reduced our rates on structural 
steel from $28.40 to $20 per ton, it at the same time reduced the rates 
to the Pacific coast terminals from $16 to $13 per ton, and therefore 
the discrimination was increased against us from 15 per cent to 54 per 
cent. 

While there was a reduction in the rate, there was an increase in the 
differential against us. Under date of June 5, 1916. the Interstate 
Commerce Commission's previous orders were rescinded, and car- 
riers directed to construct rates on plan authorized in commission's 
order of June 22, 1911, which had received the approval of the 
United States Supreme Court. That, if it had been put on the basis 
of the rates then in effect, would have given to Reno and all of 
the intermountain country a rate of $15 per ton, as compare<l with 
$20 per ton under the other order, and would have allowed the rate 
at the Pacific coast terminal to remain as it had been reduced to 
1pl8 per ton. 

The Chairman. I notice here a large number of orders of the 
Interstate Commerce Commission that you have listed on this show- 
ing. 

Mr. Shavghnessy. les. 

The Chairman. The first page and the second page, changing the 
rates. 

Mr. Shai GHNESSY. Yes. sir. 

The Chairman. And it is rather confusing. l)ecause it seems that 
those rates never went into effect. 

Mr. SiiAUGHNEssT. That is true. 

The Chairman. Now, what was the use of these orders of the 
Intci-state Commerce Commission, if they did not put rates into 
effccl? What is the situation there that causes a showing here of 
this series of orders of the Interstate Commerce Commission which 
never had any practical effect ? What is the cause of that ? 

Mr. SHAroHNEssY. Well, I don't know why, but the Intei'state 
Commerce Commission certainly temporized with the que^^tion, and 
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they listened to our friends upon the Pacific coast, upon one pretense 
or another, as to a suspension of these orders and as to rehearings, 
and upon the basis of changed conditions they modified and changed 
their orders from time to time. 

The Chairman. Were the orders referred to made after hearing 
and examination? 

Mr. Shaitohnesst. Yes. 

The Chakman. Were the reasons for the orders stated in writing 
by the Interstate Commerce Commission in an opinion or decision? 

Mr. Shaughnesst. Yes; we have all of those decisions. 

The Chairman. And still they were not put into effect. 

Mr. Shaughnesst. They were not put into effect. They were sus- 
pended from time to time, and a study of this exhibit will show you 
that they have not put in these rates, while, of course, they did make 
reductions from time to time, but yet they would make a greater 
reduction at the coast, and they kept us under a very much heavier 
differential than we were given or granted by the orders from time 
to time. 

The Chairman. I do not understand this statement. You say that 
order of June 5, 1916, and previous orders were rescinded and the 
carriers directed to constmct rates on plan authorized in commis- 
sion's order of June 22, 1911, which, according to your statement, 
gave you a rate to Reno of $15. 

Mr. Shaughnesst. Yes, sir. 

The Chairman. You go on down in your column and say that the 
carriers assumed compliance wuth the foregoing order and put in a 
rate of $21.60. 

Mr. Shaughnesst. Yes, sir. 

The Chairman. How can you get a rate of $21.60 by complying 
with an order for a $15 rate ? 

Mr. Shaugiixessy. That is a very pertinent inquiry, Mr. Chair- 
man. I am glad you raised that point, because I had forgotten it. 
The reason why the carriers can establish a rate of $21.60 when a 
rate of $15 might reasonably be expected is due entirely to the manner 
in which the Interstate Commerce Commission have framed their 
orders. In other words, when discrimination has been found the 
Interstate Commerce Commission has conceived it to be its duty to 
make an alternative instead of a specific and binding order. This 
action is defended upon the theory that the commission has not the 
statutory power to make a minimum rate and that it is limited to 
the fixing: of maximum rates only. In its thirtieth annual report the 
commission makes the following explanation of the method it 
employs in the removal of discrimination: 

If we find rates In our opinion are unjust, unreasonable, and unduly preju- 
diciaJ, as alleged, it becomes our duty to order the cessation of these violations 
of the act, to determine and prescribe just and reasonable Interstate rates 
to be thereafter observed as maxima, to require the carriers defendants to 
leinove undue prejudice found existing, but we can not prescribe the exact 
rale or minimum rate to be maintained, nor do we specify the particular 
method to be employed in removing the undue prejudice. The carriers remain 
at liberty to issue in compliance with the act such rates as they see fit, 
provided they do not exceed those set as maxima and do not continue the 
undue prejudice. In eliminating the latter they may lawfully re<luce interstate 
rates to the basis of the State rates, Increase the latter to the level of the 
former, or otherwise equalize the two in such a way as to do away with the 
uudne prejudice. 
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Since this report was made the fifteenth section of the act to 
regulate commerce was amended and provides that before carriers 
can file increased rates the permission of the commission must be 
secured. In respect to fourth-section applications, the commission 
either grants or denies the application, and if denied, as in the case 
we are now considering, the carriers are free to remove the discrimi- 
nation by proposing that the short-haul rates be reduced to the level 
of the lower long-haul rates or that the long-haid rates be increstsed 
to the level of the higher short-haul rates, or that the rates be reduced 
in part and increased in part, bringing both long-and-short-h:iul 
rates to a common level, This is confusion worse confountled, and 
one looks in vain to find anything approaching it in any of the 
various State railroad-commission laws. All of the provisions carried 
under sections 1, 2, 3, 4, and 15 should be consolidated and the act 
to regulate commerce made to mean something that ordinary pro- 
ducers and consumers can understand and under which they can 
secure comprehensive and definite relief without having to go 
through all of the courts in the land merely to find in the end that 
after great delay, labor, and expense they are confined to a par- 
ticular section oJ the act to regulate commerce, which is not broad 
enough to give them the relief that they were from the start entitled 
to. What I have said here is general and should not be applied to 
our intermountain rate cases, for in those cases we have from the 
first had our pleadings and our tCvStimony directed squarely to the 
reasonableness of the rates as well as their discriminatory feature, 
and it therefore can not be pleaded that the Interstate Commerce 
Commission was ever without jurisdiction to make a full and com- 
prehensive order in these cases. The vice of permitting the Inter- 
state Commerce Commission to go on making the alternative orders 
above referred to, which they have been making during the past 
several years, are so far reaching in their effect that the time is at 
hand when Congress must step in and correct abuses which are 
becoming unbearable and will not be longer countenanced. For 
example, the carriers, in compliance with these optional orders, are 
setting at naught State-made rates and regulations with a high hand, 
and in this connection I may say that the sovereignty of the States, 
the State commissions, the State legislatures, and the State courts, 
have been subordinated by the railroads, and their very future 
existence is threatened. Recently in the Shreveport case, decided 
January 22, 1018 (48 I. C. C, 312), the commission has assumed 
jurisdiction over every local freight rate within the State of Texas 
to the exclusion of the State legislature, the State courts, and the 
State railroad commission. It is the most prorailroad decision that I 
have ever read, and in this connection let it be said that all of the 
encroachments upon the right of the various States to control their 
own internal commerce and its instrumentalities, which were im- 
posed in the famous Minnesota rate case, by the district Federal 
court, and which after a spirited defense of these fundamental 
principles by the various States were restored by the United States 
Supreme Court, have been reinstated by the commission in this case 
under the plea that the State-made rates operated as a " burden on 
interstate commerce." 

Now, it might just as well be said now as at any other time that 
we are not going to relinquish the dignity and the power of the 



Digitized by VjOOQIC 



LONG-AND-SHORT HAUL ON RAILBOADS. 585 

various States to control their own internal commerce, and we cer- 
tainly will not accept it in the form in which it has been presented 
in the Shreveport* case, which, when analyzed, is the same brand 
of medicine that the railroads tried to administer in the Minnesota 
rate case. Now, to get back to your question, Mr. Chairman, these 
alternative orders have proven very unsatisfactory because of the 
uncertainty and the instability that it causes in the rates. In the 
case referred to, instead of Reno being given the rate of $15, as 
would have been the effect if the order had been specific and was 
predicated upon the rates then in effect, the raih'oads were able, 
under the alternative order of the conmiission, while maintaining 
the parity of rates ordered on Jime 22, 1911, to make the rate $21.60 
at Reno and other intermediate points and to increase the rate at 
the Pacific coast terminals from $13 to $18.80, and thus it will be 
observed that, while this order wa3 supposed to reestablish the com- 
mission's original fourth-section order of June 22, 1911, we got a 
rate of $21.60, as fixed by the carriers, instead of a rate of $18.40, 
which was originally ordered by the commission in 1911. Now, if 
this can be called reasonable and satisfying public regulation of 
this transportation situation, then I must confess that I do not 
understand the meaning of the terms. 

Thereafter the Interstate Commerce Commission suspended these 
increased rates whereupon the carriers withdrew and filed others 
with the result that said order of June 5 never was fully complied 
with. While an increase of $2 per ton in the terminal rates was au- 
thorized, the rates as finally published by the carriers reduced the 
Pacific coast terminal rate from $18.80 to $15, and our rate from 
$21.60 to $20, and thus the discrimination was again increased against 
us, from 15 per cent to 33^ per cent. 

Mr. ScANDRETT. The rate of $18.80 was never in effect, was it? 

Senator PoMERENE. What rate? 

Mr. ScANDRETT. The rate of $18.80 to terminals. 

Mr. Shaughnessy. No; but it shows the range. In other words 
that, while various orders were made from time to time, the 
discrimination was always so maintained against us that we never 
did get the benefit of the rate adjustment ($18.40 or the differen- 
tial of 15 per cent) ordered by the Interstate Commerce Commis- 
sion June 22, 1911 and sustained by the United States Supreme 
Court June 22, 1914. 

Senator Pomerene. It was an increase in the terminal rate from 
$13 to $15, and a decrease in your rate from $21.60 to $20. 

Mr. Shaughnessy. Yes, sir; that is correct, but the increase 
ranged from 15.4 per cent— the differential — ^to 33^ per cent. 

Senator Pomerene. If it will not interrupt or divert you, in order 
that I may get a more complete view of this situation, you are 
speaking of rates now from Pittsburgh and other eastern territory 
to Reno and San Francisco ? 

Mr. Shaughnessy. Yes. 

Senator Pomerene. Now, there are, as I understand it, large iron 
furnaces, etc., at Denver. 

Mr. Shaughnessy. Yes, sir; and Pueblo. 

Senator Pomerene. These same differentials or substantially the 
same differentials prevail against Reno for shipments from Denver 
to the coast and Pueblo. 
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Mr. Shaughnessy. Yes, sir; they are a lower scale of rates and 
the differentials have been much greater. 

Senator Pomerene. How are those proportioned? 

The Chairman. As applied to the Colorado Fuel & Iron Co.? 

Mr. SirATJGHNESSY. The rates have ranged like this, that, whereas 
the rate from Pueblo to San Francisco was 40 cents on structural 
steel or $8 per ton, the rate covering the movement of the same com- 
modity to the shorter distance point at Reno was $15 per ton or a 
differential of 87^ per cent. In other words, take two cars of steel 
from Pueblo carrying 30 tons each, one destined to San Francisco 
and the other to Reno — traveling over the same line, in the same 
direction, and in fact, in the same train — ^the San Francisco car 
would pay in freight charges only $240, whereas the one dropped off 
at Reno would pay $450. This is illustrative of the extent to which 
the railroads have been able to discriminate against us, and in a 
word, exi^lain why we are here asking for relief. 

The Chairman. Some statement was made here yesterday, I think 
by Mr. McCarthy, the general effect of which was that there were 
concerns, large producers, large copper mines, for instance, at low 
rates. Does that apply to the Colorado Fuel & Iron Co.? 

Mr. ShauGhnessy. That is on copper? 

The Chairman. No; on the product of the company whatever it 
may be. 

Mr. Shaughnessy. Well, there are, of course, certain commodities 
that do get a low rate, and that is based upon the volume of the 
business that they handle, and that, of course, carries with it. I sup- 
pose in the fixing of those rates, the volume of the business in and 
the volume of the business out. 

Senator Pomerene. As I understand you, the reason given for 
these coast rates was in order to enable the railroad to compete with 
the water transportation? 

Mr. Shaughnessy. Yes. 

Senator Pomerene. Now, of course, it is apparent that that same 
reason would not apply so far as Colorado rates are concerned. 

Mr. SiiAtGHNEssT. Xo ; it should not. 

Senator Pomerene. ^Miat reason is given for the differential in 
that caso^ 

Mr. SiiAiCHNEssY. Well, T have never been able to get all of the 
angles on that proposition. The railroads explain that it is a ques- 
tion of market competition from those interior points — Pueblo and 
other points — with the water comi>etitive points. It has been argued 
tliat the rates from the Atlantic coast or from the Atlantic coast 
and Pittsl)nrgh territory to San Francisco via the ocean route have 
fixed the rates for all inland manufacturing centers such as Pueblo. 
Kansas City, and Chicago, for example. Therefore, ha\ing fixed 
the rates to meet the water competition on a comparatively small 
volume of the total business, the inland manufacturing centers — one- 
half to two-thirds the distance across the continent must likewise be 
lowered to at least the same basis, as a matter of market competition. 
But I have never been able to understand why there has been any 
necessity for the differentials against the intermountain points from 
these manufacturing centers that are not subject to wat^r competi- 
tion, from which the great bulk of our tonnage comes. The Inter- 
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state Commerce Commission has found that practically 75 per cent 
of the westbound tonnage destined to the intermountain territory 
comes from Chicago and points west thereof. 

Mr. Lyon. Senator, could I ask the witness a question to get that 
straight ? 

The Chairman. Yes. 

Mr. Lyon. Is it not a fact that the carriers have always contended 
that if there was water competition from New York to San Fran- 
cisco on the coast, that it was the right of the carriers serving Chi- 
cago and Pueblo and intermediate points between New York and 
San Francisco, to reduce their rates to at least as low a figure as the 
rates in effect from the seaboard territory at New York? 

Mr. Shaughnessy. Yes. 

Mr. liYON. And that accounts for the reduction of the rate at 
Pueblo, what they call market competition. The carriers claim the 
right and the commission has alwjiys supported it, and the courts, 
that not only have railroads a right to meet actual water competi- 
tion where there is water competition, such as the Luckeubach Steam- 
ship Co., operating from the port of New York to the port of San 
Francisco, but if tliere is an industry at Pueblo, manufacturing the 
same article as is manufactured in New Jersey, that then the rail- 
roads have the right to reduce the rate from Pueblo to San Fran- 
cisco, and violate the fourth section in doing so, if it is necessary 
to meet the competition of the water lines from New York. 

Senator Pomerene. In other words, it is to be treated purely as a 
transportation problem, without any reference to the effect it will 
have on other industries; is that the uloa? 

Mr. Lyon. I do not exactly understand tluit. but it is purely a 
question of market competition. The rail carriers have the right to 
put into San Francisco that article, if manufactured in Pueblo, if the 
same article is manufactured in New York or manufactured in 
Belgium or Liverpool. 

The Chairman. There is no water transportation involved in it. 

Mr. Lyon. The only water transportation is from New York. 

The Chairman. No water competition from Pueblo to San Fran- 
cisco, is there? 

Mr. Lyon. Not that I know of ; ho, sir. 

The Chairman. But they give them a lower rate there, in crdu 
to put them on the same basis, do they, as the city which has water 
competition. 

Mr. Lyon. Yes; that called forth my statement yesterday, Senator, 
that boat lines had not only to compete with the railroads, from New 
York to San Francisco on an out-of-pocket basis, but they had to 
compete with the railroads from Pueblo to San Francisco, because 
there was a similar thing manufactured in Pueblo that was manu- 
factured in New York. 

Senator Pomerene. Yes: but my point is this: You are treating 
this thing wholly as a transportation problem. 

Mr. Lyon. Yes. 

Senator Pomerene. Without any reference to the effect that it is 
going to have upon the industries of Pueblo and Reno. 

Mr. Lyon. Absolutely, yes; its effect upon the railroads and the 
shipper. 
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Senator Pomerene. I would like to have some ethical philosopher 
explain the soundness of that sort of a doctrine, if it can be done. 

Mr. Lyon. I am not a philosopher. 

Senator Pomerene. The other witnesses failed. I would like to 
hear it. 

Mr. Campbell. Senator, may I explain to Senator Pomerene, who 
was not here at the time I introduced that map on iron and steel? I 
would like to give the reiteration of those actual rates. 

Senator Pomerene. I desire to say that up to date I have found 
it physically impossible to be in the Senate and here in the committee 
room at the same time. That is the reason I was not here. 

Mr. Campbell. I certainly was not criticizing the Senator for not 
being here, but I want to clear up what seemed to be in his mind. 
Now, the rates from Pittsburgh to San Francisco on iron and steel, 
prior to December 31, 1916, were 65 cents a hundred. Now, from 
New York, where the boats could take the iron and steel, the rate 
from New York to San Francisco was 76 cents. Now, from Pueblo 
to San Francisco, the rate was 40 cents, and from Pueblo to Reno 
and Spokane, right on the line, right through those points, was 75 
cents a hundred. In other words, they charged more from Pueblo 
to Reno — 10 cents a hundred more — ^than they charged from Pitts- 
burgh to San Francisco. Those are the actual rates. 

Senator Pomerene. Then as I understand it, in order to defend 
the conclusion that we shall have low rates to the coast, we use one 
reason when that suits our purpose, and when that does not suit our 
purpose we shift to another reason. 

Mr. Campbell. Precisely. 

Senator Pomerene. I think I catch it. 

The Chairman. Shift from water competition to market competi- 
tion. 

Mr. Shaughnessy. Concluding this exhibit, let me state that 
on January 21, 1918, the Interstate Conunerce Commission issued 
its order to become effective March IS, 1918, by which the abso- 
lute rule of the fourth section will, during the present conditions, 
be effective. Using the same example, namely, structural iron 
and steel from Pittsburgh to Reno and San Francisco, a general 
idea of the present uniform rate adjustment may be noted, compared 
with the rates as formerly maintained. 

It is only necessary to say there that the rate is now $20 uniformly. 
In other words, the rate to the coast has been increased from $15 a 
ton to $20 a ton, whereas the rate to Reno remains at $20, as it was 
formerly. 

Mr. Shaughnessy. Before closing this branch of my testunony 
I want to refer to the commission's adjustment of the rates from 
(Miicago by its schedule C order of January 29, 1915. following the 
opening of the Panama Canal. As practically 75 per cent OT the 
commodities shipped from all eastern defined territory into the 
intermountain territory comes from the Chicago territory and terri- 
tories west thereof, the deferentials or discriminations' authorized 
against us from Cnicago territory, using structural steel as illus- 
trative, will more fairly exemplify the situation than has been 
shown by the Pittsburgh exhibit with which I have been dealing. 
The tabfe below shows the surprising extent to which the discrimi- 
nation against the intermountain territory was authorized by the 
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Intenitate Commerce Commission from these nearer sources of 
supply : 

Structural iron and steel. 

[From Chicago to Reno.] 



Rate at 
time when 
order made 

(per ton). 



Rate as 
reduced 



I Terminal 
rate to San 



rnerton\ I I'^ancisoo 
(per ton), (per ton). 



Rates prior to Jane 22, 1911 

Diflierential agahist Reno percent 

I.C.C. order of June 22, 1911 

Differential against Reno percent 

L C. C . order of January 29, 1915 , 

Diilerential against Reno per cent, 



$24.60 




$16.00 


54 






S24.60 
7 


$17.20 


$16.00 


S21.20 
&4 


$18.00 


$11.00 









This table shows the startling manner in which the commission 
reversed its order of June 22, 1911, wherein a differential of only 
7 per cent against Eeno was provided, and by its order of January 
29, 1915, increased the differential or discrimination against Beno 
and other intermountain points to 64 per cent. Now, in this con- 
nection I want to emphasize that the reduced rates put in at the 
Pacific coast terminals were contingent upon very greatly increased 
car ladings, the net result of which were sufficient to more than 
offset any losses in car earnings due to the rate reductions ; in fact, 
if the discrimination had been eliminated by making the *' absolute 
lule'' of the fourth section operative and these reduced rates and 
increased car ladings had been uniformly applied at intermediate 
and Pacific coast terminals the returns therefrom would have been 
highlj' compensatory. 

Mr. Ca3ipbeix. Mr. Shaughnessy, before you leave that will you 
explain the change of minimum which took place, or the increase 
which took place by the lowering of the rates — ^the increased revenue 
per car which was' obtained in this so-called reduction to the coast? 

Mr. Shaughnessy. Yes, sir. I know that the minimums were 
greatly increased and I have got a memorandum on that here some 
place. 

Mr. Campbell. As a matter of fact, when the rates were reduced 
to the coast, the minimum was raised, was it not? 

ilr. Shaughnessy. Yes, sir; from 25 to 100 per cent. 

Mr. Campbell. So that the earnings to the coast, after the reduc- 
tion of the rates, with the increased minimums, were more than it 
had been under the higher rates? 

Mr. Shaughnessy. Yes; while the rates to the Pacific coast were 
reduced from 15 to 50 per cent the car ladings were increased from 
25 to 100 per cent, from which it follows, of course, that the car 
earnings were much greater under the lower rates, put in to meet 
the canal competition, than they were formerly under the higher 
rates and lighter car ladings. The net result of the commission's 
order in this instance was a very substantial increase in car earnings 
and therefore there was no good reason why the "absolute rule" 
of the fourth section should not have been literally enforced. Nor 
is there any reason now or for the future. 

Take, for example, iron pipe from Pittsburgh to San Francisco, 
where formerly contingent upon a minimum lading of 20 tons, and 
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the rate was $13 per ton or $260 per car, and when contingent upon a 
minimum lading of 40 tons the rate was reduced to $11 per ton, 
and the car earnings thereby increased to $440, was it reasonable 
or fair to permit a heavy differential against the shorter haul, inter- 
mediate iDoints, and require them to pay $17 per ton or $680 per 
car, whereas formerly under the lighter lading of 20 tons they paid 
$20 per ton, but the earnings were only $400 per car. Otherexam- 
ples similar in kind but of varying degree might be cited. How- 
ever, this illustrates the unwarranted injustice and shows that there 
is no reasonable necessity for the maintenance of such discrimina- 
tion at intermediate points, and we earnestly contend that the power 
to authorize the carriers to build up favored comuiunities or mdus- 
trial centers at the expense of the great interior should never have 
been lodged in the hands of any administrative tribunal, and that 
it should now be taken away and forever prohibited by the enact- 
ment of the legislation here under consideration. 

Mr. Donnelly. Senator Poindexter, may I make a statement at 
this time, prompted by Senator Pomerene's question ? 

The Chairman. I would be very glad to have Senator Pomerene's 
question answered. 

Mr. Donnelly. With reference to this question which you were 
just asking, I thought perhaps Mr. Shaughnessy's statement and Mr. 
Lyon's statement have not left it entirely clear. If you assume that 
a rate is made by the ocean carrier from New York to San Francisco 
(»f $1, that is a rate which, from the rail standpoint, could not be 
properly applied for the movement of that traffic as a just and 
reasonable rate. We will assume that it could not be applied as a 
just and reasonable rate from Chicago. The particular article mov- 
ing from New York to San Francisco on that rate, let us say, is an 
iron or steel article. The carrier finds that the purchaser or con- 
sumer at San Francisco is just as willing to receive that article from 
Chicago as from New York, or from Pueblo as from New York. 
If the carrier has to move it at all in competition with the boat line 
at New York, it must make its rates with reference to the water 
competitive rates from New York. Now, while I have assumed that 
the water-competitive rate is $1, we may assume at the same time 
that a just and reasonable rate from Chicago to San Francisco — a 

J'ust and reasonable rate from Chicago to San Francisco or from 
^ueblo to San Francisco, is $1.25. Such a rate has been submitted to 
the Interstate Commerce Commission and has had the stamp of ap- 
proval put upon it. The rail carrier, finding that it can not carry 
this business in competition with the water carriers from New York 
if it persists in the exaction of its just and reasonable rate of $1.25, 
sees fit to meet the competition from the intermediate points and 
gets permission to do so without lowering the rates at points inter- 
mediate between Pueblo and San Francisco or between Chicago and 
San Francisco, if the rate is met from those points. 

Now, your question was whether the interests of Pueblo or Reno 
or any of the intermediate territory were regarded in that kind of 
an adjustment. I submit it is perfectly obvious, I think, that tlie 
interests of neither of those communities is in the slightest decrree 
affected by that kind of a step. Nobody is injured by it. ^he 
carrier has an opportunity of adding in that way, to some extent, 
to its net revenue. 
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Senator Pomerene. In other words, your proposition is this, that 
if they give the ironmonger at Pittsburgh a rate through Reno, 
to San Francisco, which enables him to get into the San Francisco 
market, and get liim there at less cost of transportation, taking into 
consideration the distances that the Reno merchant can get in, that 
the Reno merchant has not been affected. Is that your thought ? 

Mr. Donnelly. Oh, no, Senjitor Pomerene, it is not that. 

Senator Pomerene. Just let me go further. Don't you think that 
we, sitting here as a legislative committee, should hold the interests 
of Reno just as closely to our hearts as we do thfe transportation 
companies, whether they be rail or water? 

Mr. DoNNELi^Y. Beyond a shadow of a doubt you should, and if 
this adjustment involves the very slightest sacrifice to the interests of 
Reno or any intermediate community', it ought to be discountenanced. 

Senator Pomerene. It looks to me, as I understand this contention 
here, that it seems that there is a fight on to divide the whole com- 
mercial world between the transcontinental lines and the water 
lines, without regard; to the effect that it may have on the inter- 
mountain industries. Now, does it not appeal to you in that wise 
also? 

Mr. Donnelly. It does not. Senator Pomerene. 

Senator Pomerene. I would be very glad to have you explain it. 

Mr. Donnelly. I perhaps had ought to apologize for interrupting 
at all, but it seemed to me there was a single thought in your mina 
that might be cleared if this statement was more completely covered. 

Senator Pomerene. I am from Missouri on that or any other prop- 
osition, and I would like to know what the facts are about it. If it 
can be explained, I want to have it explained. Up to date it has not 
been explained to me at all. 

The Chairman. We are very glad to have your statement, but I 
would like for you to give your name, just for the record, so the 
stenographer can get it, and for whom you appear. 

Mr. Donnelly. My name is Charles Donnelly, and I appear for 
the Northern Pacific Railway Co. 

The Chairman. Your address? 

Mr. Donnelly. St. Paul, Minn. 

The Chairman. Do you prefer to go on just now, Mr. Donnelly, 
or to allow Mr. Shaughnessy to finish his statement and then come 
in in regular order? 

Mr. Donnelly. I do not expect. Senator Poindexter, to make a 
statement at all. I was prompted to get your permission to make 
this interruption by the thought that I might remove this impression 
which was suggested by Senator Pomerene's specific question, but the 
whole question from the standpoint of the railroads will be presented 
very much more fully than I can present it by the traffic representa- 
tives of the Union Pacific and the Southern Pacific companies. 

The Chair3ian. The same principle applies as to the diferent 
lines. 

Mr. Donnelly. The same principle applies. 

The Chairman. So far as the Noithem Pacific and the^"thern 
Pacific are concerned they occupy the same positions? 

Mr. Donnelly. Entirely so. p 

The Chairman. Let me ask you in regard to Senf '^' ^^^nerene\s 
query, there is no water competition between Chi ^^ ^^^ ^ ueblo 
and San Francisco, is there? 
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Mr. Donnelly. None at all. 

The Chairman. And yet you give those cities the benefit of a so- 
called water competitive rate. 

Mr. Donnelly. We do. 

The Chairman. Now, there is no water competition between New 
York and Eeno, is there? 

Mr. Donnelly. None at all. 

The Chairman. Why don't you give Reno the benefit of the water 
conipetitive rate, the same as you do Pueblo and Chicago? 

Mr. Donnelly. Well, Senator Poindexter, there is not the same 
necessity for giving it to Beno. 

The Chairman. I think the principles are the same. 

Senator Pomerene. Only different in degree. 

Mr. Donnelly. No ; I think the difference is radically distinct. 

Senator Pomerene. Wherein? 

Mr. Donnelly. One is the question of the point of production, 
the other that of consumption. Eeno is not, any more than San 
Francisco is, entitled to anything more than a just and reasonable 
rate, and if Reno gets that, she can not complain. It has no right to 
complain. 

Senator Pomerene. Now, let us see whether it has not got a right 
to complain. I am not quite clear a^ to the industries at Reno, but 
it was suggested here yesterday, that in the case of the wool sched- 
ule, there was one rate from the coast for wool through to New York 
and Boston, another rate from Nevada or Colorado, I have forgotten 
which — or Utah — ^to the coast, and the Utah floekmaster sends his 
clip on to San Francisco and has it baled there, and pays for the 
baling, and then ships it from San Francisco back to New York, 
because he can do that and save money, rather than to ship it direct 
from Utah to New York. 

Mr. Donnelly. Well, he could save money if he had the facili- 
ties for baling at Utah. 

Senator Pomerene. Oh. well, the baling proposition is 15 cents a 
hundred. If that was the only question there was in it, I suspect 
there would not be any difficulty about that. 

The Chairman. You do not mean t^ say, Mr. Donnelly, that he 
could get a lower rate from Ogden to Boston, if he baled it in Ogden 
and shipped it to Boston. 

Mr. DoNNELLF. He could not get a lower rate than a water com- 
petitive rate 

The Chairman. Could he get as low a rate? 

Mr. Donnelly. No ; he could not. 

The Chairman. You said awhile ago that the reason you did not 
give Beno a competitive rate was because Reno was a point of con- 
sumption, not a point of shipment. Now, we have got an identical 
mse o5 a point of shipment. What is your excuse there? 

Mr. Donnelly. I would say, Senator Poindexter, that I would 
not uadirtake to speak as a lawyer, to deal with the traffic intricacies 
of this itpstion. 

The CiTis^j^j^j^. J thought that was what vou were dealing with. 
Mr. DoNN^^, jf^. J thought I conld dislodge this thought that 
1 saw was V^^xit in the mind of Senator Pomerene on tliis specific 
question. 
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Senator Pomerene. You may have given a reason that is satis- 
factory to you, but it does not appeal to me one bit. The same diffi- 
culty is there. If I am wrong aoout it, I want to be set right. 

Mr. Donnelly. Of course, I can only express my regret that I have 
not been able to dislodge 

Senator Pomerene. I am very glad to have heard you, but if you 
have made it clear to yourself, you have not made it clear to me. 

Mr. Donnelly. I think, Senator Pomerene, that this must be so, 
that a conununity situated as Seno is, dealing with the specific rates 
to which mjr remarks were addressed — a community situated as Reno 
is, and having a just and reasonable rate for the carriage of that 
article from Chicago or from Pueblo to Reno, is not in a position to 
claim, merely because of the fact that the rail carrier moves traffic 
through Reno and deposits it at a terminal 300 or 400 miles farther 
west, and at a less rate, that that less rate is the rate which the car- 
rier must make in order to meet competition of any kind, whether 
you call it market competition or water competition. 

Senator Pomebene. That is a very clear discrimination against 
Reno. 

Mr. Donnelly. I will state. Senator Pomerene, then, that your 
sentiment on that question is clearly opposed, not merely to the 
opinions of the Interstate Commerce Commission, but to those of the 
Supreme Court of the United States. 

Senator Pomerene. That does not disturb me any. The Supreme 
Court of the United States, as was indicated here, has not passed on 
that question, and I think you, as a lawyer, know that they do not 
pass upon the question as to the reasonableness and unreasonableness 
of these rates. They pass upon legal questions. 

Mr. Donnelly. They passed and have passed in the One hundred 
and seventy-fifth United States upon the specific question of the right 
of the carrier to meet at the terminal point the competition of water 
carriers from an intermediate market point, and they have given their 
express sanction to theprinciple of market competition. 

Mr. SiiAUGiiNESSY. That was imder the origmal section, though, 
as qualified, when the carriers determined for themselves when the 
circumstances and conditions were dissimilar. 

Mr. Donnelly. It was under the fourth section, and of course, the 
commission is empowered to do what the Supreme Court recognized 
it was lawful to do. 

The Chairman. Mr. Donnelly, in that case what the Supreme 
Court decided was what the carriers and Interstate Commerce Com- 
mission were allowed to do under the statute as existing at that time, 
was it not! 

Mr. DoNNEMiY. Yes; under the statute. 

The Chairman. Was not that what they decided? 

Mr. Donnelly. It was. 

The Chaheman. Did the Supreme Court undertake to say what 
was right and proper as to the rates? 

Senator Pomerene. As a question of fact? 

The Chahtman. Yes. 

Mr. Donnelly. Of course, it countenanced the continuance of that 
kind of an adjustment, Senator Poindexter, as being perfectly con- 
sistent with the requirements of the act to regulate commerce. 
00653—18- — 38 
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The Chairman. Exactly; that is what I understood. 
Mr. Donnelly. Now, if it was consistent with those requirements, 
it was not unlawful. 

Senator Pomerene. Do you mean to say that the Supreme Court 
passed upon the question of fact as to whether a certain schedule of 
rates were right or wrong? 

Mr. DoNNELLT. The reasonableness of those rates, Senator Pom- 
erene, was not passed upon by the Supreme Court. You are entirely 
right about that. 

Senator Pomerene. That is what I thought; so I think you and 
I do not differ at all as to what the position of the Supreme Court 
has been on the subject. 

Mr. Donnelly. But the question of discrimination was involved, 
and this was the only question that was brought up, and at any rate, 
I thank you both for the privilege. 

The Chairman. We are very glad, as far as I am individually con- 
cerned, to have every viewpoint and every angle of this thing ex- 
pressed and illuminated, if it can be illuminated. Now, you say 
you had to make a rate from Chicago to San Francisco on iron 
equal to the rate from New York to San Francisco on iron in 
order to get business at all, otherwise the consumers in San Francisco 
would have ordered their iron from New York. 

Mr. Donnelly. That is the suppositious case. 

The Chairman. As a matter of fact, I do not know that struc- 
tural iron moves by water at all. 

Mr. Donnelly. Of course, I am assuming a commodity that does. 

The Chairman. You made these rates on structural iron. You 
picked them out yourself. 

Mr. Donnelly. I said an iron or steel article. I did not specify 
structural iron. I said some iron or steel article actually moving by 
water from New York. 

The Chairman. What you said as to the rates applies to structural 
iron, does it not? 

Mr. Donnelly. At present, it does not apply to any commodity 
as to which there is not water competition. 

The Chairman. Why do you make those rates on it? 

Mr. Donnelly. Any rate and any traffic representative will con- 
cede that any rate, professedly grounded upon water competition, 
where there is none, is a rate that ought not to be allowed to continue. 

The Chairman, i ou concede that, do you ? 

Mr. Donnelly. We do. 

. The Chairman. What percentage of these discriminations — I call 
them discriminations — apply to commodities such as you have !»»•** 
mentioned, in which there is no actual water competition ? 

Mr. Donnelly. Well, as to what percentage may have applied in 
the past, there have been doubtless instances of irregularities in the 
tariff, rates being there which ought not to be there. 

The Chairman. Did the carriers ever voluntarily correct any of 
those irregularities ? 

Mr. Donnelly. They did. 

The Chairman. Without complaint? 

Mr. Donnelly. They did voluntarily correct many of them, Sena- 
tor Poindexter, and they are engaged constantly in making tariff 
revisions. 
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The Chairman. Did they ever have their attention called to the 
fact that this exception you have specified, in which no representa- 
tive of the carrier would claim the rate was right on such iron, ex- 
isted? Have they ever corrected that.? 

Mr. Donnelly. I would not undertake to say as a tariflF proposi- 
tion, whether there is any such rate or whether there has been any 
such rate. If there is any such rate, and it is there, professedly 
grounded upon a water competition which does not exist, indispu- 
tably it ought not to be there, but we are approaching this question 
in line with the verj^ thought you expressed the other day, that this 
is not a question of individual rates. Doubtless it accentuates from 
the standpoint of the proponents of this bill, what they conceive to 
be the injustice of the existing conditions, when they specify these 
individual instances, but you are dealing with the specific question 
of policy — shall this authority reside longer in the commission or 
shall it not? 

The Chairman. I agree with you entirely on that. 

Mr. Donnelly. Now, the principle on that question as to whether 
it shall or shall not, presents simply the question of the propriety of 
the principle, and the propriety of the principle remains unshaken, 
even if you point out a nundred violations of it. 

The Chairman. Well, that is the old system of philosophy that was 
reformed by Francis Bacon. Now, I think the conditions, the cir- 
cumstances, and the facts, taken all together, determine the policy, 
and if the facts indicate that the policy previously pursued worked 
injustice and wrong and discrimination, don't you think that would 
be an argument in favor of a new policy ? 

Mr. D0NNEL1.Y. If the policy actually pursued. Senator Poin- 
dexter, under Government regulation, redounds to the disadvantage 
of these intermountain cities, or works injustice, it suggests a reason 
for the improvement of the administrative machinery. I don't con- 
cede for a moment that that is true, and that there are any consider- 
able — not that there are some — ^but that there are any considerable 
number of instances of departure from this principle, but if there 
are, it would not tally in the slightest degree afi^ainst this principle 
in itself, because taken in itself, and rightly applied, it is a principle 
which can not be refuted, and it must suggest itself to you, as a 
significant circumstance, that this principle has withstood the as- 
saults of the intermountain communities and other people who are 
opposing it, not simply in the minds of the railroad men, but in the 
minds of the impartial administrative officers to whom the question 
has been submitted. 

The Chairman. Well, I will not go into that with you. I want 
to ask you just one more question. Of course, the history of the 
legislation and the effort to reform this has been gone into pretty 
thoroughly. The act of 1887 and the fourth section was intended to 
change this condition, and did for a little while after it was passed, 
and then this idea that water competition was a dissimilar circum- 
stance and condition, which would authorize a departure from the 
fourth section, occurred to somebody, and the controversy about that 
has raged ever since ; but let me get down to the facts of a supposi- 
titious case, such as you suggested. Now, if you did not give Chicago 
the same rate as you gave New York, or one approaching it so nearly 
as would enable it to compete, there would not be any iron products 
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at Chicago to ship, would Ihere? If the discrimination in favor of 
New York was great enough it would absolutely shut out any manu- 
facturing of iron in Chicago. 

Mr. Donnelly. Of course, the manufacturer of iron at Chicago 
is not dependent upon the terminal market. It would have a market 
of its own. It would not have as broad a market. That is correct. 
Now, what harm is done ? 

The Chairman. What right have the people of Chicago to manu- 
facture iron — ^what legal right, I mean, to such a condition as will 
enable them to manufacture iron? Why do you make a rate to 
Chicago ? 

Mr. DoNNELLT. You mean why do we broaden Chicago's market? 

The Chairman. Yes. 

Mr. Donnelly. Of course, it has a right to manufacture iron there 
and sell wherever it can, upon rates the propriety of which you would 
not question. 

The Chairman. I agree to that. What right has Chicago to a rate 
which will enable it to reach the terminal markets ? 

Mr. Donnelly. Now, it has the right which arises from the fact 
•that here is a carrier prepared to accord to that rate, in addition to 
doing so, and in doing so, to add thereby to its own net revenues, and 
proportionately to reduce the burden which must be borne by other 
mtermediate communities, because if the sum of the net revenues of 
the carrier was not sufficient, and it must forego this business, and 
must thereby lose this revenue, of course, theoretically, that increases 
the burden upon the other communities which can be served only by 
the rail carrier. Now, Chicago's right to this rate — if you want to 
call it a rate — as I say, arises from the fact that there is a carrier 
prepared to accord it, and that no possible wrong can accrue to any 
intermediate community by reason of Chicago getting it. 

Senator Poaierexe. You are a lawyer. That same carrier goes 
through Reno. 

The Chaiuman. Yes; that is just what I was going to follow up 
with. 

Senator Pomerene. Xow, then, why docs not your reason, and it 
Is clever — whv does not it apply to the manufacturer in Reno as 
well? 

Mr. Donnelly. It does. 

Senator Pomerene. Why should he be penalized because he is 
•closer to San Francisco than tlie Chicago manufacturer? 

Mr. Donnelly. It does apply as well to the Reno manufacturer. 
Senator Pomerene. 

Senator Pomerene. Yes; you acknowledge the principle, but you 
deny it in practice. 

Mr. Donnelly. Of course, in tlie specific instance, there is no op- 
portunity of applying it in practice. 

The Chairman. I am going to make just this one suggestion. You 
«ay that the carrier is there ready, with its road and its engines and 
it:j rars, and the iron is manufactured at Chicago for the terminal 
mark?t, and he might as well carry it at that rate and make what 
you call the out-of-pocket cost. Well, the reason that it is there is 
because you make that rate. They could not make that iron, if that 
occurred, unless you gave them a rate that you would enable them to 
compete with New York. Now, you have got your cars and your 
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engines and your railroad tracks in Eeno, in Denver, in Pueblo, in 
Spokane, in Greensboro, N. C, and all of the intermediate points, 
that are discriminated against, in many of which, and perhaps in all 
of which, industries would be developed, business would be enlarged^ 
if you made a rate such as you speak of from Chicago that would 
enable them to compete with the other points; you have got your 
road and your engines and your cars to carrj' them ; why don't you_ 
give them those rates? 

Mr. Donnelly. We will take the suppositious rate of $1 from 
Chicago, made in order to meet a water competitive rate from New 
York. You say the practice of the carrier in giving that rate may 
operate to discourage manufacturers at intervening points — inter- 
mediate points — from establishing like manufactories. 
The Chairman. No; only to discourage them. 
Mr. Donnelly. But that overlooks. Senator Poindexter — that 
overlooks the fact that here is the carrier, prepared to serve that term- 
inal community from New York at that $1 rate. The terminal — 
Seattle, San Francisco — is not concerned with this rail rate. I mean 
now from the theoretical standpoint. Practically, of course, it is 
concerned in being served by two carriers, rather than one, but theo- 
retically it gets this article for $1 frcm New York, whether the carrier 
makes that rate from New York or not. 

The Chairman. Now, let me ask you another question, as repre- 
senting the railroads. Would you say that yon are satisfied with 7 
per cent net operating profits? Now, if the rate-making authorities 
of the Government give you such rates, without allowing discrim- 
ination between the long and the short haul, such as now exist, as to 
earn you 7 per cent profit, what difference does it make to you if you 
get your 7 per cent profit upon a uniform system of rates, instead of 
upon a discriminatory system? 

Mr. Donnelly. That carries the discussion into 

The Chairman. You are in the business for the money you make 
out of it, and if the Government allows you a reasonable profit, why 
should any carrier insist upon discrimination between communities. 
any more than discrimination between individuals? 

Mr. Donnelly. Now, I will just say this. This carries the dis- 
cussion into a little wider field than I had expected it to cover, but 
beyond the shadow of a doubt, if you assume this definite, fixed 
quantum of return as being just and reasonable, and the carrier 
by any system of rates is assured of that, it does not make a particle 
of difference as to its retention of this right to make a lower rate 
for the longer haul. You are entirely correct about that, Senator 
Poindexter. At least, I say so, speaking for myself. 

Mr. Lyon. Senator, could I ask Mr. Donnelly just one question, 
with his permission? 
The Chairman. Yes. 

Mr. Lyon. It is the purpose of the railroad in making these 
market competitive rates from Chicago and Pueblo to get revenue 
for moving traffic which would otherwise go to the boat lines? Is 
not that the real purpose? 

Mr. Donnelly. Get revenue from traffic which would otherwise go 
to the boat lines? 
Mr. Lyon. Yes. 
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Mr. Donnelly. Of course, specific traffic from Pueblo or Chi- 
cago would not, but it is for the purpose of delivering to the con- 
sumer at San Francisco a shipment which, if we did not make that 
rate, he would obtain in New York and move by water to San 
Francisco. 

Mr. Lyon. Without decreasing the water transportation? 

Mr. Donnelly. It does; yes. 

Mr. McCarthy. What is the necessity of a lower rate, if it is 

?iurely to meet water competition — a lower rate from Pueblo than 
rom Chicago or New York ? 

Mr. Donnelly. The lower rate from Pueblo and the towns that 
are closer to the Pacific coast has always been justified upon the 
ground of increased manufacturing expense in that region. 

Mr. McCarthy. Then it is not purely the water competition? 

Mr. Donnelly. No. 

Mr. Bartine. Mr. Donnelly, assiuning that the $1 rate .which you 
have mentioned to the coast will just barely cover out-of-pocket 
cost, and suppose you are carrying a very large tonnage upon that 
^asis of rates to tne coast, does it not follow inexorably, then, in 
order for you to obtain a fair return upon the value of your prop- 
erty, the great burden must be thrown upon the interior? 

Mr. Donnelly. It does inexorably, Judge Bartine, and it follows 
inexorably that the burden upon the interior would be still greater 
if you did not do it. 

Mr. Bartine. That is your idea? 

Mr. Donnelly. That is obvious. 

The Chairman. Is there anything further, Mr. Shaughnessy? 

Mr. Shaughnessy. Yes, sir, Mr. Chairman. In answer to the 
position taken by Mr. Donnelly in behalf of the carriers I want to 
give reference to the speech of Hon. William F. Bennet, Member of 
Congress from New York, before the House of Eepresentatives on 
March 1, 1910, which answers the other side of the question to that 
portrayed by Mr. Donnelly, and it answers specifically his contention 
that the out-of-pocket cost rates and the right of the carriers to fill 
up their trains with traffic that they would not otherwise get because 
the train expense is fixed and they can take the traffic at less than 
the general traffic going along in the same train. Now. this argu- 
ment would be good if it applied to all traffic, but when an effort i^ 
made to single out particular classes of traffic it works irreparable 
injury and harm to various communities and shippers and unduly 
favors the large industrial centers and gives to the raihyay traffic 
manager a power gi^eater than that exercised by a sovereign State, 
or, in fact, many States which may come within the rate adjustment 
which he prescribes. 

The Chairman. Well, you are not contending for a blanket i>r 
uniform rat^e, regardless of the distance? 

Mr. SHAUGiiNEssr. Well, not exactly regardless of distance, Mr. 
Chairman, but I believe a rate system might be worked out whereby 
on the long-haul traffic the blanket rate uniformly applied would 
work admirably. In fact, the railways themselves have, on practi- 
cally all traffic moving from points of production to the markets 
made rates upon such a basis. This is largely true from all tin* 
intermountain and Pacific coast teiTitory on eastoound traffic, and on 
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this traffic no back-haul charges are assessed against the people of 
Indiana, Ohio, Pennsylvania, and New York State in the East, as 
compared to the Atlantic coast terminal points, but when the traffic 
reverses and begins to move from the East to the West we find the 
railway traffic manager blanketing the rates to the Pacific coast ter- 
minals, but maintaining the discriminatory back-haul charges 
throughout all of our intermountain States, and this is what we 
complain of. In other words, Mr. Chairman, the railway traffic 
manager's system is such that he says in effect, " We will help you 
people of all intermediate and producing territory to develop pro- 
ductively, but industrially we will tell you where these industries 
may be located and where they shall not.' That, in effect, illustrates 
why we are here. ' 

The Chairman. Can you state offhand the tonnage produced 
annually by your State of Nevada or^ other States in the intermoun- 
tain country I I imderstand yesterday Senator Freehaf er, of Idaho, 
stated that the annual production of Idaho amounted to 5,000,000 
tons; is that the amount? 
Mr. Freehafer. Yes, sir ; five million and a quarter. 
Mr. SHAuoHNESsr. No; I have not the tonnage with me from our 
State. That can be secured, however, later. Now, then, regarding 
out-of-pocket cost, I want to deal with that to some extent, as that 
has been emphasized so strongly by Mr. Donnelly. I want to show 
what the Nevada Eailroad Commission has done in the Reno rate 
case in regard to this matter as illustrating and proving that the 
Pacific coast terminal rates, if applied at interior points, would be 
compensatory if measured on the basis of the cost of the service. 

This testimony was put in before the Interstate Commerce Com- 
mission in 1908 and 1910, and in that case we submitted a very 
elaborate set of exhibits showing the cost of operation, and I want 
to put a resume of that testimony before this committee at this time. 
Now, then, in this analysis I shall differentiate between the " average 
cost " of operation per ton-mile — ^the unit of traffic which is largely 
used in determining railway cost — and the actual cost of performing 
the transcontinental service with which we are dealing at this time. 
Heretofore the " average cost " has been almost exclusively referred 
to whenever it has been used by the Interstate Commerce Commission 
and by counsel for the railroads in their arguments before the com- 
mission. Manifestly, its use would be of little or no value because 
included within the average are all of the expenses for the higher 
cost local business. I shall therefore undertake to differentiate from 
the " average cost " and show as near as may be from my analysis 
the actual cost per ton-mile segregated and assigned to the trans- 
continental tramc mo^-ing in subbtantial volume across the country 
by itself considered- 
Mr. Shaughxessy. For tlie year 1907 the average ciM of opera- 
tion per ton-mile on the Southern Pacific was shown to hit approxi- 
mately 7 mills, but this average cost includes v<*rv expensive opera- 
tion over the Sierra Nevada, Tehachapi anil Siskiyou Mountains, 
heavy local sonice in California, moving with light trainload and 
extensive branch line sei-\'ice, with regular hvight s^'rvin*, but also 
light train loading, l>ecau.se the bu-^in^Ks on the branch lines is not 
sufficient to insure lipavy train loading. While thirse conditions 
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contribute to a liigh average cost of operation per ton-mile, it is 
proper to mention that these high costs are amply taken care of by 
correspondingly high rates covering said local and branch line 
business. 

When the whole situation is fairly coijsidered, it can not be seri- 
ously contended that there should be any great difficulty in classifying 
the freight business, and assigning to last time freight moving in 
maximum trainload lots, its true proportion of the cost of operation 

{ler ton-mile. Moreover, would it not be highly advantageous if the 
nterstate Commerce Commission would prescribe the necessary 
classification and division of costs as between freight and passenger 
business, and require the carriers to report under oath the ton-mile 
cost according to a classification of through freight, local freight, 
branch line ireight, and general average all-freight business? 

In this connection, it may be said that the carriers at the present 
time report only the general average cost per ton-mile. 

Fortified with this mformation it is our impression that the Inter- 
state Commerce Commission would have very little trouble in scien- 
tifically finding the reasonableness of rates covering the movement of 
a substantial volume of business. Of course, it is possible that this 
theory could not in all cases be applied in finding the reasonableness 
of a particular rate covering the movement of a low grade com- 
modity, but it would prescribe a rule by which the commission could 
always measure by close approximation whether the rate was unduly 
high or low, considering the volume of business moving thereunder 
and other circumstances and conditions. 

The Eailroad Commission of Nevada has, by personal investigation 
made by members thereof, satisfied itself that the cost of moving 
westbound transcontinental freight from Ogden to Reno will not 
exceed 2^ mills per ton mile, while from Ogden to San Francisco it 
should not exceed 3 mills. On May 24, 1910, two members of the 
Nevada commission 

Senator Pomerene. What is the distance from Reno to San 
Francisco ? 

Mr. Shaughnessy. Reno to San Francisco, 240 miles. On May 24, 
1915, two members of the Nevada commission made a personal check 
of a fast freight train, consisting of California and Asiatic freight 
moving eastbound, over 288 miles of the main line of the Central 
Pacific Railway, from Sparks to Carlin, Nev., and running 250 gross 
tons light of regular fast freight tonnage. They found that the cost 
of operation per net ton-mile, after charging tne said train with an 
average pro rata of maintenance of way, maintenance of equipment, 
traffic, transportation, and general expenses, was only 2.26 mills per 
ton per mile. That 2.26 is to be compared with the general average 
cost of the Southern Pacific of 7 mills per ton per mile. That shows 
the difference in cost of operating these through transcontinental 
trains, moving with heavy tonnage and without breaking bulk in 
transit and over long hauls, as compared with the general average 
of the haul of all freight, local and otherwise. 

The Chairman. What application are you seeking to make of that 
criterion in this hearing? 
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Mr. Shaughnessy. I am ^oing to show in a general way from this 
what the cost of operation is per ton from New York, ^Pittsburgh, 
Chicago, and other points, and I will show you before I get through 
the actual cost, and I will show — it will be a near approximation 
at least — of what the so-called out-of-pocket cost is that carriers 
are talking about. 

The Chairman. When vou get that, what are you going to do 
with it? 

Mr. Shaughnessy. I will contrast that, then, with the revenue pro- 
duced by the present rates. For instance, $20 per ton, covering th } 
movement at present on all steel articles from Pittsburgh to S.i.- 
Francisco, Reno, and other territories. 

The Chairman. $20 a ton? 

Mr. Shaughnessy. Yes, sir. 

The Chairman. Well, is that under the order that goes into effect 
to-day ? 

Mr. Shaughnessy. To-day ; yes, sir. 

The Chairman. Not the old rates that existed heretofore? 

Mr. Shaughnessy. No, sir; but it will show this. Senator, in addi- 
tion to that ; it will show that on the very, very lowest rates that they 
made — ^the 55-cent rate, I believe it was — covering the movement of 
certain iron pipe from Pittsburgh, following the opening of the 
Panama Canal, that even that rate which they called greatly reduced 
on account of the water competition then existing, that that rate in 
and of itself, that $11 rate is fairly compensatorv, or very, very much 
in excess of anything that you would call out-of-pocket cost. It will 
also show you gentlemen what a range the carriers have in meeting 
water competition, if they ftre allowed to apply so-called out-of- 
pocket cost, and the Interstate Commerce Commission has said in 
its decision since you gentlemen amended this fourth section in 
1910, that these carriers might apply and might be granted exemp- 
tion from the fourth section on the fcasis of out-of-pocket cost rates. 

Now, we can not get anywhere in meeting this kind of competition, 
neither can a steamship company nor a prospective steamship com- 
pany, nor can anybody afford to invest any money in steamship com- 
panies, or in steamship stocks and bonds, with that kind of a handi- 
cap hanging over them. 

The Chairman. Why is that? Is that for this reason, that the 
steamship company is compelled to pay dividends on its stock and 
interest on its bonds ? 

Mr. Shaughnessy. Yes. 

The Chairman. And this out-of-pocket cost does not pay any 
dividend on stock nor interest on bonds? 

Mr. Shaughnessy. No; not if taken on ground pleaded by the 
railroads — ^but it is my contention and I shall endeavor to prove that 
these so-called out-of-pocket cost rates are fairly compensatory and 
this being true, that there is no reason why there should be any 
higher rates at the intermediate shorter haul points. 

The Chairman. All of the railroads do pay interest on their bonds, 
of course, else they would have to go out of business. 

Mr. Shaughnessy. Certainly. 

The Chairman. Or the bonds would be foreclosed. 

Mr. Shaughnessy. Certainly. 
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The Chairman. And if they get nothing but the out-of-pocket 
cost at the terminals they have to get their interest and profits 
somewhere else? 

Mr. Shaughnesst. Yes, sir; that is true, and that is made up at 
the interior points undoubtedly. That is the answer to it, that it 
would be made up there. It would be made up at the interior points. 
But my position is that while they have been talking about this all 
of these years that we have been carrying this great amount of 
traffic to the Pacific coast terminals, at out-of-pocket cost rates, that 
they have not been carrying any traffic to the Pacific coast terminals 
at less than a fairly compensatory rate. 

Senator Pomerene. I suppose, Mr. Shaughnessy, you intended to 
incorporate this table in the record. 

Mr. Shaughnessy. Yes, sir; I shall ask that it be incorporated 
later. 

Senator Pomerene. I am afraid I will not be able to be here this 
afternoon, but I wanted to offer this suggestion to witnesses who are 
here: It developed during the colloquy this morning that there are 
railroad lawyers here, cross-continent line lawyers, and intermoun- 
tain lawyers here representing shippers, etc., and also others repre- 
senting the Director General. Now, thus far in the hearings there 
has been no comment upon either of the bills which are pending 
before this committee. If any of those present have any views as to 
whether or not there should be some amendment to the present law, 
section 4,' or some modification to either of these pendmg bills, or 
both of them, I would like to have the benefit of their concrete sug- 
gestions, and have them incorporated in the record. 

The Chairman. I think that would be a fine idea. 

Mr. Shaughnessy. Shall we suspend at this time? 

The Chairman. We will suspend until 2.30 this afternoon. 

(Whereupon, at 12 o'clock, a recess was taken until 2.30 p. m. of 
the same day.) 

after recess. 

The subcommittee reassembled at 2.30 o'clock p. m. pursuant to 
the taking of recess. 
The Chairman. We will proceed with the hearing, gentlemen. 

STATEMENT OF ME. J. F. SHATJOHNESST— Besumed. 

Mr. Shaughnessy. When we closed at noon, Mr. Chairman, we 
were discussing the matter of the cost of operation as shown by the 
Nevada commission before the Interstate Commerce Commission, 
and taking the Southern Pacific line as representative between 
Offden and Reno, a distance of 538 miles. 

1 had shown that the general average cost of operation per ton- 
mile, as shown by the company, for the system as a whole, was 7 
mills per ton-mile, and I now wish to show that in the Nevada rate 
case, Southern Pacific ^^ Bartine et al. (170 Fed. Rep., 725), that 
the Southern Pacific Co., through its auditor, Mr. C. B. Seger, 
showed tlvdt the cost of operation per ton-mile, as segregated to 
the Southern Pacific main line in the State of Nevada, was 4.28 
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mills per ton per mile, covering 452 miles of line, which is interme- 
diate to Ogden and Reno. That is to be compared with the average 
of 7 mills per ton per mile for the system as a whole, but nothing 
was shown by whidi the cost of the through fast freight business, 
passing through Nevada, as if over a bridge, could be determined in 
contradistinction with business moving from points within the State 
to points without the State, and from points without to points within 
the State, and that which is purely intrastate or local. 

Following that, the Nevada commission made an investigation of 
its own as to the cost of operation per ton-mile in trainload lots of 
this through lon^ haul, transcontinental traffic, and the members 
thereof satisfied themselves that the cost of moving westbound trans- 
continental freight from Ogden to Eeno will not exceed 2i mills per 
ton-mile, while from Ogden to San Francisco it should not exceed 3 
mills per ton-mile. 

On May 24, 1910, two members of the Nevada commission made a 
pereonal check of a fast freight train, consisting of California and 
Asiatic freight, moving eastbound over 288 miles of the main line of 
the Central Pacific Railway from Sparks to Carlin, Nev., and run- 
ning 250 gross tons light of regular fast freight tonnage. They 
found that the cost of operation per net ton-mile, after charging the 
Raid train with an average pro rata of maintenance of way, mainte- 
nance of equipment, trainc, transportation and general expenses, was 
only 2.26 mills. 

Considering that the business and the character of the grades from 
Ogden to Reno are such as to permit of a maximum fast freight train 
loading of 1,850 tons gross against the average fast freight tonnage 
of 1,500 tons from Sparks to Ogden, we may fairly assume that thi 
said cost per ton-mile of 2.26 mills, if not somewhat too high, would 
at least be the maximum cost for the movement of westbound trans- 
continental freight from Ogden to Sparks. This was in 1910 and 
the train loading has increased substantially since then. 

To find the average cost of operation per ton-mile from Ogden to 
San Francisco apply 2.26 mills cost per ton-mile to 538 miles, the dis- 
tance from Ogden to Sparks, and we find the cost of moving 1 ton is 
$1,215. Estimating the cost from Sparks westbound to San Fran- 
cisco on the basis of these figures, we may begin by giving the 158 
miles from Sparks to Sacramento a constructive operating mileage of 
2 miles for 1 in order to compensate for expensive cost of operation 
over the Sierra Nevada Mountains. This will make the cost per ton- 
mile 4.52 mills, or a cost per ton of 71.4 cents. For the 90 miles from 
Sacramento to San Francisco, assume that the cost of operation is 
substantially the same with a small allowance for ferry service — say 
2J instead of 2.26 mills per ton-mile, or a cost per ton of 22.5 cents. 
Aggregating these sums, we find the cost of moving 1 ton from Ogden 
to San Francisco is $2,154, which, when divided by the mileage, 786, 
gives an average cost per ton-mile of 2.75 mills. 

This testimony stands uncontradicted. It has never been met by 
the carriers, nor has the Interstate Commerce Commission ever made 
any effort to establish the reasonableness of the rates on the so-called 
out-of-pocket cost, or the so-called out-of-pocket cost by ascertaining 
and contrasting the cost of the westbound transcontinental service by 
itself considered. On the contrary, the conmiission has been content 
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to reach its conclusions by reference to average cost, rate compari- 
sons, sufficiency of earnings, and other considerations. 

The Nevada commission has, from the first, had its case squarely 
made on this cost of service basis, but we have never secured a ruling 
on this feature of our case before the Interstate Commerce Commis- 
sion. Kecognition of the pertinency of our analysis is noted in the 
opinion, and exemplified by the Interstate Commerce Commission, 
taking six pages from my brief and incorporating it as an appendix 
to its decision of June 22, 1911, in case 205 et al. I offer pages 379 
to 385 of said decision, marked "Appendix D," and ask that it may be 
of record at this point, because it clearly portrays the scientific ascer- 
tainment of revenue and cost to freight traffic moving westbound 
from Ogden to Reno in 1908 and 1910, and upon which we made this 
cost analysis. 

The Chairman. Very well, it may be included in the record. 

(The appendix referred to is here printed in full, as follows:) 
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LOW-GRADE PRODUCTS. 



Referring to this exhibit, attention may be directed to the fact that 56 per 
cent of the total tonnage (23,322) consisted of low-grade products, and were 
as follows: 



Tons. 

Coal 5, 225 

Wheat 4. 884 

Cement 1, 242 

Marble and stone 445 

Brick 103 

Salt 370 

Corn 278 



Tods. 
Oats 495 

Barley 338 

Grits :iOO 

Lumber 69 



Total 13. 101 



Out of the 13,101 tons of low-grade products it will be noted by reference to 
the bottom colunm of Exhibit No. 47 that 11,177 tons of said products moTed 
into Reno from Idaho, Utah, and Wyoming at rates which did not exceed Pacific 
coast terminal rates. 

The footnote on bottom of Bxliibit No. 47 shows the average receipts per ton- 
mile on the Southern Pacific for the year 1909 as 1.21 cents. In comparison there- 
with attention is directed to column No. 10, Exhibit No. 47, wherein Is shown re- 
ceipts per ton-mile covering movement of freight from each group territory, at 
Pacific const terminal rates, with total average receipts of 1.1156 cents, or in 
other words, this would be the receipts accruing If the business moved through 
to San Francisco. Column 12 shows receipts per ton-mile covering actual 
movement of freight from group territories, at proposed or Pacific coast termi- 
nal rates to Reno, with a total average of 1.3879 cents or 1.58 mills in excess of 
the averajre receipts for the Southern Pacific system as a whole. 

Of course, at Wlnnemucca and,, in fact, all main-line points east of Reno to 
the Nevada-Utah State line the excess receipt per ton-mile over the average for 
the system as a whole will be correspondingly greater as we move eastward, or 
rather as the haul from Ogden westward is shortened. On the basis of this com- 
parative revenue showing alone it Is conclusive that the application of Pacific 
coast terminal rates to Southern Pacific main-line points in Nevada would be 
more than compensatory. 

COST OF OPERATION BETWEEN OGDEN AND SPARKS. 

Regarding the cost of operation between Ogden and Sparks based upon the 
total west-bound jnovement of freight for the 11 months ending November 80, 
1908, furnished by Mr. T. F. Rowlands, assistant superintendent Southern 
Pacific Co. at Sparks, Nev., upon request of the Railroad Commission of Nevada, 
and the revenue per ton accruing from Ogden to Reno (Reno being 3 miles west 
of Sparks), predicated upon the actual movement of 23,322 tons of westbound 
freight received at Reno from all eastern territory for the calendar year 1908, 
It may be stated that a detailed showing is made in complainant's Exhibits No. 
37, 44, 47, and 48. 

Before contrasting the revenue to the cost of the service, we shall, for con- 
venience, set forth herein recapitulated portions of said exhibits. 

Total gross tonnage moved Ogden to Sparks, distance 538^ miles, January 1, 
to December 1. 1908, 1.816,346 tons. 

This tonnage was moved in 51.845 cars and 1,279 trains. 

Average weight of car used in finding net weight of contents, 18 tons. 

Gross weight of cars, 933,210 pounds. 

Net weight of freight, 883,237 pounds. 

For the year 1907 on the Central Pacific Railway, Mr. Seger shows tliat 79.3 
per cent was commercial and 20.7 per cent was company freight. 

Applying the same proportion for 1908 we find the commercial freight repre- 
sented in the above tonnage is 690,407 tons. 

Dividing 1.279 trains Into the above commercial freight tonnage, we have an 
average of 539.9 tons per train. 

The average cost of operation per frelght-traln-mile on the Central Pacific 
Railway In 1907 (as shown by Seger) was $2.36. 

The average cost of operation per train-mile on the Central Pacific In 1907 (as 
shown by annual report) was $1.77, while the average cost in 1908 la shown to 
be $1,989, or an increase in cost of 12.86 per cent. 
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Applying the 12.36 per cent Increase to the $2.36, and we find the average coat 
of operation per frelght-traln-mlle for the year 1908 Is $2.65. 

Applying $2.65 cost per frelght-traln-mile to the number of miles, Ogden to 
Sparks, 538.5, and we find the average cost of operation (all expenses) of mov- 
ing one train from Ogden to Sparks Is $1,427.02. 

Dividing 539.9 tons per train Into $1,427.02, the cost per train, and we find the 
average cost of operation per ton of commercial freight from Ogden to Sparks Is 
$2.64, or If further divided by 538.5, the mileage, 4.88 mills per ton-mile. 

[Note. — If the company freight was Included the average per train would be 
690 tons Instead of 539.9, and divided Into $1,427.02, the cost per train, we find 
the average cost of operation per ton ftom Ogden to Sparks Is $2.08, or If divided 
by 538.5, the mileage, 3.85 mills per ton-mile.] 

The Southern Pacific Co. received as Its proportion of the rates covering the 
movement of 23,322 tons of commercial freight from all eastern territory to 
Reno In 1908 an average revenue of $11.51 per ton, or 4.3 times the average cost 
of service from Ogden to Reno. 

If rates no higher than Pacific coast terminal rates had been In effect to 
Nevada main-line points, and covered the movement of the said 23,322 tons of 
commercial freight from Ogden to Reno In 1908, the average revenue accruing 
to the Southern Pacific Go. would have been $7.63 or 2.9 times the average cost 
of service. 

Briefly, the foregoing deductions indicate the scientific and conclusive manner 
in which the earnings and expenses covering west-bound business have been seg- 
regates! and assigned to the Central Pacific mileage from Ogden to Sparks. 

COST AND BEVENTTE. 

Applying the average operating expenses of 4.88 mills per ton T)er mile to 
Nevada main-line points jjccording to respective distances of west-bound haul 
from Ogden, and contrasting therewith .$11. .')1 and $7.G3, the average revenue 
heretofore shown, the results obtninln'r are interesting and instructive. 

The following tables express the matter forcefully : 

Table No. 1. 



From Ogden to— 


Distance. 


Average 

cost of 

moving 1 

ton (all 

expenses) 

on basis of 

4.88 mills 

per ton per 

mile. 


Average 
revenue per 
ton on basis 

of actual 
amount re- 
ceived from 
westbound 
business at 
Reno, 1908. 


Peroentaee 

of operating 

expenses to 

revenue. 


Percentage 
of net reve- 
nue from 
operation. 


1 


2 


SO. 53 
.67 
.85 
1.10 
1.23 
1.49 
1.69 
1.78 
1.94 
2.13 
2.41 
2.64 


4 
$11. 51 


' i • 


Tecoma, Neyada-Utah State line 


113. 5 
137.5 
174.8 
226.3 
256.6 
306.5 
348.3 
365.0 
398.0 
438.0 
494.2 
540.0 


4.6 


96.4 


Cobre 


11.51 ' 6.0 


94.0 


Wells 


11 51 7.5 1 92.5 


Elko 


11.51 9.5 ' 90.5 


Paliaade 


11 51 10.7 i 89-3 


Battle Mountain 


11.51 13.0 
11.51 14.7 
11. 51 16. 
11. 51 17. 
11.51 , 18.5 
11.51 21.0 
11. 51 23. 


87.0 


Oolconda i 


85.3 


winneimiccR , 


84.0 


Imlftv 


83.0 


Lovelock 


81.5 


Hfic^n 


79.0 


Beno 


77.0 











Note. — ^It will be observed that the percentage of operating expenses to operating revenues for the 
Soathem Pacific system as a whole is 56 per cent, or 44 per cent net revenue from operation. Compare 
these figures with those in columns 5 and 6. They indicate conclusively that the old rates are grossly 
exorbitant. 
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Table No. 2. 



, 

From Ogden to— 


Distance. 


Average 
cost of 

ton(iSl 
expenses) 
onoasisof 
4.88 nulls 
per ton per 
mile. 


Average 
revenue per 
ton on basis 
of proposed 

or Pacific 
coast term- 

inal rates. 


Percentage 

of operating 

expenses to 

revenue. 


Percentage 
of net reve- 
nue firom 


1 


2 


8 


4 


5 


6 


Tecoma, Nevada-Utah State line 


113.5 
137.5 
174.8 
226.3 
256.6 
306.5 
348.3 
365.0 
398.0 
438.0 
494.2 
640.0 


10.53 87.63 
.67 1 7.63 
.85 1 7.63 
1.10 7.63 
1.23 7.63 
1.49 , 7.63 
1.69 i 7.63 
1.78 7.63 
1.94 7.63 
2.13 7.63 
2.41 7.63 
2.64 7.Ki 


7.0 
9.0 
11.0 
14.5 
16.0 
19.0 
22.0 
23.0 
25.6 
28.0 
31.6 
34.6 


93.0 


Cobre . .' 


91.0 


Wells 


89.0 


Elko 


85.5 


Palisade 


84.0 


Battle Moimtain 


81.0 


Qolconda 


7&0 


Winnflmucra 


77.0 


Imlay 


74.5 


Lovelock 


72.0 


Hazen 


68.5 


Reno 


63.5 











Note.— Attention is directed to the fact that the percentage of operating expenses to operating revenues 
for the Southern Pacific system as a whole is 56 per cent, or 44 per cent net revenue from operation. Con- 
trast these figures with those in columns 5 and 6 and they indicate that Pacific coast terminal rates applied 
at Nevada main-line points are unreasonably high and more than a f^ compensation. 

The following table is made on the basis of 3.85 mills per ton per mile, the 
average cost of operation covering the movement of all freight business (com- 
pany and commercial) from Ogden to Sparks in 1908. Cost of operation per 
ton is shown from Ogden to Nevada main-line points, after which the cost is 
compared with $7.63, the average Pacific coast terminal rate revenue, and the 
operating results set forth in percentages. 

Table No. 3. 



From Ogden to— 



Distance. 



Average 








cost of 


Average 






moving 1 

ton (all 

expen.ses) 

on oasis of 


revenue per 
ton on basis 
of proposed 
or Pacific 


Percentage 
of operating 
expenses to 


Percentage 
of net reve- 
nue from 


3.85 mills 


coast ter- 


revenue. 


operation. 


per ton per 








mile. 








8 


* 


6 


6 


10.45 


17.63 


6.0 


94.0 


.53 


7.63 


7.0 


93.0 


.67 


7.63 


9.0 


91, 


.87 


7.63 


11.5 


88.5 


.975 


7.63 


13.0 


87.0 


1.18 


7.63 


15.0 


SS.0 


1.34 


7.63 


17.5 


82.5 


1.40 


7.63 


18.5 


81.5 


1.54 


7.63 


20.0 


80.0 


1.68 


7.63 


22.0 


7«.0 


1.90 


7.63 


25.0 


».o 


2.08 


7.63 


27.0 


73.0 



mies. 

Tecoma, Xc vada-Utah State line 1 13. 5 

Cobre 137.6 

Wells 174.8 

Flko 226.3 

Palisade , 256. 6 

Battle Mountain ' 306.5 

riolconda i 348. 3 

Wlnnemucea 365. 

Imlav 398. 

Lovelock 438. 

Haicn 494.2 

Reno WO. 

1 

Note.- -The above tabic shows that the percentage of operat'mg expenses to operating rcvenuw lor thj 
Southern Pacific system as a whole is 5<i ocr cent, or 44 per cent net revenue from operation. Cmtnw 
the.sc figures with those in columns 5 and 6, and the result is clear at a glance. 

The following table is made on the basl.s of 7 mills per ton per mile, the aver- 
age cost of operation (all expenses) of the commercial freight business of the 
Southern I'aclfic system as a whole. Included therein Is the extraorOimirily 
expensive operation of the freight-train service over the Sierra Nevada, Teha- 
chapl, and Siskiyou Mountains, numerou.s branch lines, local freight-train serv- 
ice, and the expen.«;eH incidental to the handling of company freight, the toniuige 
of which did not enter into the calculation in finding the average commercial 
ton-mile cost. 
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The Chairman. That is part of the expense, I should think, of 
operation. 

Mr. Shatjohnesst. It is part of the expense, but the effort is made 
by the carriers to localize the out-of-pocket cost to the mere trans- 
portation expenses, as I gather it. 

Mr. Wood. When and m what case did the carriers make that con- 
tention? 

Mr. Shaughnessy. You always made that contention. If you ever 
made any other contention, I should like to have you explain it at 
this time. 

Mr. Wood. We never made such a contention. 

Mr. Shaughnessy. What is your contention, then, on the out-of- 
pocket expense? 

Mr. Wood. While I believe the contention has been .that the out- 
of-pocket cost is what might be regarded as the cost of carrying this 
tramc as additional tonnage, we have never contended that among 
these elements of cost was not some allowance for wear and tear on 
rails and wear and tear on equipment, just as expressed by the 
Senator. There is nothing in tne record here to indicate, or before 
the commission 

Mr. Shaughnessy. I am very glad to have you confirm that view 
of the matter. Now, then, what proportion of the total operating 
expense would you consider thiBit to be ? 

Mr. Wood. I could not say. The Interstate Commerce Commis- 
sion has made an investigation on the subject in a case known as the 
Schedule C case, which is the case that arose immediately after the 
opening of the Panama Canal. It made an analysis of tnat matter, 
the results of which are set forth in the opinion, notwithstanding 
the fact that the statement has been made here that the commission 
has never analyzed that, that appears definitely in the opinion. They 
made another analysis in another one of these cases, and those cases 
will speak for themselves. I do not carry in mind what those per- 
centages are. 

The Chairman. Let me ask you, Mr. Wood, the purpose of that 
analysis was to ascertain what the out-of-pocket cost was? 

Mr. Wood. Yes, sir. 

The Chairman. And why did they want to ascertain the out-of- 
pocket cost? 

Mr. Wood. The first purpose of that analysis was this, in order 
to see whether the rates which the carriers proposed, in order to 
enable them to meet the competition of the snips at the terminals, 
was so low that they were below the cost of the service, and would 
consequently involve an out-of-pocket expense to the railroad com- 
panies which would not be recouped out of the rates, and therefore 
cast a burden upon the remaining trafiic. The position of the rail- 
road companies was that here was business moving to the Pacific 
coast terminals, which they must cariy at water competitive rates, 
or no*t carry at all. Now, the analysis was made for the purpose 
of determining whether if they did carry it the revenue derived from 
it would be in excess of the cost of carrying an additional tonnage, 
and therefore would contribute something to the fixed expenses, and 
the fixed charges, and the payment of dividends, and so forth, be- 
cause, obviously, if it would not pay any more than the total cost of 
handling it, there was no object in taking it. On the other hand, that 
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if it would pay something more than the cost of handling the busi- 
ness as additional traffic, it made that much of a contribution to the 
expenses which did not fluctuate in traffic, such as a certain pro- 
portion of maintenance and the overhead expenses, general expenses, 
and interest and dividends. That was the purpose of the analysis 
that was made. 

Mr. Campbeix. Mr. Wood, do you claim that the commission made 
an analysis of that out-of-pocket cost and showed what it consisted 
of, or did they merely state what the probable out-of-pocket cost 
was? 

Mr. Wood. I do not understand your use of the word " analysis." 
We all realize, of course, it is not mathematically possible to ascer- 
tain the exact cost of conducting a particular part of the traffic of a 
railroad. It must be made by an examination of the accounts, and 
upon the basis of certain assumptions which students of the question 
consider as being w^ell grounded. Now, in the latter sense, the com- 
mission made an analysis of the accounts of the carriers, the result 
of which is set out in the opinion in the Schedule C case, and sub- 
sequently in connection with the eastbound applications of the 
Southern Pacific Co., examined in even more detailed analysis, which 
had been made by the operating officials of the Southern Pacific. 

The Chairman. Did they include in that the cost of purchasing 
of engines and construction of roads? 

Mr. Wood. No sir. 

The Chairman. The railroad contended then that they shoukl be 
allowed to make a rate on account of this water competition which 
did not include those items I have just mentioned? 

Mr. Wood. No; they did not include any allowance on what might 
be called capital account. The analysis was intended to disclose, as 
well as possible, the cost of handling this additional business over an 
existing plant which was not worked to its full capacity. 

The Chairman. I think I understand what your proposition is, 
and as I understand it, quite frankly stated, it was just for the pur- 
pose of removing any doubt of one of the elements in the proposi- 
tion as to whether or not the railroads and the commission contended 
for a policy which would allow them to meet water compe4:ition by 
a rate which was only enough to pay the out-of-pocket cost. 

Mr. Wood. Not that. 

The Chairman. What was it? 

Mr. Wood. Because, obviously. Senator, there would be abso- 
lutely no profit in the transaction to the railroad companies. 

The Chairman. They wanted something in addition? 

Mr. Wood. They wanted something in addition. 

The Chairman. How much in addition to it? 

Mr. Wood. Well, necessarily varying with the ocean rate and the 
character of the traffic. Anything over and above the out-of-pocket 
cost is a contribution to the permanent expenses, the fixed charge. 

The Chairman. Then that is the proposition, that so long as it 
was more, any amount more than that? 

Mr. Wood. So long as it was more than that it would not ca5t 
any undue burden upon other traffic, or involve any increased ex- 
pense. Now, as a matter of judgment and business polifgr^ of coursa. 
as to' how much more should be taken to make it worth while to take 
that business 
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Mr. Shaughxessy. How much less than the full operating ex- 
penses; is not that it? 

Mr. Wood. I should not say so, Mr. Shaughnessy. I would rather 
refer you to the iSndings of the commission in the case and the mathe- 
matical problem, which will answer your question. 

Mr. Campbell. Right there I should like to say that notwithstand- 
ing the statement made by Mr. Wood I desire to reiterate that in 
these cases the Interstate Commerce Commission has never made an 
analysis of out-of-pocket cost. It is true that in one of the cases 
they do mention that a certain amount per ton possibly covers the 
out-of-pocket cost, but there is no analysis of what that out-of-pocket 
cost consists of. 

Mr. Shaughxessy. They have never made a cost analysis. 

The Chairmax. That will all be verified by the record, whatever 
it is, and there will be opportunity for anybody to show just what 
the record shows. 

Did you wish to say something. Judge Bartine ? 

Mr. Barttxe. The suggestions of the other people pretty nearly 
cover it, but I want to say, Mr. Chairman, that while I have not 
broken in on these hearings very much there is probably no one here 
in Washington who feels a deeper interest, or who has been more 
active than I, in my small way, in these matters. I have acted as 
attorney for the Nevada Commission for nine years; I have been 
closely connected with my friend, Mr. Campbell over there. I think 
he w ill admit that I have done some little things in connection with 
these cases; that if what I have done were taken out of the record 
it would make quite a little hole, perhaps. 

I have been present at, I fancy, a dozen of the hearings of tho 
Interstate C( mmerce Commission, and I have never heard a sugges- 
tion from that commission, and I have never read an opinion from 
that commission in which the smallest consideration has ever been 
given to the wear and tear on the track and equipment, or anything of 
that kind, and when these cases have gone to the Supreme Court of 
the United States they have turned upon that point, that the rates 
charged at the terminal points, which are assumed to be not fairly 
remunerative, were to be justified because they would bring some- 
thing more into the treasury than they actually took out in the 
movement of the freight, but there has never been an attempt made 
to carry into that equation the wear and tear updn the track or the 
equipment, so far as I can recollect. 

The Chairmax. Let me ask you if the result of that, whether it is 
wise or unwise, would be to give the coast cities and the railroads — 
I mean the users of the railroads — a rolling stock free of charge, 
would it not? 

Mr. Bartix^e. You do not have to ask me that question. Of 
course, if they are carrying their traffic west of Keno or west of 
Spokane at nothing more than just out-of-pocket cost, they might 
better make their terminals at Spokane and Reno. 

The Chairmax. I should think it would be very profitable prop- 
erty for the people served by it if they do not have to contribute any- 
thing toward building it and do not have to contribute anything for 
equipment or rolling stock. 

Mr. Bartixe. I do not want to break in on Brother Shaughnessy's 
statement. I have only done that because so many others have 
done it. 
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The Chairman. I was not thinking of sidetracking him, or any- 
thing of that sort. 

Mr. Shaughnessy. No ; I do not consider that anybody has done 
that. But I want to retrace my statement up to the point of the cor- 
rection made by Mr. Wood, if it be a correction. I will stand cor- 
rected upon that basis, and I will proceed from the standpoint of the 
cost of moving this freight from New York and other eastern points 
to Pacific coast points upon the basis of the actual cost per ton-mile 
moved in trainload lots. 

As before stated, the average cost of moving transcontinental 
traffic from New York, Pittsburgh, and Chicago may be fairly said 
to be 2.74 mills per ton-mile, the estimated cost from Ogden to San 
Francisco, and as shown by my testimony before the Interstate Com- 
merce Commission in said case, 205, et al., gives the following results: 

New York to San Francisco, a distance of 3,200 miles, the full cost 
per ton will be $8.17 ; from Pittsburgh to San Francisco, a distance 
of 2,750 miles, the full cost per ton will be $7.52; from Chicago to 
San Francisco, a distance of 2,279 miles, the full cost per ton will be 
$6.25; and from Kansas City, a distance of 1,800 miles, the full cost 
will be $4.93 per ton. 

Now, then, contrast with those costs per ton the average charges 
that have been referred to in the past as merely out-of-pocket cost 
rates or out-of-pocket revenues, not producing just and fair compen- 
sation to the carriers, and were forced and compelled, and ai*e the 
so-called out-of-pocket cost rates, namely, the rate on structural steel 
of $13 from Pittsburgh and of $15 per ton from New York. It is evi- 
dent that they are not only compensatory, but that rates in exce>s 
thereof are excessive on that basis. WTien you come to contrast the 
rate of $15 per ton from New York to San Francisco with the cost of 
$8.17 per ton, you will find that the difference between $8.17 and ^l'* 
leaves a very fiiie margin of profit and proves conclusively that that is 
a highly compensatory rate, notwithstanding that these gentlemen 
have been contending strenuously that those are out-of-pocket rates. 

Likewise, you take the rate of $13 per ton, which at one time was 
in effect from Pittsburgh to San Francisco, and contrast that with 
the average cost of $7.53, and again you have a very fine margin of 
profit. 

I think these rates show clearly that the so-called out-of-pocket 
cost business to the Pacific coast terminals is highly remunerative. 

Summarizing, I want to say that what I have said regarding 
segregated cost and reinforcing what I have said as to the justice 
of making a segregation in the classification of operating cost and 
illustrating the fallacy of using the average operating cost, as has 
so often been done before the Interstate Commerce Conmiission, 
that what I have shown here and what I am contending for is 
strongly supported and clearly illustrated by the carriers' own 
methods of classification and segregation of expenses when they have 
occasion to go into the courts for the purpose of overturning legis- 
lative and commission made State rates. 

For example, let me exemplify bv again referring to the Nevada 
rate case, 170 Fed. Rep. 725. Mr. E. E. Calvin, then general man- 
ager of the Southern Pacific Co., made an affidavit which forcefully 
emphasizes the distinction that is made by the carriers between the 
average and the actual cost. I read from his affidavit as follows- — 

Mr. Mann. That is, Mr. Seger? 
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Mr. SiiAUGHNESsY. Yes; this is the so-called Se^r affidavit, the 
famous Seger affidavit. 

Tlie fjirtors of prlnripal Iiii|M)rtaii(v In Oetei mining <Mist of triinsp(»rtution are 
volume uf truffle, density of trnffio. nml length of haul. Hy volume of traffle 
\H meant the total carrying IniMlness of the railroad expressed In unitn of 
traf!i<\ as, for Inslanee, ton8 carrie<l I mile. By density of trnfMc is meant 
the volume of trafHc }H«r single mile of road. The Imixirtance of tlu^e factors. 
In determining the cost of transiMirtntion, is due largely to thi*lr cffiM't ui>on 
the tralidoad. Train cxihmiso Is largely a fixed exiM*ns4». The greater the 
trainload or traffic baule<l i)er train-mile, the less the expense per unit of 
tralTic. With a snudl volume of trafllc au<l a short haul, hwivy nr ade<|uate 
loading of trains is impracticahle. and ttius the expense of openitiou iter unit 
of tnifllc is much greater than where the magnlttnle of traflW* is sufficient to 
permit of the heavy londlng of trains. 

He is justifying and endeavoring to show whv the rates are lower 
on their through interstate traffic, and why, likewise, they are so 
much higher upon our local traffic, which we were trying to reach, 
and which they are contesting in the courts. 

I^Kiil huslness is relatively short hatd traffic and of small volume. This 
nppt^irs from the sh<i\vlng herelnhefore made. Ilenc^ it Is that the <*ost of 
Itwal freight huslness of the company in the State of Nevada Is relatively 
higher than the cost of huslness of the company as a whole, and the profmr- 
tlon Is fairly stat<Hl as thn»«» to one. The prei>onderance of through huslness 
in the State of Nevada over hical huslness is strongly mnrkeil as shown hy 
the revenue returns herelnhefore set forth, and so far as the cost of local 
t)nsim»ss per unit of trnlllc In the said State of Nevada on sahl system Is 
conc'enu^l. the proportion as against the general huslness will (*iuishlerahly 
ex<*iHMl thre<» to one. In thes<» profHtrtlons. the hasis Is IhnltcHl solely to the 
4iist |M»r unit of trafllc of so much of the exi>enst»s of operation as relate to 
the cost nf conducting trans|iortation. 

That, Mr. Chairman, was the Southern Pacific Company's defense 
of the very much higher freight rates that we had within the State 
<>f Nevada locally than were named across the State on the interstate 
traffi<\ and they were there justifying those local rates, and they 
justified them on the ground of the language just read into the 
record. 

Further, now, as showing the railroads' contention that the system 
devoted to the local .service within the State of Nevada was not 
greater than reasonably necessary, and wholly aside from the 
great interstate business that this corporation was doing, the affiant 
makes the following affidavit: 

The cost of construction of the ralln>ad of said system in the State of 
Nevada, including the road to the Nevada & rallfornla Itailway Co, — 

And affiant intends all statements herein as to the Nevnda & Cali- 
fornia Railroad Co. to have distributive interpretation also — 

ha« not lieen and Is nf>t greater than sh<mld he exi>endeil In the construction 
of a railroad for local tratllc therein, and as to the roadway an<l roadhe«l and 
bridges there would he no suhstantlal (llfTerence In riHiuirements, lHM»ause of the 
hxnki character of the road; nor, nmshlering safety, efficiency, and duration, 
would there In? an.v suhstantlal (llfTerence as to the superstructures and track 
fixtures. In resp«»ct to these latter there would. In the case of thrf>ugh huslness. 
be some additional wear and tear, and the motor iK>wer would Ih» furnlshetl hy 
englm*s of heavier t.vin*, hut the Incrense In mnlntenan<*e exiHMise therehy would 
be overcome by the added capacity in the hauling of heavier loads and trains. 

Now, Mr. Chairman, these pleadings mean, if they mean any- 
thing, that the company has established and maintains a great sys- 
tem, primarily on the basis of its local bu.siness and the exceedingly 
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high charges gathered therefrom, relatively speaking. Of course, 
this is not the fact and we have never had any very serious trouble 
in proving to the contrary in the courts. But that the local short- 
haul traffic within the State is much more costly than through long- 
haul traffic goes without saying, and I am here simply trying to illus- 
trate that the railroads have no difficulty in segregating and assign- 
ing such cost when occasion demands; and I therefore contend that 
it is clearly manifest that these companies can make an assignment 
and show by very close figures just what the cost is of moving the 
through transcontinental traffic over these exceedingly long hauls 
from coast to coast. I also maintain that the Interstate Commerce 
Commission, with its great organization, would have no difficulty 
whatever in supervising the segregation and the assignment of such 
cost upon a just and reasonable basis, and that, measured by the cost 
of the service, these rates to the Pacific coast terminals have always 
been fully compensatory and that therefore the higher rates main- 
tained at the intermediate points have been exceedingly unjust and 
unreasonable. The trouble has been, however, that the Interstate 
Commerce Commission has never measured the compensatory char- 
acter of this west bound transcontinental business, moving as it does 
from 1,800 to 3,200 miles — the longest haul traffic in the world — 
without breaking bulk in transit; and how should it be measured? 
Why, just the same as the Government is doing to-day in requiring 
every industry that is doing war work on a cost plus 10 per cent con- 
tract basis, to segregate and assign the fair proportion of all ex- 
penses, no matter whether the industry may have been designed for 
and regularly engaged in the private manufacture of automobiles, 
plows, and corsets and many other lines. Now, it is no more difficult 
for the Interstate Commerce Commission to require and supervise 
the rendering of such segregated cost detail by the railroads than it 
is for the Ordnance Department of the Army to secure similar detail 
covering every thing it purchases at the present time. 

Mr. McCarthy directs my attention to the fact that the examples 
I have used covering the movement of steel and iron from New York 
to San Francisco at $15 a ton and from Pittsburgh to San Fran- 
cisco at $1»S per ton is perhaps the lowest rated traffic moved, and 
therefore does not fairly express the average revenue per ton of 
freight traffic moving across the country between those points. I 
will say in this connection that following the commission's sohedide 
C order of January 29, 1915, that our analysis of the tariff showed 
that all traffic from eastern defined territory to the Pacific coast ter- 
minals was on an average of $15,63 per ton, carloads, and $30 per 
ton on less than carloads. 

The Chairman. This is to San Francisco? 

Mr. Shaughnesst. Yes, sir; applying the eastern defined terri- 
tory rates to San Francisco on westbound traffic. 

I'he Chairman. What is it to Reno? 

Mr. Shaughnesst. To Reno the general average was $19.77 per 
ton on carloads and $37,55 per ton on less than carloads. 

The Chadrman. You are citing these figures that you just gave in 
comparison with the $13 and $15 per ton on structural steel in order 
to show that the average rate was higher than that? 

Mr. Shauohnessy. Yes; that is the point. To show the average 
on all business would be considerably higher than $13 and $15, which 
I use as the revenue on that steel and iron. 
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However, these figures would need to be revised, and I do not know 
ju>t what their average revenue per ton is from eastern defined ter- 
ritory to Pacific coast terminals at this time, but that was indicative 
Mt that time. Mr. Campbell, have vou anything on that at this time^ 

Mr. Campbell. No. I should like to ask you just one question. I 
want to ask you whether in all of your exi)erience of these transcon- 
tinental cases you ever heard any railroad witness admit that any 
particular rate was reasonable in and of itself < 

Mr. Shaugiixessit. Xo; there has always been something wrong 
with theuL It never has been fully compensatory. 

Mr. Campbell. Take the rates which went into etlect to-dav: do 
you know whether the railroads claim that those rates to the l*acific 
coast are reasonable or less than reasonable? 

Mr. Shauoiinessv. I did not attend the hearings in these increases 
under the fifteenth section, Mr Campbell. 

Mr. Campbell. It would be true, would it not, if they were reason- 
able rates to the coast that they would be much higher than a reascm- 
abli» rate to the interior, would they not i 

Mr. Siiauohnessv. What is that? 

Mr. Campbell. It would be true if they were reasonable rates in 
and of themselves to the coast that they would be much higher than 
a reasonable rate to the interior? 

Mr. Shauohnessy. Yes, sir. 

Mr. Campbell. And if the rates which are in eflfect to-day to the 
interior are reasonable in and of themselves, then they are main- 
taining to-day, when the tariff went into effect to-day, rates to the 
coast that are still unreasonably low? Would not that be true? 

Mr. Shauohnessy. Yes. pfowever, personally, I am not com- 
plaining because we have not got a proportional rate at this time. 

Mr. Campbell. That was not the purpose of the question. The 
idea was this question of out-of-po<'ket cost and reasonableness, 
whether or not the rates have ever been analyzed before the Inter- 
state Commerce Commission by the railroads, to show what is out 
of i>ocket and what is required to pay dividends, and what was a 
reasonable rate. 

Mr. Shauohnessy. That is true. I want to refer briefly to the 
Shreveport case, Mr. Chairman, if I may. I wish to state in respect 
to the Shreveport case that the direct line mileage, Kansas City to 
Shreveport, is 562 miles, whereas the direct line mileage from Kan- 
sas City to Dallas, Tex., is 510 miles. On business from the north 
and east Shreveport enjoys a very much lower rate than does Dal- 
las, and all northeastern Texas points. I think it was shown be- 
fore the Interstate Commerce Commission that thei-e was a differ- 
ential of approximately 50 per cent against Dallas and in favor of 
Shreveport, and that differential was maintained, or those preferen- 
tial rates were maintained to Shreveport under the plea of water 
competition, which has not existed for many years. 

On that point I want to reinforce that statement by an excerpt 
from the Interstate Commerce Commission decision in the Soutn- 
eastem Cases, 80 I. C. C, 263, as follows : 

There Is a <ll»«oonnecte<l service [he Is spenkiiifr of the wnter servlcel be- 
tween New York nnd Menipbln. Re^utnr boats ply lK*t\vtH»M Nntrhes and 
Vlrksimn^ ami Meiiipliis. The wnter cttiiiiK'tititin is to li«* reirnnled ns iNiteiitial 
but not actual, and the testhnuny in this eas«» indii-ates that any inaterlnl ad- 
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vance in the rates from New York to Memphis will, without doubt, result in 
reestablishment of active competition on the Mississippi River. 

The Chairman. Are they opposed to the establishment of the 
active competition? 

Mr. Shaughnesst. Apparently so. 

The Chairman. Do they indicate in their opinion that that is 
the reason ? 

Mr. Shaughnessy. They certainly do. I should like to read, for 
your information, another excerpt from that decision on that verj- 
same point, showing that the water competition, once actual and 
effective, is now nothing but potential, and that the Interstate Com- 
merce Commission is not favorable to its reestablishment. In other 
words, they have taken the view of the railroads, as they have so 
often done in the past, regarding these matters : 

It is evident that the rates and facilities aflfonlf^d by the mil lin^s \\n\e lunl 
the effect of eventually attracting to these lines nearly all of the long-distance 
traffic between Ohio River points, I'pper Mississippi Uiver points, and Missouri 
River points on the one hand, and New Orleans on the other. Th»*re is no rea- 
son for believing that the rates to New Orleans, when esta!>lished by the mil 
lines in 1887 and since maintained were not necessitated by an active, compet- 
ing water competition. Without donbt the <'hnn.i;e in demands of i*ummei»*'. 
the increased facilities of the rallroa<ls, their betti*r organization and regiilarli\ 
of service have been instrumental in winning for them not only a share of 
that traffic but nearly all of the traffic. The wafer transportation, once actiuil 
and compelling, Is still, however, potential, and It is most earnestly contended 
by the petitions herein that any substantial huTease In the rates to New 
Orleans will have the effect of reestablishing water competition, with th»' 
consequent loss of traffic and revenue to the rail lines. It is represented that 
having secured this traflBc through years of .struggle [this is the representatlou 
of the railroads they are quoting], there is nothing in the fourth section of the 
act to regulate commerce, us amended In 1910, that puts upon the rail carrier^ 
an obligation to establish rates which will restore to the boat lines the tniffi*' 
they have lost. 

Therefore you can easily see, Mr. Chairman, that the fourth section, 
as amended m 1910, was very ineffective, as admitted by the Inter- 
state Commerce Commission. And we have absolutly no security in 
our territory, nor have they throughout the intermediate States 
in southeastern territory. None whatever, and it is vitally nece.*^- 
sarv that we should be given relief by Congress. 

I'he Chaikman. Better organization and regularity of service, is 
that what it says? 

Mr. Shaughnessy. Yes ; that it is what they say. 

The Chairman. That would always operate in favor of the rail- 
roads, would it not ? 

Mr. Shaughnessy. Yes, sir; that is, the railroads' natural ad- 
vantage over the water carriers, that they have the increased fa- 
cilities for serving the public. 

The Chairman. Better organization and regularity of service 
would be an aid to them in competing with water lines, whatever 
system of rates might be adopted? 

Mr. Shaughnessy. Yes, sir. 

The Chairman. That is all. 

Mr. Shaughnessy. Now, on this Shreveport case, Shreveport 
being 562 miles southeast of Kansas City, and Dallas being 510 miles, 
Shreveport has carload rates 40 per cent better than those to Dallas, 
and this is illustrated by the proceedings before the Interstate Com- 
merce Commission in the Dallas Chamber of Commerce case, wherein 
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the Interstate Commerce Commission held out to the Dallas Chamber 
of Commerce that they would give them the relief when the first 
order was made in the Shreveport case. By the decision in that case 
the Interstate Commerce Commission reduced these rates trom 
Kansas City and St. Louis $1 per ton, and the relief granted to' 
Dallas is illustrated by the item of newsprint paper from St. Louis 
to Dallas and Shreveport, the rate being $8 to Shreveport it was 
allowed to remain at $8, whereas to Dallas the rate was $12, and 
the Interstate Commerce Commission only reduced it to $11 per ton. 
Recently the Interstate Commerce Commission has made a final 
decision in the Shreveport case, and, incidentally, they make a very 
fine argument there on our side of the question. I should like to 
read this excerpt into the record from that decision, rendered Janu- 
ary 28, 1918, 48 I. C. C, page 370, as follows: 

In making our report and order of July 7, 1916, we were not unmindful of 
their far-reaching effect. We were then and are now convinced that no attempt 
on our part to limit the scope of our order to a defined section in the eastern 
part of Texas would adequately meet the situation and extend to Shreveport 
the full relief to which that city was entitled. If a single city in Texas, whether 
large or small, near the border of the State, or near its center, were denied 
the benefit of the equality of rates from and to all points that is accorded to 
all other cities in that State, no possible doubt could exist regarding the result- 
ing undue prejudice and disadvantage. It would manifest itself In the difficulty 
of attracting to such city commercial houses, industries, and population. To 
limit or restrict the area to and from which such city could ship on equal terms 
with other near-by points, while the entire area of the State was open to all 
other cities, would be to put upon such a locality an obvious disadvantage. 

That is our argument here before Congress. It has been our 
argiiment before the Interstate Commerce Commission for years. 

The commission makes this argument in justification of ite action 
in the usurpation of the power of the Railroad Commission of Texas 
to control its own internal commerce. In other words, to so con- 
trol its own internal commerce as to offset these interstate dis- 
criminative disadvantages to which I have just referred, and which 
have been maintained to Shreveport by long-and-short-haul rates, and 
which, if Texas had not, through the medium of its State railroad 
commission offset, Texas would not have been upon an equality, and 
have prospered as it has in the past. 

There is another quotation in this Shreveport opinion which I 
shall read from page 371, as follows: 

There are no transiMjrtatioii conditions justifying higher rates, distance con- 
»idere<l. between Siireveport and Texas points than between points in Texas. 
The only apparent reason for tlie exclusion of Slireveimrt from equal oppor- 
tunities for trading in Texas, thus in effect building a tariff wall about the 
State, is that Shreveport lies east instead of west of the line between Texas 
and Louisiana. 

I submit that the Interstate Commerce Commission is hardly fair 
there. They do not truly portray the differential that is against 
Texas cities and maintained m favor of Shreveport on inbound busi- 
ness. 

Begarding the usurpation of the power of the State commission in 
the Texas case, or the Shreveport case, I want to say that it is my 
individual view that there can be no harmony between the Interstate 
Commerce Commission and the various State commissions until this 
interstate discrimination is cured: and if the Interstate Commerce 
Commission is so committed to the policy built up over a period of 
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years that they can not give the relief and the security which the 
intermediate points need and desire, and if, because, not having 
secured the relief that they should get through the medium of the 
Interstate Commerce Commission, a State commission undertakes 
to oflFset some of that discrimination by lowering the rate within 
the State between various commercial points within that State, as 
the Texas commission has done, and the Interstate Commerce Com- 
mission undertakes to do as it has done in the Shreveport case, to 
offset that kind of discrimination, I want to say right here that we 
are going to fight — that is, speaking for myself — I say there can be 
no peace or harmony between the Interstate Commerce Commission 
and the various States on that kind of a proposition. 

However, if, on the other hand, Congress can by a declaration 
remove this interstate discrimination and lay down a policy upon 
which all sections of the country may go out and develop in propor- 
tion as their resources and their energy will justify upon an equal 
footing, in so far as transportation charges are concerned, then I am 
in favor of cooperating with the Interstate Commerce Conmiission 
in the working out of discriminations so that one State shall not 
through its State commission fix a tariff wall, such as referred to by 
the Interstate Commerce Commission in the Shreveport case— re- 
ferred to erroneously, though, in my judgment — I shall be more than 
willing in that event to cooperate with the Interstate Conuneire 
Commission in helping to work out interstate discrimination as be- 
tween States which arises because of tlie regulation of purely intra- 
state rates by State commissions. Otherwise I want to say that, 
so far as I am concerned, I will fight right down the line ; that we 
will not let the Interstate Commerce Conunission assume any such 
jurisdiction as that, and I think we will be effective in preventing 
it, too. That is a plea that will appeal to every State commission: 
it is one we can all cooperate and work in harmony on. We may 
not all agree on the elimination of the circuit ious rail long-ami-short- 
haul rates, because there are some States where there is local discrimi- 
nation of this kind authorized, but upon the principle which I am 
discussing we are all strongly together. 

The Chairman. Let me ask you there, looking at the matter from 
the national standpoint of the best use of transportation facilities 
that are available, and economy of resources, what advantage is 
there, or whether or not there is any advantage to a transportation 
company in building up on its line, we will sa3% one great center of 
industry and depot of supplies so that it will have a hundred car- 
loads of commodities to be distributed on a certain section of its 
line or in the country adjacent to it, it would be to the advantage 
of that company to take all of its hundred cars to this great center, 
to this depot where everything is collected, in preference to dropping 
off ten cars at A and ten cars at B and ten cars at C along its linesf 

Mr. Shaughnessy. Yes. 

The Chairman. Is the first statement more advantageous to the 
company, as a transportation company, than the last statement is; 
would it give the company any advantage in the way of handling 
its business? 

Mr. Shaughnessy. Yes ; it does this : They parcel up the territory 
into great industrial and manufacturing zones, it promotes double 
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hauling, it promotes transportation, as it were, which the railroad 
companies have to sell. 

The Chairman. I think you are dealing with it on a somewhat 
different basis from the one I was asking you about. ' I was not 
asking you about the amount of money that the company would 
make, but was asking you about the actual transportation of the 
commodities. 

Mr. Shaitghnesst. Which would be the easier? 

The Chairman. Which would be the most advantageous for doing 
the business of the company of transporting the commodities that 
have to be transported? 

Mr. Shauohnesst. Of course, the safest and the wisest plan would 
be to have the business eguably distributed throughout the territory 
served by the transportation company rather than to have it bunched 
at large terminals or industrial points. 

The Chairman. How are you going to distribute it equably ; who 
is going to decide what is equable? 

Mr. Shaitghnessy. I say this: You of course can not prevent one 
community from advancing more rapidly than another, but you can 
fix a rule or a law, if you please, that will enable communities to 
develop in proportion as their resources and energies justify. 

The Chairman. My purpose in asking the question was — it had 
been argued that it was necessary in this business to collect it at 
certain points ; that if you got 100 carloads, whose ultimate destina- 
tions were to different points on the line — I can not see myself, it 
may be there is some transportation reason for it — ^how the company 
can handle it any better by taking it to the end of the line and dis- 
tributing it from there, than if they would drop off the carloads 
along the line as they go. Imagine it all in one train ; then all they 
have to do is to drop off 10 cars and go on with the 90 cars, and so on. 

Mr. Shacghnessy. Of coui-se the only theory that might explain 
some of that would be this: That on a local line where the traffic 
is well distributed, and we have some of those throughout the United 
States, that results in a local business and means more short-haul 
business than some other lines who have the long-haul business. Of 
course the longer haul is very desirable and is handled very much 
more cheaply than the local short-haul business, which I was trying 
to illustrate to you in the cost of operation per ton example which I 
put in there some time back. 

The Chairman. All right. 

Mr. Bartine. Let me suggest to you right on that point, Mr. 
Shaughne^sy : It is true, of course, that the long-haul traffic can be 
carried more cheaply than the local traffic, but is it not the general 
rule throughout the country that the local business is carrying very 
much higher rates? 

Mr. Shaughnessy. Absolutely. I explained that, too. 

Mr. Bartine. Does not the creation of a large number of these 
intermediate points of distribution tend to the upbuilding of the 
country, and create an enormous amount of local business that other- 
wise would not exist ? 

Mr. Shaughnessy. Yes, sir, and a very profitable business, too. 

Mr. Bartine. Is not this also true, that primarily these prefer- 
ential rates to the coast were confined to the places where there was 
actual deep-water competition? 
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Mr. SHAUGHNEssr. Yes. 

Mr. Bartine. But the railroads discovered that the effect was to 
retard the progress of the great State of California to such an extent 
that the terminals did not have any back country to distribute in^ 
and consequently they retained lower rates at 160 to 180 points 
within the State of Nevada, where there was no water transportation 
whatever ? 

Mr. Shaughnessy. Not in Nevada, in California, you mean? 

Mr. Bartinb. In California, I should say. 

Mr. Shaughkessy. Yes, sir. 

Mr. Bartine. You remember they had a vast number, 160 to 180 
points, enjoying terminal rates where there was no more water trans- 
portation than there was at Spokane or Eeno or Salt Lake City or 
Phoenix ? 

Mr. Shaughnessy. I do not know just the reasons for establishing 
those rates. 

Mr. Bartine. Of course we do not any of us know. 

The Chairman. Where were those points? 

Mr. Bartine. They were interior points. 

The Chairman. What State? 

Mr. Bartine. California. We have asked Mr. Jones, who was the 
general traffic manager of the Southern .Pacific Railroad Co., and 
Mr. Luce, both, how many interior points they had where there was 
no water transportation, and it runs from 160 to 180, and some years 
ago in Texas I understand the Interstate Commerce Commission^ 
at the time these fourth-section hearings were held, they gave testi- 
mony, as I recall it, that the company found that by endeavoring to 
concentrate all the business at San Francisco they were leaving very 
little in the interior, wherein, by reason of the transplanting of the 
population they could distribute goods, and for that reason they 
found they had to make concessions to these interior points in the 
matter of rates in order to bring it up and develop the country. 

Mr. Shaughnessy. Before closing, Mr. Chairman, I would like to- 
introduce an excerpt from the report of Mr. John H. Small, chairman 
of the Committee on Rivers and Harbors, in the appropriation bill 
issued in February, 1918, which covers the question of water trans- 
portation. 

The Chairman. Very well. 

Mr. Shaughnessy. It reads as follows: 

If there have been any skeptics in the past regarding the necessity for the 
facilities of water transportation, such doubts must have been removed by 
recent developments. The continued increase in production has not only 
equaled the facilities for transportation by rail, but during prosperous periods 
and under abnormal conditions the railroads of the country have demon- 
strated their inability to meet the demands of transportation. This condition 
has been acutely demonstrated during this war. In many respects the systems 
of railway transportation in the United States is superior to that of any other 
country, although in recent years they have apparently been unable to provide 
the necessary additions to their tracks, terminals, rolling stock, and other 
equipment. However, even with adequate betterments. It Is probably true 
that they can not, under abnormal conditions, meet the demand for traffic 
movement. 

We have in the United States a great number of fine harbors and thousands 
of miles of navigable waterways. Many of the harbors through local coopera- 
tion have provided piers and modern water terminals with transfer facilities 
to handle traffic. On a few rivers the same facilities have been provided nnd 
a large water commerce exists. On many navigable rivers, however, even 
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where channels have been provided suitable for navigation, there exists small 
commerce and only crude and inadequate facilities. On some of these interior 
rivers a substantial commerce which existed in former yeats has gradually 
decreased and water transportation lines have been abandoned. The time has 
certainly arrived for a study of the causes which have produced these rules. 
This committee has attempted to give the subject careful consideration and 
earnestly desires to promote a constructive policy. 

It is obvious that a mere channel will not in itself promote water transpor- 
tation. Some of the essentials may be summarized. Water transportation 
mines must be organized with ample capital^ with steamers and barges of 
appropriate type, and operated under capable management as to traffic and 
other conditions. 

There must be constructed at all cities and towns water terminals suitable 
to the demands of traffic and the commercial requirements. It is not appro- 
priate in this report to refer to all the features which constitute an adequate 
water terminal, but it may be stated that such a terminal must have ample 
water front, substantial piers, sufficient warehouse, and facilities for transfer 
exi)editiously and economically, and that such terminal shall be connected by a 
belt line with all the railroads serving the community. 

There must also exist a complete system for the interchange of traffic 
between the water lines and the railroads with joint through rates, to the end 
that freight may be moved partly by water and partly by rail from the point 
of origin to destination. 

As navigable waterways are within the jurisdiction of the United States 
and their improvement is a function of the Federal Government Congress may 
predicate appropriations for the maintenance and improvement of these water- 
ways upon the condition that the essential facilities for efficient water trans- 
portation shall be provided by the localities. As the House of Representatives 
must initiate appropriations for such improvements, it is apparent that both 
an opportunity and a duty is presented. This committee would be gratified if 
!t could initiate and maintain such a constructive program. The plan involves 
no discovery or peculiar knowledge of the subject. The value of these facilities 
In the proportion and maintenance of water transportation have been demon- 
strated on many rivers and harbors. The difficulty lies in their insistent 
application. Persistence and courage are necessary. In no event can such 
a policy be translated into law unless it is sustained by an enlightened public 
sentiment and receives the approval of Congress. 

The report carries with it also a recommendation for appropria- 
tions in support of rivers and harlwrs to the extent of $20,000,000 for 
the current year. In connection with the matter just read I wisli 
to sujETgest that it shows the outlining: of a new policy by the (Jovern- 
nient with regard to the building up and the encouraging of water- 
way transportation. 

I wish to again suggest as strongly as I can that in order to give 
to that industry or new kind of transportation the encouragement 
and the safeguards which are absolutely essential to it, if money and 
capital is to be invested therein, the Congress must provide for the 
passage of an absolute long-and-short-haul law. 

The Chairman. How does it happen that the great maritime State 
of Xevada is making such an awful fight for water transportation, 
and the harbors on the coasts are fighting against it? 

Mr. Shaughnessy. I do not know. That is quite an anomaly, to 
be sure. 

Mr. Wetterick. Does he suggest anywhere in that report that in 
order to revive the merchant marine he must have an absolute long- 
and-short-haul clause, or that railroad rates must be raised ? 

Mr. Shauohnesst. Xo. But the waterways committee of the 
Council of National Defense does make such a recommendation^ 

Mr. Wetterick. But you think the man who made that report 
overlooked such an essential element? 
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Mr. Shaughnessy. I am not commenting on what he overlooked 
at all. Its important feature is the declaration of a new national 
policy regarding waterway transportation. 

Mr. Wettrick. He savs nothing about that at all, does he ? 

Mr. Shaughnessy. The report speaks for itself. 

Mr. Chairman, I would like to have a ruling upon my request 
yesterday to have introduced and incorporated as part of this record 
a copy of Senator Poindexter's minority report on the compensation 
bill, which has just passed Congress. 

The Chairman. All right. 

(Without objection, the report referred to was ordered incorpo- 
rated in the record, as follows:) 

[Senate Report 246, part 3. Sixty-fifth Congress, second session.] 
FEDERAL CONTROL OF TRANSPORTATION SYSTEMS DLTUNG THE WAR. 

• Mr. PoiNDEXTER, froiii the Committee on Interstate CJommerce, submitted the 
following minority views (to accompany S. 3752) : 

I can not agree to the report of the majority of the committee in two parti- 
culars : 

First. I disiigree to the provision of the committee bill providing a certain 
date at which the railroads will be turned back to their private owners, with- 
out making any provision whatever for removing the notorious abuses and 
Inefficiencies of the present system of private competitive ownership and 
oi^eration. 

Second. I disagree to the provision of the bill divesting the Interstate Com- 
merce Commission of its existing powers of rate regulation, and transferring 
the primary rate regulation authority to the President, and creating in the 
commission appellate or supervisory power to set aside or modify rates fixed 
by the President. 

As to the first disagreement, I think the general consensus of well-informed 
and disinterested public opinion is that the present system by which the rail- 
roads are forbidden by law to coordinate or combine transportation facilities 
and resources and are compelled to operate as rival competitors for business 
under private o>^'nership, with very limited governmental regulation, is a fail- 
ure. Out of It have grown scandals and abuses which have been set forth in 
sworn testimony given before subcommittees or agents of the Interstate Com- 
merce Commission and committees of Congress, and embodied in reports of 
these tribunals. It is a great mistake, in my judgment, for this committee to 
recommend, as it does in the majority report, that on a wrtain date the rallnwid? 
should be restored to private owners without in any way changing the dan- 
gerous and unscientific conditions which existed up to the time the transporta- 
tion systems were taken over by the President under authority given hlin by 
Congress. 

Everyone who has studied the question knows the practical difficulties in secur- 
ing affirmative legislation affecting so great an interest as that of the railroads of 
this country, even when the legislation Is needed to remove abuses which are per- 
fectly obvious. To illustrate this, the Senate is familiar with the futile efforts 
which have been made in recent years to secure some reasonable governnoiental 
supervision and regulation of the stock and bond issues of these public-service 
corporations. The rate burdens which have been Imposed upon the people on 
account of the inflation of railroad capitalization — ^vast issues of ** watered " 
stock and the distribution of this stock In many instances as bonuses or 
rewards to promoters and bond buyers — have been equal almost to the direct 
taxes levied upon the people for the support of the Government. A bill to 
remedy this great evil passed the House of Representatives and got so far as 
to be favorably reported by the Interstate Commerce Committee of the Senate, 
and yet, although it has been pressed for several years since that time in suc- 
ceeding Congresses, it has not been possible to get favorable action or even con- 
sideration of this essential measure. With that and similar experiences in 
mind, it is impossible to say when positive legislation may be enacte<1 putting 
the transportation business of the country upon such a basis as that the rail- 
roads can be operated as one public system, with the public interest as the 
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primary coDsideration, and with such governmental control or outright gov- 
ernmental ownership — if that should prove to be necessary as a last resort — 
as would insure the foregoing results. Until these problems are worlted out and 
enactetl into law there should not be a certain date fixed for the return of the 
railroads to private ownership and control and practically unrestricted private 
competitive operation. 

Under the system existing before the roads were taken over by the President 
the fundamental rule of rate making was not at all that which is contemplated 
by tlie interstate-commerce act, namely, a reasonable rate for the service ren- 
dered, but, according to the sworn testimony of railroad official rate makers, 
it was " what the traffic would bear." In other words, the governing principle 
was to take in rates all that could be taken without crippling or destroying the 
industry which produced the commodities of transportation. In practical appli- 
<*ation, of course, in view of variations of cost of production and of local condi- 
tions, the principle was not always worked out in practice. 

Under the old system, which is to be restored by this bill 18 months after 
the close of the war, the railroads, being operated with the view of making 
the greatest returns possible to the private owners of each particular road or 
system, and without any actual regard whatever to the larger public economies 
and public interests, instead of so arranging routes and shipments as to require 
the least transportation and to get commodities to their destination by the 
shortest and most direct line, in general the opposite policy has prevailed, 
namely, to carry them by the longest possible route with a consequent waste 
of public resources but of private gain to railroad operators. The long haul 
has been favored over the short haul under the guise of meeting water trans- 
portation. Water transportation has been destroyed. Public interest would 
require the fostering and development to meet the growing transportation needs 
of a growing country of every natural water route. Through a system of so- 
vt\Uei\ terminal rates, often put lower than a reasonable amount for the service 
i-endered, and through difficulties placed by the railroads in the way of transfer 
4ind com ection with the water routes, this great national resource has perished 
jis tliourh struck by a deadly blight. 

To compensate the railroads for any reduction in rates, which it may have 
been necessary for them to temporarily make in order to destroy competing 
lines of water transportation, discriminatory higher rates have been charged 
to intermediate points and for the shorter haul, a much greater charge for a 
much less service — contrary to every fundamental principle of just compen- 
sation for service rendered. In this way the greater part of the country has 
been retarded in its development and subjected to an unjust tribute by the 
railroads. The consequence has been not only the paralysis of shipping and 
of the great Industry of water transportation and the deprival of the people 
of the benefits of these great arteries of trade which they would have enjoyed 
if instead of being discriminated against they had been, In the public Interest, 
nurtured and encouraged, but crowding and congestion in certain terminals 
has been the inevitable result, so that when the country was recently con- 
fronted by a great crisis its entire transportation system was paralyzed. 

I do not think that public opinion will tolerate a return to these conditions. 
It is obviously unscientific, from a public standpoint — and this question should 
be from every point treated with the public interest as a primary one — for 
several parallel competing lines between great producing centers to so struggle 
among themselves as rivals for business that while one, through superior 
terminal facilities or advantages of location, secures more business than it can 
adequately handle, another, not so advantageously situated but equally capable 
of transportation of commodities, may not be utilized to more than one-third 
of its capacity. The interests of the public require that these lines should be 
regarded as a part of the transportation system of the country, and that busi- 
ness should be so distributed between them as to afford, on the whole, the 
cheapest and best service to the public. At the same time it Is not possible — 
from a political standpoint, at least — to allow a consolidation of the railroads 
of the country under private ownership and control, not even with the in- 
adequate and limited regulation heretofore Interposed by the Federal and State 
Governments. 

Such a coUossal power concentrated In private hands would lead to abuses 
tlmt If not remedied in any other way, probably would produce political 
revolution. It would be a most dangerous experiment, and outside of a few 
interested circles probably would not receive serious consideration. Yet it 

eoeod— 18 — 40 
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Is equally agreed that the competitive system is a demonstrated failure. The 
only alternative is a more adequate and extensive Government control or oper- 
ation in the interest of the people, with due regard at all times for vesteil 
private interests which the laws have allowed to be built up in these public- 
service agencies. Until this is done it is the height of unwisdom, in my Judg- 
ment, to provide, as the committee bill proposes, to restore these properties 
at a certain date to the old conditions. 

Under private control and operation, with one system competing against 
another for business, those systems which have been able to secure powerful 
backing in the great financial centers have been able to restrict and curtail 
the development of other systems in other sections of the country whose prin- 
cipal potential business was in the transportation of similar commodities. In 
this way certain coal fields have been favored and promoted, while others which 
should have served great sections of the country have been held back from 
development by high or discriminatory rates. The consequence has been not 
only the loss of this business to adjacent railroad lines, but the killing of 
industry and development in the section which those lines should have 8er\*eil; 
and in the illustration mentioned, that of coal, it has been one great contribut- 
ing cause of the scandalous coal famine this winter. I say ** scandalous/' be- 
cause the death of many of our people, the suffering of more, the checking of 
our industries at a time when they are most needed, the w*eakening of our 
efforts in the vital crisis of a war, due to inadequacy of fuel supply. In a 
country with such natural resources of coal and such transportation facilities 
as our own is scandalous. 

Under the system, which it is proposed by the committee bill to restore 18 
months after the close of the war, some railroads earned as high as 50 per ceot 
upon their capitalization, inflated as it is. while other roads, which were 
equally necessary to the communities which they served, earned no profits at 
all ; and yet our system of rate making has, so far, worked out no principle 
by w*hich this inequality could be adjusted. Under Government operation, 
with profits and losses of all the railroads going ultimately into one account, 
such inequalities would adjust themselves. Under private ownership it is 
obvious that this inequality of returns is inequitable and unjust It may be 
possible to find some plan of rate making by which, even under private opera- 
tion but with a larger measure of governmental control and supervision, these 
discrepancies could be adjusted so that those engaged in the public business of 
transportation on the highways of the Nation, with efficient management, would 
receive more equitable relative returns. This Inequality of return inevitably, 
of course, affects the quality of the service rendered, and as a result deprives 
certain sections of the country of public facilities with which they should be 
provided. Until a basic policy is worked out, which would have the effect of 
cutting down excessive returns on certain lines and permitting adequate re- 
turns upon others, the day for the return of the roads to their private ouners 
ought not to be fixed. 

This bin makes no provision for the pi'eventlon In the future of such whole- 
sale looting of public transportation systems as were perpetrated in the cases 
of the Chicago & Alton, the Rock Island, the New York, New Haven & Hart- 
ford, the Pere Marquette, the Frisco, the Cincinnati, Hamilton & Dayton, nnil 
others, as disclosed by testimony on record as mentioned above. Probably no 
greater financial crimes or ruthless destruction of private proi)erty under the 
apparent permit of the law w*ere ever perpetrated than In these and similar 
Instances, possible under the old opportunities for stock jobbing and stock con- 
trol by interested private operators, which this bill would restore. Families 
have been ruined by the thousand, untold misery and many deaths, with far- 
reaching consequences, both direct and indirect, of business depression and the 
suffering of whole communities have been produced by these unscrupulous 
enterprises. In my judgment, it would be a breach of legislative trust to pro- 
vide for the restoration of these properties to the conditions without legislation 
which would make such crimes of private railroad finance Impossible. 

Perhaps $300,000,000 a year could be saved to the people of tlie country by 
doing away with the multiplication of ofllclals and the cutting down of over- 
large salaries if the roads were consolidated and operateii as one transportation 
system. The maintenance of multiplied complete official organizations on num- 
bers of competing lines serving the same area imposes a wholly unnecessary 
economic burden upon the people. No attemirt even has been m.ide to provide 
for the elimination of this waste. The P<»st Office DeiMirtment gives n very pood 
example of excellent and efllchnt public service which can be obtained from men 
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of ability and integrity for salaries far less than those paid by private trans- 
porfrtlon companies for services of the same grade and quality under private 
management. It is difficult to estimate the saving which would accrue in this 
direct way by cutting out the useless extravagance of salary, multiplication of 
officials, the superfluous elegance of equipment and material used In catering to 
the luxurious tastes of a i)ortion of the traveling public by rival competitors for 
their business, but Which adds nothing whatever either to the comfort or 
efficiency of the service. All of this could be effected under a system of perma- 
nent governmental control. Until these questions are studied and worked out 
on a permanent basis, no law should be passed fixing positively a date for the 
return to private operation. 

The revenue received by the railroads, and which is provided in this bill as 
a measure of their comi)ensation temporarily pending the war and until the 
date for the return of the roads fixed by the bill, is, as to many of the roads, 
entirely too high, while as to some of them, perhaps, it would not be adequate. 
In another form this has been mentioned above. It is extremely doubtful whether 
this condition could be readjusted In the midst of the present war, with the 
financial and transportation crisis with which the country is confronted, with 
necessity of maintaining the credit of existing securities; and for that very 
reason no definite time should be fixed for the reestabllshment of the system 
under which these revenues were permitteil. On the contrary, an entire read- 
justment of the whole basis and fabric of the control and operation of the 
transportation of the country, including rates and revenues, should be estab- 
lished, and no date at all for a return of the old unjust and intolerable system 
should be fixed. It is impossible, perhaps, in the midst of the crisis of the 
war to adequately deal with many of the problems mentioned above, and for 
that very reason no time limit should be fixed for the return of the roads to 
their private owners. The status quo should be preserved, whether for 18 
months after the close of the war or longer, until these problems have been 
solved and enacted into fundamental law. 

As to the second point of disagreement. It Is necessary to say only a few 
words. The bill of the committee vests the .primary governmental making of 
rates in the President, and undertakes to give to a commission, composed of 
members appointed by the President, supervisory control over the President In 
this matter of rate making. Of course, the arrangement Is Illogical and un- 
workable. It is a little too much to expect of human nature that officials who 
owe their official existence to the President will be able, however much they 
may try, to exercise any real Independent judgment or action In setting aside 
the President's orders In the matter of rates. The fact of the case Is that the 
established rate-making bodies — the Interstate Commerce Commission and the 
State commissions — should be left just as they are at present, empowered to 
niaks orders respecting rates, which orders should have the same force and 
effect as at present, with the proviso that where the President, acting through 
the director general, may deem it necessary, in the exercise of the war powers 
under which he has taken control of the roads, to modify or change a rate, he 
may do so. In this way the director general and the President will ne re- 
lieved of the overwhelming duty of fixing all rates which will devolve upon 
them under the bill as reported by the majority of the committee, and for 
which neither the President nor the director general have any adequate facili- 
ties or equipment or training or experience whatever. On the other hand, the 
President and the director general would have the necessary knowledge and 
equipment and official facilities to enable them In certain special obvious cases, 
where It may be necessary for them to act In the execution of their duties 
relative to transportation devolving upon them as a war power under existing 
legislation, to modiftr or change a particular rate. This Is all that would be 
neede<l for the full exercise of the war power referred to, and my understanding 
is that It Is all that Is desired. To Impose upon the President and the director 
general the complicated and laborious business of Initiating all rates Is unneces- 
sary and Involves such a vast amount of labor that It could not be properly 
exercised. To provide that a commission appointed by the President may set 
aside the rates made by the President is wholly Illogical and will be unwork- 
able in practical application. 

Mr. Shauohnessy. Now, Mr. Campbell wishes to make a brief 
statement. That concludes my statement. 

Mr. Wood. I should like to ask Mr. Shaughnessy a question or 
two. Mr. Shaughnessy, I did not quite get the significance of your 
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reference to the Shreveport case. Do I understand you contend that 
that is the outgrowth of violations of the long-and-short haul claused 

Mr. SnAUGHNESSY. Yes. The principle is the same as such a vio- 
lation. The transportation conditions are identical, so far as the 
rail lines are concerned, and in the absence of water competition, it 
is a question of parallel discrimination, rather than the kintl of 
long-and-short haul discrimination condemned by the act, that it 
must be included within and over the same line and in the same 
direction. 

Mr. Wood. In other words, that case arises under section 3, not 
under section 4. 

Mr. Shaughnessy. Yes, sir; but the low inbound rzitf^^ from 
northern centers to Shreveport are because of fourth-section viola- 
tions. 

Mr. Wood. Then you think that that case indicates that the com- 
mission is not on the right track in the administration of section 3: 
is that it? 

Mr. Shaughnessy. I think if the fourth-section violations are pre- 
vented, in the Shreveport case, that the Interstate Commerce Com- 
mission will not undertake to make rates lower from Kansas City to 
Shreveport, as they now do, than from Kansas City to Dallas, Tex., 
a shorter distance point by other lines operating under identically 
similar circumstances and conditions with the line which runs from 
Kansas City to Shreveport. I contend that the passage of an abso- 
lute long-and-short haul rule will cure a situation of this kind, be- 
cause there will then be no reasonable excuse for the commission 
authorizing the Kansas City Southern Railroad to maintain a lower 
schedule of rates than the Missouri, Kansas & Texas or the Frisco 
railroads for equivalent distances south bound from Kansas City. 

Mr. Wood. But that was not a discrimination under section i ? 

Mr. Shaughnessy. No; it was not. You are correct on that. 

Mr. Wood. If I followed you, your purpose in offering these state- 
ments showing earnings per ton and estimated cost per ton, etc., 
was to indicate that the application of the terminal rates at Reno 
would result in rates which were reasonable in themselves, and would 
not be unreasonably low as applied at that point. Is that the pur- 
pose ? 

Mr. Shaughnessy. Yes, sir; not only Reno, but all other points 
in the back-haul intermountain territory. 

Mr. Wood. The Interstate Commerce Commission has always 
recognized, and has always said in these cases, has it not, that irre- 
spective of any water competition at the terminals, you are entitled 
to a reasonable rate at Reno? 

Mr. Shaughnessy. Yes. 

Mr. Wood. And should not be charged a rate that was unre4ison- 
ably high. They have always said that, have they not? 

Mr. Shaughnessy. Yes, sir; that has been their statement. 

Mr. Wood. And you have presented this testimony to them in the 
past, have you not? 

Mr. Shaughnessy. I have: yes, sir. 

Mr. Wood. Well, if the railroad companies should permanently 
retire from the coast traffic, and rates should be advanced, ns they 
have been, that would not result in givina: you the rates which you 
think you ought to have, on the basis of that testimony, would it ? 
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Mr. Shaughnessy. Oh, yes; it would, Mr. Wood, because it would 
have the effect of building up the jB^reat interior. 

Mr. Wood. No; but on the question of reasonable rates your rates 
will remain as they are to-day, will they not ? 

Mr. Shaughnessy. On what ground? 

Mr. Wood. To-day the rates to the terminal points have been ad- 
vanced. 

Mr. Shaughnessy. Yes, sir, 

Mr. Wood. Your rates have remained where they were. 

Mr. Shaughnessy. Where they were; yes. 

Mr. Wood. Do you think that by advances in the teiminal rates 
your rates at the intermediate points have become reasonable? 

Mr. Shaughnessy. No. 

Mr. Wood. Well, then, in order to get what you think you ought 
to have, you will have to have a different administration by the 
commission of the first section as well as the fourth section, will you 
not? 

Mr. Shaughnessy. Yes, sir; I said that in my direct testimony, 
I think. 

Mr. Wood. What modification do you think should be made in 
the first section in order to insure to you an administration of the 
first section by the commission which will give you what you think 
you ought to have? 

Mr. Shaughnessy. Why, I think the section perhaps is sufficient. 
The only thing in order to cure the situation is to pass an absolute 
rule by amending the fourth section whereby the commission will be 
relieved of the present interminable trouble of the railroad applica- 
tions for exemptions from the provisions of the fourth section, and 
then allow the commission to proceed normally as any other commis- 
sion does, as the State commissions do, for example, to work out a 
system of just, reasonable, and nondiscriminatory rates. 

Mr. Wood. But that will not affect their administration of the first 
section, will it? 

Mr. Shaughnessy. You mean on the reasonableness of the rates? 

Mr. Wood. Yes. 

Mr. Shaughnessy. Why, yes, it will; certainly. At the present 
time the commission has been confused and prevented, in my judg- 
ment, from going into a careful analysis of the reasonableness of the 
rates, at either the short-haul or long-haul points, for the very reason 
that the rates — at the Pacific-coast terminals, for example — ^have con- 
stantly fluctuated upward and downward from time to time. Under 
the plea of meeting water competition and under the policy adopted, 
how could the commission work out a system of reasonable and per- 
manently stable rates? Necessarily, because of these varying rates 
at the Pacific-coast terminals, the commission has fallen into a frame 
of mind by which they have been fixing a relationship of rates at the 
intermediate and farther distant points and have not determined 
their reasonableness. 

Mr. Wood. What effect did that have upon the consideration of 
your reasonable rate at Reno? 

Mr. Shaughnessy. The reasonable rate at Eeno ? 

Mr. Wood. Yes. You are now criticizing the conclusion that they 
have reached as to the reasonableness of your rate at Reno because 
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you think they have not applied the proper test. What amendment 
would you suggest to section 2 ? 

Mr. Shaughnessy. I do not believe any amendment is necessary. 
On the contrary, we must trust its administration to the discretion of 
the Interstate Commerce Commission. 

Mr. Wood. Is not that true also of section 3, with respect to sec- 
tion 3? 

Mr. Shaughnessy. I do not wish to express an opinion on this 
section at this time. A special committee of the National Associa- 
tion of Railroad Commissioners, made up of members of both the 
State railroad commissions and the Interstate Commerce Commis- 
sion, is engaged at the j^resent time in devising ways and means for 
the elimination of conflicts between the national and the various 
State commissions. It is hoped to accomplish this result by having 
the Interstate Commerce Commission and representatives of State 
commissions sit together when a complaint of undue preference and 
discrimination is raised as between States on interstate traffic, in 
order that it mav be amicably removed or adjusted upon the basis 
of a single recorcl and without conflict as to either State or national 

i'urisdiction. We are hopeful that this result may be accomplished. 
Jut in the meantime it should be clearly understood that the various 
States will not submit to action by the Interstate Commerce Com- 
mission which has the aflFect — as in the Shreveport and Illinois rate 
cases — of completely usurping the power of the State legislatures, 
courts, and commissions, and centralizing in the hands of the Inter- 
state Commerce Commission complete authority over the regulation 
of State commerce and its instrumentalities. Transportation is an 
important function of govermnent — State as well as National — ^and 
the various States are not going to surrender their sovereignty in 
this respect. 

Mr. Wood. You do not think you ought to trust the commisison to 
determine whether the conditions at a more distant point are such 
that undue discrimination would result at an interior point? 

Mr. Shaughnessy. No; that is violative, in my judgment, of wise 
national policy, Mr. Wood. I also want to strongly recommend 
that an amendment be made providing that when complaint is filed 
and investigation is under way by the commission, it shall be the 
duty — and I want to emphasize that word " shall " — of the commit 
siori to construe sections 1, 2, and 3 together in determining the just 
and proper relief that should be accorded to producers, shippers* 
communities, and States, because they are without relief in the matter 
of appeal to the courts from the decisions of the commission, whereas 
the carriers have such right. Further, for these reasons, I am 
strongly of the opinion that Congress should vitalize and strengthen 
the act to regulate commerce in every proper way, and that we may 
thereby have an end to the piecemeal regulation that we have had 
in the past under sections 1, 2, 3, and 4. 

Mr. Wood. I think that is all I have to ask. 

Mr. Shaughnessy. The commission itself says that it has power 
onlj to fix a maximum rate and can not make a specific rate, and 
while it can only make alternative orders in the removal of discrimi- 
nation, within which the carriers may juggle the rates around in any 
manner they see fit. Now, this is not reasonable, and, least of all 
effective public regulation. Compared with the effective regulation 
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of intrastate commerce by the State legislatures and commissions, it 
is a joke. Is it any wonder that the carriers would like to have all 
power of regulation centralized in the hands of the Interstate Com- 
merce Commission, to the exclusion of the various State legislatures 
and commissions and courts, where the powers are so broad and com- 
prehensive that only the delegated inhibitions of the Federal Consti- 
tution intervene, and where regulation is effectively, fearlessly, and 
fairly exercised in behalf of the public and its utilities? We of the 
States are not going to barter this sovereign power away. On the 
contrary, we shall continue to cherish ana guard it carefully — ^the 
convenience or the alleged prosperity of the carriers and other indus- 
trial interests to the contrary notwithstanding. 

Let me also say, lest there be misunderstanding, that what I have 
said here arises out of questions of public policy and conflicts be- 
tween State and National jurisdictions, and because-of inadequate 
and ineffective railway regulation by the Interstate Commerce Com- 
mission. Now, while my analysis has of necessity been critical, I 
do not wish to be unfair or uncharitable to the members of the com- 
mission. They are able specialists in the field of railway regula- 
tion, and because of many conflicting circumstances, insufficiency of 
statutory power conferred by the act to regulate commerce, the act 
as construed by the courts, and the constant pressure of the railroads 
contesting their orders in the courts, they have probably done as 
well as might be expected under such restrictions. In this connection 
the States, in the defense of their sovereignty and on behalf of the 
producers and consumers, as distinguished from the railroads and 
the large industrial and commercial interests who are here in sup- 
port of maintaining the present system of regulation, are not witn- 
out responsibility for their failure to have appealed to Congress long 
ago for such amendments and regulatory acts as would have made 
regulation of interstate commerce by the Federal commission equally 
as comprehensive, effective, and definite as that which has for many 
years been enforced by the various State legislatures, commissions, 
and courts as to their internal commerce, ^d while, as a result of 
our experience during Government operation of the railwavs, many 
needed dianges in the law of regulation will be proposed an(f enacted, 
I do not wish to see the Intei^ate Commerce Commission disinte- 
grate and pass out of existence. On the contrary, while preserving 
the sovereign ri^t of the various States to regulate their own inter- 
nal commerce, I want to see Congress empower the Interstate Com- 
merce Commission in every proper and lawful way, so that its ref- 
lations in the future will lie comprehensive, effective, and certain, m- 
stead of restricted and largely optional, as they have been in the past. 

Mr. Ca^ipbell. Now, I want, in view of Senator Pomerene'S re- 

?uest, that we express ourselves on the kind of a bill that we favor — 
want to go on record in favor of Senate bill 313, with this excep- 
tion: I would suggest that from lines 5 to 10, inclusive, on page 10, 
be stricken out — that is the proviso which provides that a carrier 
having once reduced its rates to meet water competition can not 
raise them again. 

The reason I suggest that that be stricken out is for this reason, 
that now, under the amendment of the fifteenth section, increases 
in rates can not be allowed without making application to the com- 
mission^ and there is no longer any necessity for that sort of a clause. 
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It is covered by the fifteenth section, and the commission will have 
to hear and pass upon all increases, so I think there is no necessity 
for that clause. Therefore, I would propose that the law as it now 
stands be reenacted, cutting out the proviso, leaving it to the com- 
mission, in other words exactly as it is published on page 1, down to 
line 13, and exactly as printed in lines 1, 2, 3, and 4 on page 2, 
cutting out lines 5 to 10, inclusive, and then including lines 11 to 
12. Mr. Wettrick, pardon me. 

Mr. Wettbick. 1 was simply going to suggest that the amend- 
ment to the fifteenth section expires by limitation in 1920, does 
it not? 

Mr. Campbell. Yes; that is true;f and it is barely possible that 
that might be extended, but I don't think that we Want it put into 
the fourth section. 

'Mr. Wettrick. That is to say, after that time it will not be neces- 
sary to make application and secure permission? 

Mr. Campbell. No; I imagine, however, before that expires there 
will be some other legislation or extension of that. 

I had not quite finished. I was going to say that I would like 
to recommencl that when a bill is reported out of this committee 
that it be an absolute prohibition without any exception. Whether 
that should be Senate bill 313 or some other bill, why* of course. 
I don't care; but I would like to have, when it is reported out— 
my recommendation is that when it is reported out it be an abso- 
lute prohibition without any exceptions, and I think the bill as 
outlined by me, with those lines stricken out of it, would be such a 
bill. 

Mr. Shaughnessy. In that connection, Senator, I would like to 
recommend that that portion of the present fourth section which 
reads, in line 12, "or to charge any greater compensation as a 
through route than the aggregate of the intermediate rates, subject 
to the provisions of this act," be eliminateil. That portion should* 
in my judgment, be taken out of there. I ask that it be eliminated, 
for the reason that it does not follow that the combination of local 
rates makes the just and reasonable through interstate rate. It 
does in many cases, but in many cases it does not, and in any event 
it is purely arbitrary as a measure for the fixing of a rate, and the 
vice of it, as we see it, speaking now on behalf of the State railroad 
commissions, is that it gives to the Interstate Commerce Commission 
jurisdiction over our local rates, which are combined and made a part 
of these interstate rates by the law. For that reason we would like 
to have the rates segregated. 

Now, we are willing, as I stated before, to cooperate with the 
Interstate Commerce Commission in the working out of just and 
reasonable rates, or any basis or combination, but we are not willing 
to suffer under the discrimination and the unjust treatment that 
we have received thus far. Aside from that, why, I concur in Mr. 
Campbell's recommendation that when this committee does report 
out a bill, that it be confined wholly to an absolute long-and-short- 
haul provision, and that all surplusage as to meeting water carrier 
rates, and things of that kind, be entirely eliminated from the bill. 

Mr. Campbell. Could I file the bill I have marked as part of my 
remarks? 

The Chairman. Yes. 
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(The bill, S. 313, as amended is here printed in full, as follows:) 

[S. 313, Sixty-fifth Congress, first Resslon.] 

A BILL To amend seotlon four of the act to regulate commerce passed February fourth^ 
eighteen hundred and eighty-seven, and subsequent amendments thereof. 

Be it enacted hy the Senate and House of Representatives of the United States 
of America in Congress assembled. That section four of the act of Congress of 
February fourth, eighteen hundred and eighty-seven, to regulate commerce, and 
as subsequently amended, be, and the same is hereby, further amended so as to 
read as follows : " It shall be unlawful for any common carrier subject to the 
provisions of this act to charge or receive any greater compensation in the 
aggregate for the transportation of passengers, or of like kind of property, for 
a shorter than for a longer distance over the same line or route in the same 
'lirection, the shorter being included within the longer distance, or to charge any 
greater compensation as a through route than the aggregate of the intermediate- 
rates subject to the provisions of this act, but this shall not be construed as 
authorizing any common carrier within the terms of this act to charge or receive 
as great compensation for a shorter as for a longer distance. 

This act shall take effect sixty days after its approval by the President. 

Mr. Shaughnessy. Mr. Chairman, I wish to enter the appearance, 
in addition to those I have already entered as of record, on behalf 
of the Intermediate Bate Association, the Chamber of Commerce of 
Hastings, Xebr., the Helena Retail Merchants' Exchange, Helena, 
Mont., and the Helena Retail Merchants' Association, of Helena, 
Mont. Likewise, the appearance of the Helena Commercial Club* of 
Helena, Mont. Also that of the Bozeman Chamber of Commerce, of 
Bozeman, Mont. 

The Chair3ian. You sav, enter the appearances. Are they opposed 
to the passage of this bill ^ 

Mr. Shaughnessy. Well, I will read them into the record. 

Helena, Mont., March 18y 1918. 
J. F. Shaughnessy, 

PreMdent Intermediate Rate Association, 

\Va8hington, D, C: 

May we ask that you kindly represent us in passage of bill 313. If so, this 
will be your authority. We are wiring our Congressmen, asking that they give- 
this bill their support. 

Helena Retail Merchants' Exchange, 
By A. L. Reeves, President. 



Helena, Mont., March 18, 1918. 
J. F. Shaughnessy, 

President Intermediate Rate Association, 

Washington, D. C: 

This association is vitally interested in passage of Senate bill 313, and re- 
quests that you please represent us in this matter. We are wiring our Con- 
gressmen for their active support. 

Retail Merchants' Association of Montana, 
By Executive Committee, R. L. Varney, Secretary. 



Helena, Mont., March 18, 1918. 
J. F. Shaughnessy, 

President Intermediate Rate Association, 

Washington, D. C: 

This will be your authority to represent the Helena Commercial Club at alt 
hearings on Senate bill 313. Confirmation by letter follows. 

Helena Commercial Club, 
By H. G. Picket, President. 
L. M. Ream, Secretary. 



Digitized by VjOOQIC 



634 LONG-ANI>-SHOBT HAUL ON RAILROADS. 

BozEMAN, Mont., March H, 1918. 
J. F. Shaughnessy, 

President Intermediate Rate Association, 

Washington, D. C: 

Will be pleased to have you represent us In passage of Senate bill 313, and 
this will be your authority. Wiring Senators and Congreasmen. 

BozEMAN Chamber of Commerce, 
H. H. Howard, President. 
J. H. Haracer, Secretary. 

Mr. Shaughnessy. Mr. Chairman, I ask to have introduced and 
made part of the record at this point copy of letter from the Monte- 
rey Chamber of Commerce, a deep-water port on the Pacific Ocean, 
in California, which reads as follows: 

monterey's deep-water harbor — the open door to california. 

Monterey Chamber of Commerce, 

Monterey, Col., March 20, 1916. 
Intermediate Rate Association?. 

Washinoton, D. C. 
Gentlemen : At a meeting of this chamber held last evening House bill 9928, 
submitted by your body, was, after full discussion, indorsed and the secretary 
Instructed to notify our Member of Congress -of the action taken 
Yours, truly, 

W. R. McIntosh. 

The next is from the Mississippi Railroad Commission. 

Jackson, Miss., March 12, 1918. 
Intermediate Rate Association, 

Washington. D. C. 

The Mississippi Railroad Commission begs to acknowledge receipt of your 
telegram, advising of hearings on long-and-short-haul bills before Senate and 
House committees on March 13 and March 25, respectively. I am very sorry 
to advise that it will be impossible for the Mississippi Railroad Cpmmission 
to have any representative present, for the reason that our rate expert, who 
has charge of such matters, is seriously ill with pneumonia. However, you are 
authorized to use the name of the Mississippi Railroad Commission as party 
of record. The enforcement of the fourth section provision In this State will 
practically put out of business all of the little Inland jobbing points. The 
Mississippi jobbing points are competitive with Mobile, New Orleans, and Mem- 
phis, and are given a preferential rate because of so-called water competition- 
The city of Memphis, some months ago, filed a petition with the Interstate 
Commerce Commission, alleging a discrimination between Memphis and other 
points in Mississippi, as between points within Mississippi. The railroads feel 
practically sure that the result of this litigation would be that any conflict in 
rates would be removed, or disposed of by an order of the Interstate Commerce 
Commission, requiring the carriers to remove the discrimination by an increase 
of rates between points in Mississippi. 

In view of the fact that Inbound rates — those are the rates from Chicago 
and all eastern defined territory — in view of the fact that inbound rates are 
not considered. It Is very apparent that the effect of such a decision will be 
to absolutely put all of these little jobbing centers out of businessw The Missis- 
sippi Railroad Commission is very much interested In the long-and-short-haul 
legislation, and we certainly hope that you will be successful In having the bill 
enacted into law. The Mississippi Railroad Commission will take this matter 
up with the Senators and Congressmen from this State and urge their support 
in the measure. 

Very truly, yours, 

James Galceran, 
Secretary Mississippi Railroad Commission, 

The Mississippi situation, so far as rates are concerned, is analogous 
to the Shreveport-Texas situation, and they see in the coming a 



Digitized by VjOOQIC 



LONG-AND-SHOET HAUL ON RAILROADS. 635 

decision by the Interstate Commerce Commission, the wiping out of 
the rates that the railroad commission has maintained witnin the 
State of Mississippi, in order to offset the discriminatory long-and- 
short-haul rates from Chicago and all eastern-defined territory, to 
New Orleans, Mobile, Memphis, and all of the so-called water com- 
petitive terminals that they have in the south. 

The Chairman. Let me ask, Mr. Shaughnessy, are these papers you 
have of a similar nature to those you have read, advocating the pas- 
sage of the bill ? 

Mr. Shaughnessy. Yes. 

The Chairman. I think, in view of the fact that there are no 
other members of the committee j^resent to hear the reading, that it 
would be just as well to put them m the record. 

Mr. Shaughnesst. These are all favorable to the position taken 
by the Intermediate Rate Association, in behalf of the passage of 
Senate Bill 313, and other bills that have been introduced in Con- 
gress on this long-and-short-haul question. I will merely, then, state, 
Mr. Chairman, that the Railroad Commission of Texas also authorizes 
the Intermediate Rate Association to enter them as party of record 
and advise that they will be present for the hearings before the House 
committee and that they are unable to appear at this time. 

Also the Chamber of Commerce and Manufacturers' Association 
of Dallas, under date of March 14, authorizes the Intermediate Rate 
Association to enter their organization as party of record. 

This is, Mr. Chairman, somewhat different. It is a letter of con- 
firmation from Secretary E. P. Byars, of the Forth Worth Traffic 
Bureau, confirming their telegram, authorizing the Intermediate Rate 
Association to enter their organization as party of record. 

The Chairman. I will allow you to prmt all of those letters and 
telegrams. 

]i&. Shaughnessy. I will submit this letter and ask that it be in- 
corporated in the record. 

(The letter referred to is here printed in full, as follows:) 

FoBT Worth Freight Bureau, 
Fort Worth, Tex., March 1$, 1918. 

Mr. J. F. SHAr-OHKESSY, 

President the Intermediate Rate Association. 

Washington, D. C. 

Dear Sm : We have to-day wired you as foUows : 

" Your communications to chamber of commerce referred this organization. 
Your testimony not received. Enter us as party of record." 

Yonr letter of March 7 addressed to the Fort Worth Chamber of Commerce, 
also your telegram of March 11, have just been received. 

In Austin yesterday your letter regarding the same subject, addressed to 
Chairman Mayfield, of the railroad commission, was handed me and discussed. 
We are not familiar with the exact status of the Intermountaln Rate Case at 
the present time and we are not clear as to what you are seeking to do in con- 
nection with that matter. 

We are more familiar with the question of securing action by Congress to 
remove the power of the Interstate Commerce Commission to summarily 
abolish or otherwise interfere with State>made rates which are in themselves 
Just and reasonable rates. The writer testified before the Newlands committee 
and filed brief with that committee when the Sheppard amendment was under 
consideration many months ago, the proceedings of which were printed In pam- 
phlet entitled ** Regulation of Intrastate Rates, Hearing before the Committee 
on Interstate Commerce. United States Senate, on 8. 5242. June 30, 1916/' In 



Digitized by VjOOQIC 



636 LONG-AND-SHORT HAUL ON BAILBOADS. 

this connection the Texas Industrial Traffic League adopted resolutions favoring 
the passage of such a bill yesterday. 
We would appreciate your kindness in advising us more fully In the premises. 
Yours, very truly, 

Ed. p. Btabs. 

Mr. Chairman, in connection with the discrimination in the south- 
eastern section of the country. I want to submit one example, which 
is rather illustrative of the discrimination in that territory. We 
confined our discussion here largely to the discussion of discrimina- 
tion in the intermountain territorj", but I want to emphasize and 
exemplify that the discrimination throughout the Southeastern 
States, south of the Potomac and Ohio, and east of the Mississippi 
River, is just as severe as it is in the western territory, to which we 
have directed so much of our testimony. I refer to an exhibit of 
rates set forth in the Southeastern cases (30 I. C. C, p. 263), wherein 
it is shown that the first-class rate from New York to Memphis, a 
distance of 1,160 miles, is $1 per hundred, or $20 per ton, whereas 
to Grand Junction, Tenn., an intermediate point, the distance from 
Xew York being l,i07 miles, the rate is $1.41, or $28.20 per ton. The 
difference in the mileage is 52, whereas the difference in the rate is 41 
cents a hundred, or $8.20 a ton, which is the differential maintained 
against the shorter haul at Grand Junction, Tenn. 

Now, then, in justifying this discrimination, the Interstate Com- 
merce Commission said, justifying the discrimination between New 
York and Memphis : 

There Is a disconnected service between New York and Memphis, regular 
boats plying between Natchez and New York and Memphis. The water com- 
petition Is to be regarded as potential, but not actual, and the testimony in this 
case indicates that any material advance in the rates from New York to Mem- 
phis would, without doubt, result In reestabllshment of active competition oo 
the Mississippi River. 

In connection with the Byars letter than I submitted just here, I 
wish to give reference to the testimony which Mr. Byars gave before 
the Senate Committee on Interstate Commerce, on June 30, 1916, on 
Senate bill 5242, and I ask to have it incorporated with Mr. Byar> s 
letter, his testimony beginning at page 44 and ending on page 54, 

Mr. Wettrick. Mr. Shaughnessy, do you remember that Commis- 
sioner Clark said in the Shreveport case there was no long-and-short- 
haul question involved? 

Mr. Shaughnessy. Mr. Clark and I do not exactly agree on that. 
Of course, when we come right down to a literal interpretation of the 
Shreveport -Texas discrimination it clavSses as third section discrimi- 
nation. In other words, undue preference between communities— 
l)etween the community of Louisiana, on the one hand and Texas on 
the other; but the point I uiake is, that the Shreveport discrimination 
on inbound business from the north is due to fourth section violations 
predicated upon the potential competition of the Red River and its 
proximity to the Mississippi River through the port of Vicksburg. 
This gave Shreveport lower rates on its inbound business from St. 
Louis and Kanais City than was given to Fort Worth, Dallas, ftiu* 
other mileage equivalent points in Texas, and this discrimination the 
Interstate Commerce Commission has failed to remove. And in this 
connection let me also state that Shreveport itself suffers long-and- 
short haul discrimination, as intermediate on the direct lines from 
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St, Louis and Kansas City to New Orleans, where there has been no 
water competition Avorth speaJving of for years. As to the Shreveport 
and the Texas situation, therefore, we have parallel lines of railroad 
running direct from St. Louis and Kansas City to both Shreveport 
and Dallas. These lines operate under substantially similar circum- 
stances and conditions and from an operating standpoint there is 
absolutely no reason why there should be any difference in the rates. 
Yet for a distance of 562 miles from Kansas City to Shreveport the 
rate on agi-icultural implements is $10 per ton for a 562-mile haul 
whereas the rate on the same conunodity from Kansas City to Dallas 
over a 515-mile haul, is $13.80. Take canned goods as another ex- 
ample; the rate from Kansas City to Shreveport is $6.60 per ton for 
the longer distance than to Dallas, where it is $9.20 per ton. Xow, 
that shows that the long-and-short-haul discrimination did enter 
into the Texas- Shreveport case, and because the Texas Railroad 
Commission undertook to offset this inbound discrimination main- 
tained against Texas by lowering the local rates within the State of 
Texas, the Interstate Commerce Commission stepped in under the 
third section of the act to regulate commerce and found that the 
action of the Texas commission operated as a burden upon interstate 
commerce, and incidentally in removing this so-called discrimination 
us between localities, the commission has assumed jurisdiction over 
all local rates in Texas to the exclusion -of the State legislature, its 
courts, and its railroad commission — and this in the face of the com- 
mission's own admission that it has no power to make anything other 
than a maximum rate and alternative orders for the removal of dis- 
crimination, under which the carriers may make any kind of a rate 
adjustment that they see fit. ITow, as reinforcing and more fully 
elucidating the Texas situation I want to offer at this point the tes- 
timony of Mr. Byars, of the Fort Worth Traffic Bureau, and the tes- 
timony of Commissioner Mayfield, of the Texas Railroad Com- 
mission. 

(The testimony referred to is here printed in full, as follows:) 

Statement of Mr. Ed Byaks, Representing the Fort Worth Bureau, Fort 

Worth, Tex. 

Mr. Byars. jMr. Chairman, I see that the Hon. Earl B. Mayfield. of our State 
railroad commission, is here, and as 1 am very anxious that he should be 
heard by the committee I will make my statement as brief as possible. 

In discussing this bill it will not be necessary for me to review in detail all 
the incidents in the Slireveport case leading up to the present time. Suffice It 
to say that the Interstate Commerce Commission set aside the Texas conunls* 
sion's rates when it ordered in a scale of class rates from Dallas to points In 
east Texas on the Texas & Pacific and from Houston to points in Texas north- 
east thereof on the H., E. & W. T. However, the scale there fixed as far as 
it went, which was 182 miles on the T. & P. and 230 miles on the H., E. & W. 
T.. was the f*ame as the Texas commission's scale, the only difference being 
that the western classification was ordereil to be u.«;ed in connection with It 
Instead of the Texas commission's classifications. The western classification 
contains a majority of higher ratings but It also contains some lower ratings 
than the Texas classification. Three out of the seven members of the com- 
mission dissented from the opinion on the apparent groimd that they did not 
have the authority to make State rates In view of section 1 of the act to regu- 
late commerce, which specifically provides that they did not have such author- 
ity. What did the Supreme Court do when this case was appealed to it? It 
examlneil the law and came to the conclusion that the Interstate Commerce 
Commission has the power to make State rates wherever such action becomes 
necessary to preserve the freest fiow of commerce among the States. 
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Of course, the Supreme Court's interpretation is the law of the land, and 
stands as such until the Congress speaks again and leaves no such question 
open to interpretation but specifically provides that under no circumstances 
shall State-made rates be set aside unless and until they have been carefully 
examined into as to their reasonableness and found to be unreasonable by a 
court of competent jurisdiction. In the Shreveport case the reasonableness or 
the unreasonableness of the Texas rates per se was not examined into at all. 
The particular rates under examination have been the rates from Shreveport 
into east Texas points and from east Texas points into Shreveport, La. Those 
are the only rates the Interstate Commerce Commission ought to have the right 
to fix, because they are Interstate and because that was the purpose of the act 
to regulate commerce. 

We believe that the State should have the right to make rates and to regulate 
railroads in the matter of transportation charges Just as much so as regulate 
them in the matter of the issuance of stocks and bonds or requiring them to 
make track connections or any other orders affecting their revenues whatso- 
ever. Secondly, the Interstate Commerce Commission, at the present time, Is 
wholly unprepared to take over the work of making rates on the Intrastate 
tr&ffic of all the separate States. 

The State of Texas has next to the longest State line of any State in the 
Union. Its Intercoastal canal and two navigable rivers — the navigation of 
each of which is being extended — its vastly differing soil and climatic condi- 
tions, crop productions, etc., its mountainous section, its marshy rice lands; 
and all of those things must be considered In connection with its transporta- 
tion conditions. 

The railroads at the Shreveport hearing, in the supplemental order, seemed 
to suggest taking the level of the rates from Shreveport into Texas, which are 
admittedly very high, and the Texas commission scale, which the carriers 
claim Is too low, and strike a level half way between the high and low points 
and making that level the basis for both the Texas intrastate rate and the 
interstate rates from Shreveport; in other words, grade the Texas rate np 
and grade the Shreveport-to-Texas rate down. That Is a most unjustifiable 
proposition, because it is presupposing that the Shreveport rates are somewhat 
near reasonable rates and that the Texas rates are too low. The Shreveport 
people, in my judgment, ask for rates from Shreveport into Texas on traffic 
that never moves and never has moved and never will move from Shreveport 
into Texas, and it seems to me it is a proposition as to which the Shreveport 
people are being somewhat misled. 

I would like to read from the brief filed by the Fort Worth Freight Bureau 
In Docket 3918 Just an extract from page 25 [reading] : 

"The complainants' principal object in bringing this case was to get Into 
Texas with their goods, the greater portion of which are received on low In- 
bound carload rates (which great advantage they expect to retain), and some 
very few of which goods are manufactured at Shreveport. But it so happens 
that they do not manufacture brick in Louisiana to any very great extent, and 
practically none at Shreveport. Therefore, any rates that might be prescribed 
from Shreveport to Texas points on this commodity would be merely paper 
rates, and we do not think that this commission will feel justified in going to 
the extreme lengths of increasing the Texas rates in order to establish a scale 
of rates for the benefit of Shreveport's brick manufacturers of the future. 

"There are probably three or four brick plants in the State of Louisiana, 
making only the low grade common brick ; they have not the clay from which 
to make any other kind of brick, and very little of that. Therefore no necessity 
exists for any rates from Shreveport to Texas. 

" It Is approximately 1,000 miles, rough speaking, across the State of Texfl« 
from Brownsville to Texllne ; there are 125' brick plants in this State — one Itir 
every 12^ miles. From Texarkana to El Paso it is 850 miles, or one brick plane 
for every 7 miles. 

"The last available Government Statistical Report (1013) shows that Texas 
produces practically three times as many brick as Louisiana, and that no fa^e. 
front, fire, or paving brick are manufactured in Louisiana. 

" Under the circumstances, certainly no necessity exists for tliis commission, 
in prescribing reasonable rates to and from Shreveport, to disturb the present 
rates in Texas." 

I would like also to read an extract from an address made by Judge Wllllani 
D. Williams, of the Railroad Commission of Texas, at Austin, on June IS, 
referring to the Sheppard amendment Judge Williams said : 
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"Because of its great size and the large volume of purely State transpor- 
tation in Texas, the shippers and citizens of this State are probably more seri- 
ously threatened than those of any other States, by the startling innovation 
inaugurated under authority of what is Isnown as the Shreveport rate case; 
and yet while this is true the extent to which that case goes is generally over- 
estimated and its effect misconceived. Indeed, I might say that if it had a 
greater effect, while it might substantially destroy the autonomy of the State, 
it would likely be less dangerous both to State and interstate shippers.' For 
the decision of the Supreme Court of the United States divides the control of 
State rates between two bodies, the one State and the other National, and 
these two bodies, each with its incomplete control, have no means of acting 
together. It Is not correct to say that the Interstate Commerce Commission 
makes rates in Texas. The Supreme Court of the United States expressly 
holds that it has no such power. What the commission does when it inter- 
feres is to annul rates made by the State commission and authorize the rail- 
roads to substitute therefor rates that are higher and that may be as high as 
the railroads desire to make them. It says, in effect, that the rates from 
Shreveport into Texas are greater than the rates between Texas stations for 
the same distances on the same commodities; we order that these differences 
be corrected, and we find that certain rates from Shreveport into Texas are 
reasonable, and these rates must not be increased. Now, under this order, the 
Supreme Court holds that the railroads may remove the discrimination which 
has been found to exist against Shreveport by increasing the Texas rates. 
This leaves to the railroads the following options : They may reduce all rates 
to or even below the Texas level, they may reduce the Shreveport rate part 
way and increase the Texas rate up to the same point; or they may increase 
the Texas rate to or above the Shreveport rate and let the Shreveport rate 
stand as it is. Obviously so large a discretion will be used by the railroads to 
their own advantage as far as they dare go. 

** Instances of this are already in existence. When the railroads put in their 
tariffs on the Texas & Pacific Railway from Dallas east to the State line, and 
on the Houston. East & West Texas Railway from Houston northeast to the 
same line, they carefully raise all the Texas rates until they were as high as 
the rates from Shreveport into Texas ; but there were certain other rates which 
from before the beginning of the case were higher in Texas than the rates 
from Shreveport into the State on the same commodities. The roads made 
no change in these tariffs, and the Interstate Commerce Commission had no 
power to and did not attempt to compel them to do so. The result is an equali- 
zation of rates per ton mile so far as Shreveport is concerned, but the retention 
of discriminations against Dallas and Houston and other Texas Jobbing points. 

" DISCBTMINATION AGAINST TEXAS. 

"Discriminations have also resulted against Texas cities in the matter of 
minimum weights for carloads. Where these minimum weights were lower 
in Texas than on like commodities moving from Shreveport into the State, they 
have been raised to the same figure, but where they were already higher than 
the interstate minimums they have not been reduced but remain higher to this 
day. 

" Nor is this all. Upon a supplemental application, the Interstate Commerce 
Commission by its order attempted to enforce equality of rates over all of what 
it calls east Texas, which includes the Santa Fe Railroad to the Brazos River 
and down the river to its mouth and everything to the east and north, A 
further application Is now pending and may be decided any day which asks 
the extension of this equalization westward to the Rio Grande River and its 
application throughout all Texas. 

" Shreveport never was and so far as a human being can tell never will be 
in competition for business in ninety-nine one-hundredths of this vast territory 
over which it seeks to control the rates. There are large numbers of com- 
paratively well-informed merchants in many places In Texas who, except for 
the notoriety given It by this case, would have never heard of Shreveport and 
would have lived and died Ignorant of its existence, but prosperous and happy 
notwithstanding their ignorance. 

" Shreveport is not a factor in Texas business, and yet grave consideration is 
being given by the Interstate Commerce Commission to the claim which it 
makes of a legal right to control that business and to shape Its destinies. It 
desires to say which of our industries may live and which shall die. It seeks 
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the power to destroy commercial centers within our borders and to build up 
others In their stead. 

" Shreveport is not In a grain-producing territory, neither is it a center for 
the handling of that commodity. If it ships any grain into Texas during the 
year, it is probably not in carload lots and it is certainly not in larger quan* 
titles. The carload rate from Shreveport to Big Sandy, a distance of 89 
miles, is 15 cents, and the carload rate for an equal distance in Texas is Hi 
cents. There is a very large carload movement in Texas. There is compara- 
tively, and probably literally, no carload movement from Shreveport Into Texas, 
yet Shreveport would claim, and was in a fair way to secure the right in the 
eastern Texas district, to Increase the Texas rate 35 per cent in order to save 
from discrimination a commerce which did not exist. The Shreveport carload 
rate on flour to Big Springs, some 489 miles, is 80 cents, while the rate in Texas 
for the same distance on the same commodity is 20 cents. If this effort suc- 
ceeds, the Texas rate is to be raised by 50 per cent, and again this is done for 
the purpose of protecting a commerce which does not exist and which can not 
be produced until climatic and soil conditions lu-e entirely chdnged throughout 
the effected territory. 

" It is not possible to give all the instances in detail, and it must be enough 
to say that I have not been able to find an exception where the result aime<l at 
would not increase the Texas rate on grain and grain products by from 35 to 
200 per cent. 

" Shreveport ships practically no live stock into Texas, but It has a rate i>er 
car to Waskom of $16.50, while the rate per car on live stock in Texas for 
the same distance is $11. The Shreveport rate to Hawkins, 94 miles, is $25.30, 
while the Texas rate for the same distance is $18. The Shreveport rate to 
Terrell, 158 miles, is $33 per car, while the T^xas rate for the same distance is 
$22. The Shreveport rate to Dallas is $35.75 per car, while the corresponding 
Texas rate of $24. The Shreveport rate to Fort Worth is $38.50 per car, and 
the Texas rate for the same distance os $26. These are fair instances, for here 
again the rule is universal that the Shreveport rate is higher than the Texa» 
rate. As I have said heretofore, Shreveport does practically no business in live 
stock either with Texas or with any other place. In Texas the raising of live 
stock is a vast industry with an investment of many millions of dollars, and 
upon It depends the fortunes and even the lives of tens of thousands of our 
people. An increase of the Texas rate such as would be necessary to equalize 
it with the rate from Shreveport would reflect a greater Injury to the stock 
raisers of Texas than a year absolutely without rainfall, and yet the Interstate 
Commerce Commission, even If it decides this claim against Shreveport gives 
months and months to its consideration. With all seriousness, it considers 
propositions which would destroy our producers and would substitute for It 
something which can do Shreveport itself no good whatever, except as It might 
rise upon the ruins which it has created across the border and throughout 
this State. 

"The rates on crude petroleum if it were raised to equal the Shrevei>ort 
demand would be increased from the present Texas rate by anywhere from 33 
to 100 per cent. The rates on sand and gravel would be doubled for the short 
distance for which such rates are applicable Interstate. The rotes on brick 
would be increase<l anywhere from 30 to 120 per cent. 

" The rate on coal from Dallas to Forney. 20 miles, has been increase<l from 
55 cents ner ton on a minimum carloj'd of 20 tons, to i^2.50 per ton on a mini- 
mum of 24 tons. If this sort of rnte is put in force nil over Texas or over the 
eastern district, our coal mines will close down in short order. 

"And even this goinc: on throuch an almost intermlT^able lisl is not all." 

Mr. Byars. In another part of the sneech he says that the Texas rates are 
always more than compensatory and that the railroads are seekinc. thmneh 
the Shreveport decision, to throw off the control on regulation by the Stntr 
commission and make rates as they pleise Freadlngl : 

" TEXAS PAYS TOO MTCH. 

"The average freight rate already paid in Texas on strictly State bushies«s 
was 12.92 mills ner ton-mile for 1914 and 1915. while the aven.w rate on inter- 
state business in Texas was 8.84 mills per ton -mile for the same period. In 
plain English this means that Texas busiiiess Is now and in the past hns Ut^xt 
paying on the average 5r» [ler n nt more freight for the same service when 
done altogether In Texas than was charged if the shipment orossetl the Imrder 
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line. Yet the Shreveport interstate rate Into Texas Is much larger than the 
rrexas rate itself. And this again means that other interstate rates are far 
less than those from Shreveport. 

" Now, if Texas freight rates must be based upon interstate rates, why not 
give us the benefit of the low rates? Why force us to take as a basis the high- 
est rates which can be found? Even the Texas railroads themselves, when they 
applied to the Texas commission for increased revenues, asked no such Increases 
as they are authorized to make by eastern Texas order of the Interstate Com- 
merce Commission. 

"Examine the New Orleans rates into Texas for a moment and compare 
tii&n with those from Shreveport. Agricultural implements from Shreveport 
pay 4.09 mills per ton-mile average to Texas points west of Marshall. From 
New Orleans they pay 2.4 mills per ton over the same rails, passing through 
Shreveport on the way to the same destinations. The Shreveport rate is 66 
per cent the higher. Bagging and ties from Shreveport, 1.8 mills per ton-mile. 
From New Orleans, 1.1 mills per ton-mile. Difference in favor of New Orleans 
of about 70 per cent. Print paper from Shreveport, 3.6 mills per ton-mile. 
Fronj New Orleans, 1.8 mills — exactly 50 per cent of the Shreveport rate. 

" Why not let Texas have the New Orleans rate? Why compel it to take the 
highest interstate rates found across its borders? 

" The Interstate Commerce Commission has refused to raise interstate rates 
for the purpose of increasing railroad revenues. In all courtesy, I ask them 
to consider well if, having acted thus, it is fair and Just to increase those same 
revenues by forcing increases of State rates. 

"The fact is that the order of the Interstate Commerce Commission, when 
applied, produced monstrous and absurd rate situations within Texas, and the 
Interstate Commerce Commission, misconceiving, as I believe, its powers and 
duties, is undertaking to correct these situations which are matters affecting 
State commerce alone. Under the decision, of the Supreme Court the interstate 
tribunal may destroy Texas rates, but it can not replace them. The State com- 
mission alone can repair the damage done to State commerce by the interstate 
body." 

Mr. Byaxb. I have a pamphlet here, printed by the railroad commission of 
Texas, which gives a synopsis of the Shreveport case in very lucid terms. It 
contains the argument of the Hon. Sam H. Cowan, of counsel employed by the 
Texas interests, and I would like to file it for the information of the committee. 

The Chaibman. Would you like to have that printed in the hearing? 

Mr. Btabs. Yes, sir; it might be very instructive. 

Senator Sheppabd. I had intended to present that myself, and I am very 
glad to have Mr. Byars do it. 

The Chaibman. It will be incorporated in the record. 

(The pamphlet referred to is here printed in full, as follows :) 

"The Shrevepobt Case. 

•• Before the Interstate Commerce Commission. Docket Nos. 3918, 8290, and 
8418. Railroad Commission of Louisiana, complainant, v. St. Louis .South- 
western Railway Co. et al., defendants. 

" The supreme importance of the question involved and the ultimate result 
which might follow a decision of the Interstate Commerce Commission and the 
courts to practically abolish the railroad commission of the State of Texas, 
and the inestimable injury to the State of Texas which might follow the final 
adverse decision in the case, leads me, as one feeling a great interest in the 
subject matter, to submit for the information and consideration of the public 
such matters of law and fact as to warn the public of its danger. 

"The fact that there has been no manifestation of public Interest In this 
case would seem somewhat strange and could be accounted for mainly, no 
doubt because of the lack of definite information with respect to the results 
-wrhloh possibly may follow, and the fact that the final results have not yet 
come. 

"Considering the great controversy arising from the appointment of the 
railroad commission of Texas, anrl to that end, of the amendment of the con- 
stitution in order to regulate the rates, rules, and regulations and practices 
of the railroads and transportation within the State, it is still more remark- 
able that when the public is confronted with the proposition that the Interstate 
C0653— 18 41 
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Commerce Commission may abolish the constitution, statutes, and acts of the 
railroad conmiission of Texas, comparatively little heed has been paid to it 

" On March 11, 1912, the first of these cases was decided by the Interstate 
Commerce Commission, opinion by Conmiissioner Lane, reported in 23 I. G. C, 
31. The essential matters in controversy are thus state<l by Commissioner 
Lane (p. 38) : 

" ' This proceeding places in issue the right of interstate carriers to dis- 
criminate in favor of State trafiic and against interstate traffic. The grava- 
men of the complaint is that the carriers defendant make rates out of Dallas 
and other Texas points into eastern Texas which are much lower than those 
which they extend into Texas from Shreveport, La. A rate of 60 cents carries 
first-class traffic to the eastward from Dallas a distance of 160 miles, while 
the same rate of 60 cents will carry the same class of traffic but 55 miles into 
Texas from Shreveport. For further illustration of the rate situation, refer- 
ence is made to the appendix of this report 

" ' The railroad commission of Louisiana has brought this proceeding under 
direction of the legislature of that State for two purposes: (1) To secure bd 
adjustment of rates that will be just and reasonable from Shreveport Into 
Texas; and (2) to end, if possible, the alleged unjust discrimination practiced 
by these interstate railroads in favor of Texas State traffic and against similar 
traffic between Louisiana and Texas. 

" * The railroads deny that the rates out of Shreveport are unreasonable, but 
place their defense mainly upon the proposition that they are compelled by the 
railroad commission of Texas to effect the discrimination here involved.* 

" The commission, after elaborate reasoning with respect to the powers con- 
ferred upon it by the act to regulate commerce, held in its final conclusion that 
the existing class rates out of Shreveport to Texas on the Texas & Pacific Rail- 
way and on the Houston Bast & West Texas Railway, were unjust and un- 
reasonable, and fixed a scale of class rates to be applie<l up to a distance of 
182 miles on the Texas & Pacitic Railway and 230 miles on the Houston East & 
West Texas Railway. 

" It was held that the maintaining of the higher rates to and from Shreve- 
port and points in Texas than are maintained from cities in Texas to such 
points, constituted an undue preference and advantage to the Texas cities, and 
a discrimination that is undue and unlawful against Shreveport ; hence that the 
order should be issued directing the carriers to maintain rates no hic^er than 
the scale prescribed as between the points named, and that the Texas & Pacific 
Railway Co. and the Houston East & West Texas Railway Co. cease and 
desist charging higher rates on commodities from Shreveport than are con- 
temporaneously charged for the carriage of such commodities toward Shreve- 
port for an equal distance. 

" Commissioners Clements, Harlan, and McChord dissented, holding that the 
commission was without jurisdiction to fix the State rates. Commissioner 
Prouty concurred, but in his concurrence stated (p. 49) : 

** ' While this commission can not establish and should not attempt to estab- 
lish, directly or indirectly, a State rate, it must in the exercise of the duty put 
upon it by the act to regulate commerce determine whether the discrimination 
exists, and in doing that it may and should examine the State rate in compari- 
son with the interstate rate.* 

** So it appears from the three dissenting opinions and the qualifying con- 
curring opinion of Commissioner Prouty that had the case turned upon the 
matter of fixing the State rates, it would have been decided adversely by the 
Interstate Commerce Commission. 

"This case reached the Supreme Court (234 U. S., 342, 58 L. Ed., 1341) on 
the question as to the right of the Interatate Commerce Commission to make an 
order in accordance with its findings, which are sufficiently outlined above, and 
the decision of the commission and its order was upheld by the Supreme Conrt, 
which in its final conclusion said (234 U. S., 369, 58 L. Ed.. 1351) : 

" ' So far as these interstate rates conformed to what was found to be reason- 
able by the commission, the carriers are entitled to maintain them, and they 
are free to comply with the order by so adjusting the other rates, to which the 
order relates, as to remove the forbidden discrimination. But this result they 
are require<l to accomplish.' 

" The first section of the act to regulate commerce as originally pasaed and 
continued up to this time contains the following proviso with respect to the 
transportation of passengers and property. 

** * Provided, however. That the provisions of this act shall not apply to the 
transportation of passengers or property, or to the receiving, delivering, storage, 
or handling of property wholly within one State and not shipped to or from & 
foreign country from or to any State or Territory as aforesaid.' 
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** The Supreme Court held that this proviso did not apply to this case, and in 
construing it the Supreme Court said (234 U. S., 358, 58 L. Ed., 1351) : 

^* • These words of the proviso have appropriate reference to exclusively intra- 
state traffic, s^arately considered ; to the regulation of domestic commerce, as 
sach. The powers conferred by the act not thereby limited where interstate 
oommeroe itself is involved.* 

ThYis the proviso in section 1 of the act supports the contention that Congress 
inteaded to give the Interstate Commerce Commission the power which it 
exercised in the case. Thus stands the law on that subject at this time. 

'*In June, 1914, the Louisiana commission, and as the record shows the 
Shreveport commercial interests, brought a petition for a supplemental order 
to extend the rate structure as established in the previous decision to tlie whole 
State of Texas. This the Interstate Commerce Commission declined to do, but 
divided the State into eastern Texas by a line drawn through Gainesville and 
thence down to the Brazos River and to its mouth and prescribed a scale of 
rates for the territory on that line and east thereof, which should be applied 
to shipments wholly within the State of Texas moving toward Shreveport 
Following upon that decision, which was rendered June 17, 1915« the roads 
published their class rates on traffic between all stations In east Texas and filed 
the same with the Interstate Commerce Commission and furnished copy thereof 
to the Texas commission. The Interstate Commerce Commission In this sup- 
plemental case, also with respect to the territory denominated eastern Texas, 
provided for and ordered tliat the carriers should cease and desist charging 
higher rates on any commodity from Shreveport into eastern Texas than was 
charged for the carriage of such commodities for an equal distance from eastern 
Texas toward Shreveport, and that such commodity rates should not exceed 
class rates. Those commodity rates were not published. The western classi- 
fication ^vas required to be observed. 

•* Upon the publication of these class rates In eastern Texas protests were 
filed by various conunercial Interests of the State against the same, and the 
commission suspended the tariffs and directed an Investigation of the entire 
subject matter involves! in all the Shreveport cases, which included the further 
supplemental petition of the Railroad Commission of Louisiana, in which it was 
again sought to have the action of the commission in prescribing rates within 
the State of Texas extended to the entire State. 

" The whole mniter was heard at Houston before Commissioner Hall and has 
been briefed and argued before the commission. If the commission should sus- 
tain the former decision and the contention of the Louisiana commission, the 
effect would be that the Interstate Commwce Commission would prescribe the 
rates within the State of Texas and apply thereto the western classification 
jind exercise all such powers In regard to the matters pertaining to transportii- 
tion as It might exercise in regard to the Interstate rates, and then the Texas 
4'oinu)ission. for aU practical purposes, would be abolished. It would not do to 
say that the Interstate Commerce Commission might adopt In some Instances, 
or might adopt in all instances, the rates as fixed by the State commission be- 
cause the proposition back of it all is that the power and authority exists with 
tbe Interstate Commerce Commission and not the Railroad Commission of 
Texas. 

"As subsequently will be pointed out, the remedy therefor lies with Congress 
to restrict the power of the Interstate Commerce Commission so that It can not 
have tliis effect, and in order to do so, to amend the proviso of section 1 as has 
been quoted hereinabove, of the act to regulate commerce so as to place It be- 
yond cavil that as to all intrastate transportation, rates, rules, and regulations 
the power of the Texas Railroad Commission may be exercised. 

**Ab stating what Is believed to l>e the correct position of the State and the 
position which was taken by the Dallas Chamber of Commerce and Fort Worth 
Freight Bureau, the argument made by S. H. Cowan before the Interstate Com- 
merce Commission In opposition to the exercise of such power by the Interstate 
Commerce Commission is submitted, as follows : 

"argument or mb. s. h. cowan. 

•* • Mr. Cowan. May it please the commission, time is at least the essence of 
tlilB argument. I have prepared some matters that go to the very foundation 
of this case which I desire to present to the commission, and I have, therefore, 
reduced them to writing In order that I may make no mistake In regard to 
them, and which, with your forbearance, I will read. 
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" * Reduced to its last analysis, the issue in this case is whether the Inter- 
. state Commerce Commission, should it find a difference in rates per mile in 
Texas as fixed by the Texas commission, intrastate, compared to rates between 
Texas points and Shreveport, doplare that to be a discrimination, and, based on 
that, take Jurisdiction to prescribe all rates, classification, rules, and recrula- 
tions of all intrastate trafiic within the State, and thereby supersede the former 
rates and regulations of the State of Texas, whether made by the Texas com- 
mission or the legislature. 

" * Stated in another form, to abolish the State commission and set aside the 
State laws, and even deprive it of the benefits of its constitution providing for 
the railroad commission. 

" ' These carriers seem to think they have found an easy road to accomplish 
these wonderful ends, almost by a simple twist of the wrist, but they may find 
it a rocky one before the end of the journey which starts with loud acclaim. 

" * It was mentioned by this commission in the previous decisions of the cases 
now on rehearing that the Texas commission was not a party, and though some 
of its members were present at the hearing, did not offer any evidence. Whether 
that is by way of criticism or rebuke of the Texas commission, it has been made 
use of by these carriers as such. 

" 'It has no place here. The five millions of people of the greatest State of 
the Union, almost in its swaddling clothes of development, with its 16.000 miles 
of railroad, and its great harbors, are not subject to a judgment by defsult 
before this commission that will deprive the people of Texas of control and 
utilization of thesp facilities in intrastate transportation, to the upbuilding of its 
great industries. 

" * The Texas commission has the right to stand on the constitution creating it 
and the law defining its powers, and to proceed to exercise that power as an 
agency of the State according to its Judgment for the upbuilding of that great 
Commonwealth, and in the manner which it deems fair to the railroads as ao 
important factor in the progress of the people. This we must assume it has 
done to the best of its ability under the constitution and laws of its creation, 
and is not to be censured because it did not appear in a case like this where 
those rights are sought to be taken away. 

"'This case at the threshold marks n milestone on the road of railroad c*oq- 
trol, leading to the abolishmment of State commissions and repeal of State 
statutes by the commission, or to a clearly defined limitation of the powers of 
this commission. It means the control or not of the commerce and develop- 
ment of the State by its own policy as to Intrastate commerce or a control of 
Intrastate commerce by this commission. 

" * The only source of that Jurisdiction contended for is where this commis- 
sion finds a discrimination — an unjust discrimination — ^in State railroad rates 
and transportation and interstate. 

"'Whether the fact of unjust dl scrim! nation exists involves n multitude of 
things and conditions, and Is at last a mere mental conclusion, and may be a 
mere figment of the imagination, yet it is to be taken as a means of destroy- 
ing the entire rate situation of a State or control of its local commerce. 

" * The very essence of the Jurisdiction of this commission to act at all Is 
dependent on that finding! 

" * No discrimination can exist except by the effect of some act prejudicial to 
the complainant or others, and a mere difference in the amount of fright rates 
In one locality compared with another can not be a discrimination unless it 
affects the business interest of the localities or persons served or commodities 
transported. That must depend on the Inbound as well as the outbound ratci. 
yet the commission in this case has ruled out of consideration the Inbound rates. 
" * In tJiIa it is in error, as is shown by the decisions of the Supreme Court 
of the United States, as well as its own decisions. 

" 'At pnpe 4G of my brief I have cited the Texas & Pacific case. This com- 
mission will remember that case as being one of the Initial cases with respect to 
undue preference, that being a case where the commission declined to consider 
the fact that freight had come in by vessel to New Orleans. In reversing that 
case and sending it back to tlie commission, the Supreme Court of the United 
States said: 

" '"The very terms of the statute, that charges must l)e reasonable, thst dis- 
crimination must not be unjust, and that preference or advantage to any pw^ 
tlcular person, firm, corporation, or locality must not be undue or unreasonable, 
necessarily imply that strict uniformity is not to be enforced, but Uiat all cir- 
cumstances and condiUons which reasonable men would r^ard as affecting the 
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welfare of the carrying companies, and of the producers, shippers, and con- 
sumers, should be considered by a tribunal appointed to carry Into effect and 
enforce the provisions of the act" 

" * For the entire period of its existence the commission did Bvot suppose It 
could control interstate traffic or rates up to the decision of this case. 

" * Is it not n long step to change the power itself of that control to this com- 
mission even in the twinkling of an eye by this conmiission finding that there is 
a discrimination between State rates on Intrastate traffic and Interstate rate» 
on Interstate traffic? Can it be supposed that any such metamorphose was eveD 
thought of by Congress? That is to say, can it be supposed that Congress, not 
baving specifically provided for such a condition, could have supposed that this 
commission should exercise Jurisdiction of the control of the Intrastate traffic 
by the mere fact of finding that in a given instance there was a discrimination T 
Let that discrimination be corrected. It ought to be corrected. It is within 
the Jurisdiction of this commission to require it to be. corrected ; but to make 
use of that finding to draw to Itself Jurisdiction in their control of all Intrastate 
rates In Texas, and, therefore, the classifications, rules, and regulations, as It 
seems to me, is something that never could have been thought of as intended to 
accomplish that object; neither did the original decision in this case attempt 
to do so. If you will observe in the concurring opinion of Judge Prouty, he 
stated that this commission could not attempt, directly or indirectly, to control 
the intrastate rntes. This commission went no further in that case than to 
deline what the rates ought to be and the basis of those rates to and from 
Shreveport. That, we concede, is entirely within its Jurisdiction, but to make 
use of the mere fact of the existence of the discrimination to take charge of 
the entire subject of the making of all rates and rules and regulations, and, 
therefore, of the conditions of transportation within the State of Texas, was a 
marvelous Jump In the line of trying to control the rate subject of this country. 

" * The relationship of the railroads and the complainants manifests itself by 
the absence of controversy as between them on any point and a concurrece of 
all of them in seeking the same thing In the same way. 

" * The prime object of the railroads is to obtain an increased revenue on 
Texas Intrastate business. 

" 'At the conclusion of the supplemental hearing the examiner observeil that 
they — complainants and defendants — had no dispute. In the decision of the 
commission In the same case it was stated that there were no new facts de- 
veloped except a tentative agreement to extend the making of intrastate rates 
In Texas over the entire State Instead of a division of it on and east of the main 
line of the Santa Fe from Gainesville to the Brazos River, thence to its mouth, 
In which territory this commission prescribed the rule to be observed. 

" • That agreement has been put into actual operation here by the new com- 
plaint, and they all unite in the contention that to prescribe the rates which 
you did prescribe would result in a most anomalous condition; would produce 
discriminations and upset the entre traffic of the State. Therefore they have 
all unite<i in the contention that you are to fix Intrastate rates throughout 
the entire State of Texas because of a mere 20-mlle haul from the State line to 
Shreveport. To use the language of Gov. Roberts In speaking of San Augustine 
in his notable book, he said It was the center of the surrounding country. Ac- 
cording to the proposition asserted here, Shreveport is the center of the earth, 
and you should take that into consideration, because there is discrimination 
practiced by the railroads there which they could readily remove, certainly at 
the smallest sort of expense, and that you are to seize jurisdiction just because 
of that. 

•••They all agree upon another proposition, that Shreveport should be treated 
as though it were within the State of Texas. We could better afford to buy 
that entire territory than to visit Mr. Atkins or Mr. Luther Walter on the pub- 
lic, who, like the Pied Piper of Hamelin, draw everybody to them, and with 
their flute they follow. It seems to be the most marvelous proposition I have 
ever seen, transformng the Jurisdiction transmitted by our constitution to our 
commission and visiting a burden on this Interstate Commerce Commission 
which it is unprepared to fulfill. 

'••On the hearing for the Increase In Texas rates before the Texas commis- 
sion, and after class tarlifs had been published which are suspended in this 
proceeding, I. & S., 710. a motion was made by the attorneys for the Texas 
commission to dismiss or Indefinitely postpone the further consideration of 
their application for increased rates because they were denying the Jurisdic- 
tion of the Texas commission and asserting that the Interstate Commerce Corn- 
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mission had jurisdiction to prescribe the rates within that part of Texas called 
east Texas, for which they had filed their tariffs making the Increases those 
which they desired. But they strongly fought that proposition, and the ex- 
pressions in reply thereto were that the Texas commission ought to advance 
the Texas rates, and if it did so to a point ^satisfactory to the railroads, the 
same would be applied to Shreveport trafilc. 

" * Now the railroads come forward with a list of commodities where satis- 
factory advances have been made, another where some advances have been 
made that are not enough to satisfy them, and another in which no response has 
been made by the Texas conmiission to the application for advances. 

" *A8 I say, they have confronted you with the statement or a list of some of 
those advances that have been made, and, as Mr. West said, they are willing to 
apply them to Shreveport and thus relieve it that far. Some advances have 
been made which do not suit them, and therefore I assume they do not expect 
to go by the Texas rates in that particular ; and io other Instances no report has 
been made by the commission. The object of obtaining greater revenue being 
at the foundation of the action by both the complainants and the railroads, it Is 
80 apparent that a wayfaring man, though a fool, need not err therein. It is a 
conspiracy in which the minds of all meet and concur to the end of obtaining 
additional revenue for the railroads in the State of Texas, and so the burden 
of the complaint, as shown by the argument here, and as shown by their brlefis. 
is that they are not getting enough revenue. It is not for this conunlssion to 
resort to increasing the intrastate rates in order to produce revenue for thein : 
neither can you assume jurisdiction because you may think they are not getting 
enough, because that jurisdiction has not been committed to you. 

" * Take the single item in which we have been very much Interested for a 
♦great many years, the item of beef cattle. (I have come to a point where they 
€all me a steer, which is denied.) On beef cattle in Texas the single line rate 
for 200 miles is 17.5 cents ; that is, for distances from 200 to 230 miles under 
the Texas commission's scale the rate is exactly the same — ^17.5 cents. The 
Texas commission's rates on beef cattle and stock cattle are made by the mile- 
age scale, not just every mile counted, but it jumps a certain amount In cents per 
hundred pounds for certain increased distances. For instance, 200 miles is 17.5 
cents and 229 miles is 17.5 cents. Why could they not apply the Texas scale 
with all reasonableness to such few shipments as go into Shreveport? That 
would have been an easy proposition. Furtheremore, the small amount of ship- 
ments that move there could not have affected these railroads. It simply shows 
you that the intention in alleging discrimination there is for the .purpose of hav- 
ing you fix a higher scale for the entire State of Texas for the handling of the 
product of more than 6,000,000 head of cattle a year and to take out of the 
hands of the Texas Railroad Commission the making of these rates. That is 
their object, and none other. Will this commission lend itself to that? If It 
finds a discrimination existing in the cattle rates under the 'xx^xas scale, and 
under some scale they have made into Shreveport, will they not require the 
adoption of the Texas scale to Shreveport rather than enter upon the great 
undertaking of fixing the whole of the rates within the State of Texas for the 
transportation of the enormous number of cattle that are transported in that 
State? The same thing will apply to nearly all sorts of trafllc that moves by the 
mileage scale. Take, for example, up to 245 miles, according to your class 
tariffs and you will find the same thing. It is but slight trouble to have applied 
the Texas commission rates as they existed in those cases, as Mr. West assures 
you they have done or will do in these cases where the Texas commission hat 
now advanced certain commodities. Why not? That is the simple way to do it. 

"*As I said in the outset, this pi-oceeding marks a new departure in the 
progress of railroad regulation in this coimtry. It can not be expecte<l that 
the people will give up their first experiment of controlling rates and regula- 
tions within the State, abolish the State commU^sion, and deprive their legis- 
lature of the power to act itself should it see fit to do so, just because of 
the mere finding of this commission that some discrimination exists In some 
given instance. 

"*I trust this romniisslon will consider thl.s subject from the standpoint 
that if you have jurisdiction to remove the discrimination you will not resort 
to the method which has been pointed out. It reminds me of a case where, 
In trying a murder case, an old gentleman was called as a venireuion. Under 
our Texas statute each venireman is required to rise and answer questions 
touching his qualifications to serve, and the first question Is, "Have you ftoy 
conscientious scruples in regard to inflicting the death penalty as a punish- 
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ment for crime? '* When that question was propounded to this old gentleman, 
he said, " Well, judge, I don't reckon I have, but," he said, " I think it ought 
to be very sparingly administered." So it Is with this commission. They 
ought very sparingly to administer that enormous jurisdiction which the 
Supreme Court seems to give them when it comes to stepping into a State and 
fixing State rates because of some discrimination that exists somewhere. 

" • I must hasten to another point for fear I overstep my bounds in time. 

** * Mr. Commissioner Lane said in the first opinion that if the inbound 
rates to Shreveport were artificial — that is, made by the railroad — then that 
was to be taken into consideration. The record in this case shows that none 
of the shipments move into Shreveport except by railroad. I am invoking, 
therefore, that doctrine announced by this commission in that case, and when 
you adjusted the Texarkana-Shreveport rates relatively you then considered 
the fact of the movement of trafllc in by rail to both places, but you gave to 
Shreveport a somewhat lower rate on some things at least if the trafiic moved 
through the Vicksburg Crossing. 

" * There is no difficulty in adjusting this discrimination except the difficulty 
that arises out of the desire on the part of our railroad friends to secure 
larger earnings for themselves in Texas. Maybe they ought to have them, 
but this is not the tribunal to come to to get them simply by first securing 
you to say that there is discrimination, and therefore you will take over the 
fixing of all of those rates. It is just like the case of the doctor who said if 
he could throw a man into fits he knew that he could cure the fits. 

** * The railroad commission of Texas has a multitude of things to consider. 
How could we establish a glass factory, Mr. West, on the Missouri, Kansas & 
Texas Railroad at Wichita Falls without some advantages that would move 
that glass out to the points of consumption? It was moved there from a poifit 
in Kansas. Innumerable things of that kind move into Texes. Can we have 
nothing to say with regard to the development of industries in our great 
State? Shouldn't we be accorded rates which, under the circumstances, are 
reasonable and which will produce revenue which was not produced before? 
It is not a reduction of revenue. It is an increase of revenue. So it was 
throughout the entire hearing for the railroad commission of Texas. 

" ' Many instances were brought up where it was shown that increased rates 
would actually reduce the revenue, so if revenue is the question for this com- 
mission to decide, you have not half heard the case. I say It is not. The 
commission has no power or jurisdiction because of its desire to increase the 
revenue, to take jurisdiction over the rates, regulations, and practices of the 
State of Texas in order to cure a discrimination which can be done with 
great ease by simply adding the 20 miles to the Texas rates according to the 
scale of the Texas rates, and where it happens that that will increase the 
rate, then let it be increased, but where it happens that it would not increase 
the rate anyway, then the very same privilege would exist for Shreveport 
when it ships in the other direction into Texas. You will have to consider the 
facilities for doing business. You will have to consider what it costs them 
to secure the raw material, as in the case of peanuts, which have been men- 
tioned here, in order to know whether or not there is a discrimination. It 
<*an not exist in the abstract. It is always in connection with the facts. Those 
facts must apply to something concrete, something that is being done, and 
when they speak of the fact here that Shreveport can go only such and such 
m distance, and that Dallas and Fort Worth can only go such and such a dis- 
tance, why is it? Because of two rates, the inbound and the outbound, and 
the cost to manufacture. It is said, of course, that in many cases this com- 
mission will not attempt to adjust commercial conditions, and yet you can 
not decide the question of discrimination in any other way than by considering 
who It hurts, how it hurts them, and what it is that hurts them. 

** * So It is in this case that I figure, if I may be permitted to say so, that 
this commission has made a mistake in not considering the inbound rail 
rates to Shreveport as well as to north Texas points. 

" * One more point, your honors : It was assumed that the rates up to 245 
miles were not too high, but there was no evidence In the record in the original 
case, and there was none in the supplemental case, outside, perhaps, of an 
expression of opinion given by my friend, Mr. Atkins, for whom I have the 
very highest regard as to his ability', but maybe not so much respect for some 
of his opinions — as I say, there was no testimony to show that those condi- 
tions and circumstances of transportation were the same. 
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" ' It is announced here that there is a different situation when you apply 
the matter of relative conditions to traffic moving north and south and to that 
moving east and west. Certainly. Why? 

" ' You take the main line of the Gulf, Colorado & Santa Fe Railroad, that 
moves traffic to Fort Worth and Dallas, and look in I. & S., 555, at the freight 
operation sheets w^hich were filed in that case, and you will find there that the 
density of traffic on the main line of the Santa Fe in Texas runs more than 
1,000,000 tons per mile of line. It is one of the heaviest densities of traffic 
in this whole country. You will find the main line of the Missouri, Kansas 
& Texas runs that. Those main lines are the ones which handle this stock 
traffic. You will find that so far as the Cotton Belt Railroad is concerned, 
it can scarcely furnish the axle grease for the cars that haul its ties. There 
is the Cotton Belt on one side and the Texas & Pacific on the other, both 
reaching Shreveport, both reaching there from Fort Worth. The Texas & 
Pacific are making money, and the Cotton Belt people say they are losing 
money. How in the world they have lost it for those 30 years I don't know, 
but they say they have been losing it for 30 years. Does that show a difference 
in the condition of transportation? If these railroads are not prosperous 
to some extent in Texas I would like to know why. We have had the greatest 
railroad development in Texas in the last 10 years by far of any other State In 
the Union. The Santa Fe has plastered the Panhandle all over with railroads, 
and they have one of the best railroads there is in the West, and are still 
acquiring and building railroads, not right at this time because they have an 
abundance of them. Of course the Orient Railroad can not make any money, 
and the Brownsville Railroad can not make any money. A lot of these railroads 
were built in anticipation of a development which did not take place, ana 
consequently they can not make any money, but none of that is a question for 
this commission to decide. The question is. Should the discrimination at 
Shreveport be removed? Let the railroads remove it as they please. If they 
think they can develop railroad commission rates, as Mr. Commissioner Lane 
suggested, let them try it. They can not plead here that this was put In by 
the rules of the commission of Texas. That was one of the things which 
was urged in the original case. Those rates have been charged in Texas. They 
said, " You made no effort to withdraw them." 

" ' Don't forget another thing. There was a time when the Texas commission, 
on account of the Texnrkana situation, made a certain percentage of reduc- 
tion in rates up to Dallas and Fort Worth and that territory, but that has 
long since passed. It was one of those emergency rates that were taken out, 
and the flat rate applies to-day just as it does all over the State. You can 
not assume that at the end of 245 miles these rates are a factor upon which 
to build an additional charge. Why? Because these rates up to 245 miles were 
made witli the view of taking care of the extra haul that would move beyond 
that for no additional charge. Do you suppose the railroad commissioners of 
Texas were so ignorant that they did not look at it that way? Judge Reagan 
was there at the time the compromise was made and the rates were agreed to, 
hut it was not a binding agreement. It could not be under the law. They 
were put in, however. They were not ignorant men. 

*' * The 245 miles embraced within is compensation for the balance of the 
transportation into common point territory. To use that as a factor here on 
which to begin to build your additional rates Is a subject that I say this 
commission is not investigating. The Texas & Pacific has a very heavy density 
eastward, but the Cotton Belt does not. Furthermore, the movement of empty 
cars, which is an enormous proposition when it comes to the matter of expense. 
Is northbound and eastbound, whereas, from Slu^veport into Texas the empty 
movement is far less in proportion. 

" * The OiiAimrAN. You hnve coiiKiime^l your Mnie. If you desire to do so, the 
conmiission will he glad to have you file with the rejwrter any part of your argu- 
ment whirh you were unal)le to present. 

" ' Mr. Cowan. There are a great many umtterK that I would like to urge be- 
fore this commission, but I think I have pointed out enough already to show 
the absurdity of the metlmd that is now l)eing attempted to he enforced upon 
this commission. 

" * I thank you.' 

" The position of the Ij<misiaiia interests and of the Texas railroads wns In 
support of the Interstate Commerce Commission exercising this power. TlH» 
Louisiana interests wanted to ser'ure all of the benefits of the Texas rates or to 
deprive the Texas people thereof, and the mil roads to use this means of securing 
an increase In revenue. 
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"It is plain, therefore, that under the decision heretofore rendered by the 
commission, and the decision of the Supreme Court here referred to, that if 
thp people of tills State are to have the benefit of regulation by law or by the 
Texas commission, of the railroad rates, regulations, and practices as applied 
to purely State business, it must seek that right through an act of Congress. 
It is safe to say that no State is so situated that the Interstate Commerce Com- 
mission may not find a discrimination existing by virtue of the State rates com- 
pared to the interstate, and based upon that finding to take over the Jurisdic- 
tion, should it decide to do so. and prescribe all the State rates and matters 
pertaining to transportation and which affect the service and rates. 

" Therefore, to secure the rights of the State which have been exercised up 
to the date of this decision, the proviso of the first section of the act should be 
so amended as to read : 

" 'Provided, however, That the provisions of this act shall not apply to the 
transportation of passengers or property, or to the receiving, delivering, storage, 
or handling of property wholly within one State and not shipped to or from a 
foreign country from or to any State or Territory as aforesaid: And provided, 
further. That the' fact that a discrimination or a preference may be found to 
exist by reason of the difference between any State rate, classification, rule, 
regulation, or practice of any connnon carrier and the interstate rate, classifica- 
tion, rule, regulation, or practice of such carrier, whatever the effect may be upon 
interstate commerce, shall not authorize the Interstate Commerce Commission, by 
virtue of any of the provisions of the act to regulate commerce, to in any wise 
annul, abridge, or modify the power of the State, exercised through its legisla- 
ture or through any commission or agency established for that purpose, to 
prescribe all such rates, classifications, rules, regulations, and practices as may 
be provided by the laws of such State, or to interfere with the free exercise 
thereof, with respect to intrastate transportation or commerce.* 

*• With this amendment the law will be as it was supposed to be at the time 
of the enactment of section 1 in 1887, leaving to the States their rights in the 
premises with respect to strictly Intrastate business, and leaving to the Inter- 
stice Commerce Commission Its full powers and jurisdiction with respect to 
Interstate business. The question is : Shall the State regulate the State business 
and preserve the power of the Constitution, laws, and agencies to that end? 
If so, the power of Congress must be invoked to do so." 

Mr. Byabs. That is all I care to say, Mr. Chairman. 

Mr. Shafgiinessy. I ask at this point to have introduced the testi- 
mony of Earle B. Mayfield, commissioner, of the Eailroad Commis- 
sion of Texas, beginning at page 61, and also the testimony of Ham- 
lin Palmer, of the Amarillo Chamber of Commerce, beginning at 
page 89. This testimony relates to the Shreveport situation. 

(The matter referred to is here printed in full, as follows:) 

Statement of Mr. Earle B. Mayfield, Railroad Commissioner, State of 

Texas. 

Mr. Mayfield. Mr. Chairman and gentlemen of the committee: I am here 
to represent the State Railroad Commission of Texas in favor of the Shep- 
pard hill, and I desire to thank the committee for giving me an opportunity 
to make a few remarks in favor of Senate bill 5242, as introduced by our 
junior Senator. Before discussing the merits of the bill, however, I desire to 
reply briefly to certain remarks made by Mr. Dorsey, of Texas. 

From the reading of the statement by Mr. Dorsey, which he has just filed 
with the committee, I could not tell whether he was in favor of the Sheppard 
bill or whether he was opposed to it, and I am sure the committee experienced 
th« same difficulty, but being acquainted with the gentleman, and knowing 
Homthing about his maneuvers with reference to rate matters down in Texas, 
I knew in advance that Mr. Dorsey was opposed to the Sheppard bill, and so 
I take this opportunity to inform you of the gentleman's position. 

Mr. Dorsey says that he represents the Farmers' Union of Texas. I chal- 
lenge that statement and call upon Mr. Dorsey to show his credentials. Mr. 
Dorsey has no more authority to speak for the Farmers' Union of Texas here 
In opposition to this measure than has the attorney for the railroads, who sits 
l^ his side. I am a member of the Farmers' Union of Texas myself, and I 
know something of the sterling manhood and patriotism of the men who 
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compose that organization, and I say to you, Mr. Chairman, that Mr. Dorsey 
is placing the Farmers* Union of Texas in a false light before this committee, 
when he stands here and claims that he has authority to represent the Farm- 
ers' Union of Texas in his opposition to the Sheppard bill. 

The greatest political controversy that ever occurred In Texas was between 
James S. Hogg and George Clark. This contest occured back In the nineties 
and the main Issue between these two distinguished statesmen was whether 
or not a railroad commission should be created in the State of Texas. Hogg^ 
championed the creation of the commission and Clark opposed it The contest 
was long and bitter and will ever be remembered in the political history of 
our State. All special interests, Including the railroads, supported actively 
the candidacy of Mr. Clark, but the farmers of Texas rallied to the support 
of their friend, James S. Hogg, and he was elected governor of our State 
and the railroad commission was established. The Railroad Commission of 
Texas, Mr. Chairman, owes its creation more to the farmers of our State 
than probably to any other class of people. The farmers of Texas believe 
in their railroad commission, and when I see a farmer from our State appear 
before this committee, claiming that he represents the Farmers' Union of 
our State and oppose a bill Introduced by the junior Senator of our State, 
the purpose of which bill is to keep our State commission from being de- 
stroyed, it makes me blush with shame. I repeat, Mr. Chairman, that Mr. 
Dorsey has no authority to speak for the Farmers* Union of Texas against 
this measure, and we ask this committee not to consider him as a representa- 
tive of the Farmers* Union of our State. If Mr. Dorsey has the authority. 
It will not take him long to produce It, and I again call upon him to show 
us where he got his authority to speak for the Farmers* Union of our State. 

Mr. Chairman, the Texas commission has been conducting an investigation 
Into the question of the reasonableness of our State rates. That investigation 
has covered over a year. During that time the commission received a number 
of letters from Mr. Dorsey, requesting the commission to raise the freight rates 
on cotton, live stock, etc., and advising the commission that the farmers of 
Texas were willing to stand an Increase In freight rates on all farm products. 
These letters, received under the signature of Mr. Dorsey, were so written 
that they bore suspicious earmarks, and we summoned Mr. Dorsey to appear 
before the commission and to testify as to who wrote those letters. The 
records of our office will show that Mr. Dorsey testified that most of those 
letters were written or prepared by Mr. R. D. Bowen, of Paris, Tex., a man 
who spends a great deal of his time In the city of New Orleans and at other 
points In the State of Louisiana. A few days ago Mr. Bowen was compelled 
to give his testimony before the commission of Texas, and when Interrogated 
as to whether or not he wrote the letters which the commission had reoelTed 
under the signature of Mr. Dorsey, did not deny nor controvert the testimony 
of Mr. Dorsey, but admitted that he had assisted and had aided In the prepara- 
tion of most of those letters. When Mr. Bowen was confronted with the 
vouchers from the Gulf, Colorado & Santa Fe Railroad, showing that he had 
received the sum of over $1,500 during the thirtieth legislature for senirea ren- 
dered that railroad In behalf of Its merger bill and against the 2-cent passenger 
bill, he admitted to having received the money, but claimed that none of the 
money went to him directly, but was paid to him for the purpose of reimburs- 
ing him for what he had paid out to others. These are the men, Mr. Chairman, 
who are here opposing the measure which seeks to protect the life and integrity 
of the Texas State Railroad Commission. 

Now to the merits, Mr. Chairman, of the measure that is before you for con- 
sideration. The d!stinguishe<l gentlemen from Louisiana would have this 
committee believe that the only question that is involved in this controversy 
is whether or not the city of Shreveport, I^n.. should have fair and just rates. 
They are correct in saying that the necessity of the Sheppard measure grew 
out of the decision of the United States Supreme Court In the Shreveport rate 
case. They are not correct, however, when they claim that the Sheppard 
bill would nullify the benefits which the city of Shreveport has won under 
the decision of the Supreme Court of the Unite<l States. They are clouding 
the issue. Mr. Chairman. We say unhesitatingly that every rate discrimina- 
tion against the city of Shreveport should be removed. Not for a moment 
would we contend that the city of Shreveport or any other city In this ITnlon 
should be discriminated against. 

We want no wall erected around the State of Texas, because we d^^sire com- 
merce to flow freely between Texas and our sister States. Right here, Mr. 
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<!unimanded the railroads to remove any discrimination that might exist against 
the city of Shreveport. The trouble arose when the CJommerce Court rendered 
its decision. 

The Commerce Court treated the case as if the Interstate Commerce Com- 
mission had found the interstate rates to be reasonable, and attributed to the 
Interstate Commerce Commission such finding of fact which to this good hour 
it has never found. The opinion of the Commerce Court was based upon that 
assumption and but for that assumption the Commerce Court could never have 
rendered the opinion which it did. 

The railroads appealed the case to the Supreme Court of the United States, 
where it was argued on October 28, 1913, and on June 8, 1914, the Supreme 
Court of the United States sustained the decision of the Commerce Court In an 
opinion written by Mr. Justice Hughes, Mr. Justice Lurton and Mr. Justice 
Pitney dissenting. The Supreme Court of the United States fell into the same 
error as the Commerce Court. Assuming that the Interstate Commerce Com- 
mission had found the interstate rate from Shreveport to certain Texas points 
to be reasonable nites, the United States Supreme Court held that the railroads 
would not be compelled to reduce those rates, but told the carriers that they 
could remove the discrimination against the city of Shreveport by raising the 
Texas State rates to the level of the interstate rates. 

It might be presumptions, Mr. Chairman, for one so young In the practice 
of the law as I to charge the United States Supreme Court with such an error. 
I win therefore not leave my statement unsupported, but will prove It by the 
words of the able assistant attorney general of Louisiana, who sits so grace- 
fully before us. 

I hold in my hand a copy of the proceedings of the National Association of 
Railway Commissioners, which met in this city November 17-20, 1914. The 
Williams resolution was under discussion by the association, and the assistant 
attorney general of Louisiana, Mr. Barrow, was making an argument In oppo- 
sition to the resolution, when Commissioner Atkinson, of Missouri, interrogated 
Mr. Barrow as follows (I read from page 212) : 

" Mr. Atkinson of Missouri. I should like to ask the learned attorney general 
of the State of Louisiana whetJier the Interstate Commerce Commission found, 
as a fact, that the interstate rates were reasonable and Just and could not be 
reduced In the Shreveport case? I have heard it stated that they did not pass 
on that question, and yet that seems to be the very crucial point which the 
Supreme Court assumed to have beer, passed upon in the decision, in the opin- 
ion written by Mr. Justice Hughes. 

*• Mr. Bakbow of Louisiana. The order of the Interstate Commerce Commis- 
sion has never found any rates to be reasonable and just except the class rates 
which they have prescribed as to three railroads only, and that was really a test 
case. It is a question of authority with the Interstate Commerce Commission. 
It has never been presented in this form before, and as you know the whole 
country was interested and agitated over the case, and the question was 
whether the commission in any event had the authority to remove that dis- 
crimination by causing the rates to be advanced or reduced. 

*• Mr. Atkinson of Missouri. If the Interstate Commerce Commission did not 
determine that the Interstate rates from Shreveport Into Texas were reasonable 
and Just and could not be reduce<l, how could the Supreme Court or the Inter- 
state Commerce Commission strike down the State rate, when the State com- 
mission was not made a party to the suit, and the court clearly holds, in the 
Minnesota case, that it had no Jurisdiction to make State rates. 

"Mr. Baurow of Louisiana. My answer to that is that the commission has 
not yet stricken down the State rates. They may do so under the decision of 
the Supreme Court, but whether they will do so or not is a question which of 
course we can not anticipate." 

The railroads in Texas affected by the decision of the United States Supreme 
Court in the Shreveport case issued new tariffs applying on purely State traffic 
moving toward Shreveport. Those tariffs bore no I. C. C. number, but stated 
upon their face that they had been issued in accordance with the decision of 
the United States Supreme Court in the Shreveport case. Is it not strange, 
Mr. Chairman, that those tariffs bore no I. C. C. number, but simply stated 
that they had boon issue<l in ac(*ordance with the decision of the United States 
Supreme Court? 

Following the decision of the United States Supreme Court In the Shreve- 
port case, the railroad commission of Louisiana filed a supplemental petition 
before the Interstate Commerce Commission on June 18, 1914, asking that the 
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original order of the Interstate Commerce Commission which affected only 
three railroads, viz, the Texas & Pacific, the Houston, Bast & West Texas, and 
the Slireveport Railroad, be enlarged so as to cover the entire State of Texas 
and be made to embrace every railroad in Texas. Such an order, if it had 
been granted, gentlemen, would absolutely wipe out the entire system of State 
rates on purely State traffic as promulgated by the Texas commission, provided 
the courts upheld the order. 

Mr. Walteb. Not in the supplemental plea. 

Mr. Matfield. Tes, sir ; in the supplemental plea. 

Mr. Walter. In what case? 

Mr. Mayfield. In the case which I am discussing, the Shreveport case, and 
on June 23, 1914, the Interstate Commerce Commission entered an order requir- 
ing all the carriers to show cause why such supplemental petition as filed by 
you should not be granted. In your petition you alleged that the other rail- 
roads in Texas, than the three above mentioned, would not establish the same 
scale of rates which the Texas & Pacific, the Houston, East & West Texas, snd 
the Sherveport Railroad had promulgated under the decision of the United 
States Supreme Court except upon a supplemental order, and I can not under- 
stand why you would question your own petition. I refer you, Mr. Walter, to 
the second decision of the Interstate Commerce Commission in the Shreveiwrt 
case, page 474, which decision was written by Commissioner Hall. Further 
hearing was had by the Interstate Commerce Commission upon this supple- 
mental petition in the city of Shreveport on October 27, 1914. At this heariug 
the cities of Dallas, Fort Worth, and Texarkana filed petitions of intervention, 
but these petitions were denied upon the ground that they sought to enlarge the 
real issues in the supplemental proceedings. Presently we shall see. gentle- 
men, if the '' real issues " were in fact enlarged and who did the enlarging. 
When the supplemental petition was heard at Shreveport, October 27, 1914. tlie 
** parties " to the case submitted nothing, as Commissioner Hall says in his 
opinion on page 476, " except a * tentative agreement ' between the parties, npcm 
which to go further and fix reasonable maximum rates, both class and com- 
modity, effective over all the lines of all these defendants throughout the great 
State of Texas." 

Who were the parties to the case? The " parties " to the case, Mr. Chairman, 
were the city of Shreveport, the Louisiana State Commission, ami the Texas 
railroads. 

What was tills " tentative agreement " to which Commissioner Hall referred 
In his decision? Why, it was nothing more nor less than an "agreement" 
between the city of Shreveport, the Louisiana State CommlSvSion, and the Texas 
railroads to divide the great State of Texas into two separate and tlistlnct 
States for rate-making purposes. The Interstate Commerce rommlsaion 
adopted this " tentative agreement " when it said in its decision on June 17, 
1915, " We shall confine our further order to the territory between ShreveiJort 
on the east, and a line drawn through Gainesville, Fort Wortli, and Waco via 
the Brazos River to the Gulf of Mexico on the west. We shall refer to that 
part of Texas on the east of this line as eastern Texas." So anxious were 
some of the railroads, Mr. Chairman, to become a party to this "tentative 
agreement " that they entered their appearance and waived notice, one of them 
being the San Antonio & Aransas Pass Railway, which fell west of the line, but 
would have been " in it " had the " tentative agreement " been to embrace «ll 
Texas instead of taking only half of it. 

Let us not forget, Mr. Cliairman, that in their supplemenUil petition in tlie 
Shreveport case these gentlemen who sit here In opposition to the Shreveport 
measure petitioned the Interstate Commerce Commission to prescribe rates for 
the entire State of Texas, and now we find them " backing up " on that propo- 
sition and filing a *' tentative agreement " in which they say they, would U 
satisfied to take only half of our State. 

I can* imagine the " parties " to this " tenUitive agreement " getting togetlier 
in a room in one of the hotels in the city of Shreveport and discussing how they 
\v\n carve up the State of Texas. They place a map of Texas upon a table 
and all gather around, as so many boys "at a birthday party, each eager to gei 
a nice slice of the " melon " which was soon to be cut. Of course, Mr, Waltef 
wanted to swallow the entire melon at once, as verlfle<l by his supplemeatol 
petition filed before the Interstate Commerce Commission on June 18, 19H 
but wiser counsel prevailed. I can imagine that the general attorney who repre- 
sented the railroads around that table, and who is one of the greatest lawvert 
in the entire country, arose from his chair and said, " Gentlemen, let ns go i 
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little slow in this matter; let us not be too greedy. Texas Is a pretty big State, 
Mr. Walter, about as large as the New England and Middle Atlantic States 
put together, and if we swallow the entire State of Texas at once, we might 
become nauseated and lose what we swallow. So let us bite it just half in 
two." And that is exactly what they attempted to do. 

Beginning at Gainesville up in the extreme northern part of Texas, they drew 
a line down through Fort Worth, Waco, thence via the Brazos River to the 
Gulf of Mexico, and said to the Interstate Commerce Ck)mmission, " this is our 
* tentative agreement ,' and we will be satisfied if you will prescribe rates for 
all that part of the State of Texas lying east of that line." As above stated, 
the Interstate Commerce Commission adopted the " tentative agreement," and 
basing its second decision in the Shreveport case upon that agreement, under- 
took to prescribe rates on purely confessedly State traffic in all of that territory 
lying east of the imaginary line Just described. 

One-half of the State in population, and far more in traffic, most of its large 
cities and centers of trade and its greatest and largest ports, were included in 
that territory designated as " eastern Texas." The Interstate Commerce Com- 
mission then said, '* Limited to this territory we shall now deal with the relief 
sought," and then without further ceremony issued its order prescribing the 
class rates, minimum weights classifications, rules and regulations on purely 
State traffic in the State of Texas east of that imaginary line, taking away 
entirely the right of the State of Texas to prescribe rates in that territory. 
Bear in mind, gentlemen, that the prime object of the Interstate Commerce 
Commission was to cure a case of discrimination against the city of Shreveport, 
but oh, what a tangled web of discrimination it wove, when it undertook to 
prescribe rates for purely State traffic moving wholly within the State of Texas. 
Thousands of illustrations could be given, but one will suffice. Amarillo. Tex., 
is west of that line drawn through Gainesville, Fort Worth, and Waco, thence 
via the Brazos River to the Gtilf of Mexico, and therefore was not affected by 
the supplemental order in the Shreveport case. The rate therefore from Galves- 
ton to Amarillo would be the rate prescribed by the Railroad Commission of 
Texas, which on first class would be 87 cents over a distance of 668.6 miles; 
while the first-class rate from Galveston to Fort Worth, a distance of only 332.6 
miles, under the tariff constructed by tlie Interstate Commerce Commission 
would be 98 cents, and Amarillo could then ship back to Beaumont, on an 80- 
cent rate for first class, while Fort Worth, 336 miles nearer to Beaumont 
than Amarillo, would be compelled to pay a rate of 98 cents on first class. 

So it seems that the Interstate Commerce Commission itself " enlarged " the 
real issues in the suplemental proceedings which it said that the petitions of 
Intervention of Dallas, Fort Worth, and Texarkana would enlarge, and for this 
reason were denied. So while the supplemental order of the Interstate Com- 
merce Commission might have cured the alleged discrimination against Shreve- 
port, it produced a thousand cases of discrimination more complicated than the 
one it sought to remedy. 

Mr. Basrow. Would you mind stating in the record whether anybody, party 
In the Shereveport rate case, was left out of that agreement 

Mr. Matfield. I was not present myself and I can not answer that question 
definitely. 

Mr. Wajlteb. Your associate, Mr. Williams, was there? 

Mr. Matfield. Certainly he was, and so was the chairman of our commission, 
Allison Mayfield, but they were not "parties" to the "tentative agreement" 
and took no part whatever In your conference around the table where you de- 
cided to swallow only half of our State, and then if that went well to later call 
for the other half. 

The fact that the Texas commission has been wise enough to steer clear of 
this entire controversy seems to have worried you, Mr. Walter, no little. Cer- 
tainly you would have been delighted for the Texas commission to have laid its 
head upon the block and then you let go the ax that would have cut its head 
off. But far be it from the Texas commission to walk into such a trap. 

The Texas commission, Mr. Chairman, has been criticized by certain interests 
for not having intervened in the Shreveport case. Why should we have Inter- 
vened — the reasonableness of our rates had not been challenged and our 
Jurisdiction over State rates had never been questioned. But granting for the 
Rake of argument that the reasonableness of the Texas rates had been chal- 
lenged, the Texas commission would not have undertaken to have established 
their reasonableness because by law they are prima facie reasonable and the 
burden of overcoming that presumption Is upon the party attacking those rates. 
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Mr. Babbow. But everybody who was a party to the case was in that con- 
ference. 

Mr. Byabs. All except Fort Worth and Dallas. 

Mr. Matfield. Yes ; that is true. You made an effort, Mr. Byars, and so did 
Mr. Maxwell, representing the city of Dallas, to file a plea of intervention, but 
you were not permitted to do so by the Interstate Commerce Commission, on the 
ground " that the issues in the case would be enlarged." 

The home of our Junior Senator, Mr. Sheppard, is at Texarkana, Tex,, which 
is in the extreme northeastern part of our State, and I doubt if Senator Shep- 
pard realized that eastern Texas extended as far north as Gainesville, as far 
west as Fort Worth, and as far south as the Gulf of Mexico, until he read the 
supplemental order of the Interstate Conunerce Commission in the Shreveport 
case. 

On September 14, 1915, at the request of Mr. Haines, of Galveston, Tex., and 
Mr. McCormack, of Fort Worth, Tex., the Interstate Commerce Commission sus- 
pended its supplemental order until January 13, 1916. Following the suspension 
of the tariffs and the extension of the supplemental order, the Railroad Com- 
mission of the State of Louisiana, realizing that where the supplemental order 
had cured the case of discrimination against the city of Shreveport, it had 
created a thousand new cases of discrimination, filed with the Interstate Goni- 
merce Commission a new and further complaint, wherein it was asked that the 
same rate structure as was prescribed in the supplemental order be extended so 
as to cover the entire State of Texas. This petition was docketed and heard by 
Commissioner Hall at Houston, Tex., December 15, 1915, at wlilch time hearing 
was had into the entire Shreveport rate situation. Thus, Mr. Chairman, do we 
find these distinguished gentlemen forsaking their "tentative agreement" and 
again asking the Interstate Commerce Commission to prescribe rates for the 
entire State of Texas. I can imagine another " round table " conference, Mr. 
Chairman, at which gathered the great rate lawyer, Mr. Walter, of Chicago, the 
expert rate clerk, Mr. Atkins, of Shreveport, and the learned counsel of the 
railroads. Can we not hear one of these distinguished gentlemen say, ''We 
made a mistake when we adopted that 'tentative agreement* — It will never 
stand up, it will never run the gantlet of the courts, because our original 
complaint before the Interstate Commerce Commission was based on the ground 
of a discrimination against the city of Shreveport, and while this 'tentative 
agreement * cures the case of discrimination against the city of Shreveport. it 
has incubated cases of discrimination by the thousand In the State of Texas. 
There is only two things that we can do. We must either back entirely off from 
this case, or we must ask the Interstate Commerce Commission to prescribe 
rates for the entire State of Texas." Mr. Chairman, they chose to follow the 
latter course and that is the very reason why the passage of the Sheppard bill 
becomes an imperative necessity and the tariffs promulgated by State commis- 
sions can not be struck down until declared unreasonable by a court having the 
proper Jurisdiction. 

Mr. Barrow. That was a new complaint. 

Mr. Mayfield. That makes no difference, Mr. Barrow. If it were a new com- 
plaint, it was only another phase of the Shreveport case. The new petition 
which you filed asked the Interstate Commerce Commission to wipe out the 
imaginary line which the " tentative agreement " drew through Gainesville, Fort 
Worth, Waco, thence via the Brazos River to the Gulf of Mexico, and to pre- 
scribe rates for the entire State of Texas, and you introduced at Houston some 
testimony to show that Shreveport had received a shipment of wool from some 
little town away over close to Mexico. 

Mr, Walter. Do you mean that was all of the testimony that was offered? 

Mr. Mayfield. No. sir. I think that you offerwl testimony to show that n 
few crates of cabbage were shipped from Brownsville, Tex., to Shreveport, 
and some testimony was offered with reference to peanut shipments. 

Mr. Chairman, I have briefly reviewed the history of the Shreveport rate 
case, so that this committee could fully understand the necessity of the Shep- 
pard bill. The original complaint filed in tbe Shreveport case was based solely 
on tlie ground of discrimination In rates agaln.<«t that ctty, but as the case 
progressed, the issues enlarged at each different stage of the proceedings, until 
these gentlemen, who sit here in opposition to the Sheppard bill, filed their 
last petition in which they petitioned the Interstate Commerce Commis^on 
to strike down the entire system of the rates of the State of Texas. As 1 
heard this distinguished assistant attorney general of the State of Lotilalana 
plead before Commissioner Hall at Houston, Tex., last December and ttek 
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that the entire system of our State rates, as made by the Texas commission 
be struck down, and the Interstate Commerce Commission prescribe rates for 
the whole State of Texas, I wondered what Louisiana's gifted son, Judah P. 
Benjamin, Attorney General of Jefferson Davis's Cabinet and later counsel 
of the Queen of England, would say could his voice but speak from the silent 
tomb. This distinguished gentleman will not deny that he made such a plea. 

Mr. Babbow. Yes; I deny it. You point it out in the record. 

Mr. Mayfield. Go read your last petition. I suppose that it was prepared 
by Mr. Walter, and although It carried your name and title I must conclude 
that you have never read It, or you would not now deny your plea. 

Mr. Babbow. We are asking for an equalization of rates from Shreyeport 
to Texas points. 

Mr. Mayfield. Yes ; that Is true, Mr. Barrow ; you are asking for an equaliza- 
tion of rates from Shreveport to Texas points ; but how, sir, do you propose to 
secure that equalization? You propose to secure what you are pleased to call 
an " equalization of rates " by asking the Interstate Commerce Commission to 
strike down and to destroy the entire system of State rates on purely State 
tariffs as promulgated by the Texas commission. 

Mr. Babbow. I made no such statement, nor have I ever plead such a state- 
ment. 

Mr. Mayfield. I will leave It to any of these gentlemen who are familiar 
with the record of this case, if I am not correct 

Mr. Byabs. Yes, sir; you are correct. 

Mr. MoBGAN. The pleadings are there and there is no doubt but that you 
have stated them correctly. 

Mr. Mayfield. The last petition, Mr. Chairman, filed by these gentlemen in 
the Shreveport case, speaks for itself, and I tell you that the petition which 
was filed by these gentlemen, who are here opposing the Sheppard bill, asked 
the Interstate Commerce Commission to prescribe rates for the entire State 
of Texas, and it ill becomes the learned assistant attorney general of the State 
of Louisiana to deny or disown his own petition. 

It Is this last petition, Mr. Chairman, filed by these distinguished gentlemen 
in the Shreveport rate case that makes the passage of the Sheppard bill an im- 
perative necessity, because in that petition these gentlemen are asking that 
State regulation of business be done away with. And, gentlemen, when we 
brush away the cobwebs in this controversy we know that the real issue 
is whether or not we are going to stand for the abolition of State railroad com- 
missions. There is no use to shy away from this question. We had Just as 
well meet It right now as a little later on. For my part. Mr. Chairman, I am 
afraid to say to you that I stand for the preservation of the rights of the State 
to regulate purely State traffic. These gentlemen who oppose the Sheppard 
measure are here asking that State regulation of business be done away with, 
while we are here to defend the wisdom of State regulation of business. 

Why should we abolish State regulation of business, Mr. Chairman? Has 
not almost every great reform in this country originated with the States? 
Did not many of the States of the Union abolish slavery before it was finally 
abolished in the Nation? Did not many of the States of the Nation enact 
eifective pure-food laws long before the Nation passed any pure-food legisla- 
tion? Did not a number of the Middle Western States In the early seventies 
undertake rate regulation long before the Interstate Commerce Commission was 
created? Go read the history of progressive legislation in this country and you 
will find. Mr. Chairman, that nearly every great reform has originated with 
the States. In 1895 Texas, under the stock and bond law, given to us by that 
great commoner. Gov. Hogg, valued her railroads, and 20 years after Texas 
had blazed the way we find the Federal Government directing the Interstate 
Commerce Commission to place a valuation upon the railroad properties In the 
United States. After having worked upon the proposition since 1913, expending 
several millions of dollars, the Interstate Commerce Commission had not yet 
finished Its valuation of the Texas Midland Railroad, a short-line road down 
in Texas, about 150 miles long. 

There is a good reason, Mr. Chairman, why reforms have originated with the 
States. It is because it is much easier to create sentiment in favor of a propo- 
sition among a few than it Is among the many. A few citizens in a State 
who agree upon a certain proposition can get together and in a short time 
create sentiment in favor of their proposition sufl^clent to carry it to a suc- 
cess in that State, while It would take years of effort to obtain national con- 
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slderatioh ot the same proposition. The States, Mr. Ghairman, constitute what 
might be called experimental stations for the Nation. For instance, If your 
State, Nevada, experiments with the passage of a certain- law, and it is a suc- 
cess, Ck)lorado will take it np and pass it, Oklahoma will do likewise, and so 
will other States until finally the Nation adopts it. Now, Mr. Chairman, since 
history proves that most of the great reforms have originated with the States, 
I ask, would it be the act of wise men to do away with that which we have 
gained from experience and which constitutes our principal source of 'advance- 
ment along reform lines? 

Had not the different States of the Union experimented with the great 
reform measures which have come to us in the last generation and found them 
to be good, do we not know that a great clumsy Nation like ours woultl be 
years in adopting these reforms? 

I call your attention, Mr. Chairman, to the magnificent record of the States 
when forced into the courts to defend their decisions. Mr. Clifford Thorne 
says " the Interstate Commerce Commission has been reserved by the courts 
on railroad questions as often as all the State commissions put together,*' and 
then it must be remembered that the State commissions have been blazing tlie 
way. 

While it is true that State commissioners have made many mistakes, yet 
the fact that they were the pioneers in railroad regulation must not be for- 
gotten, and whenever a State commission has made a mistake the railroads 
have always found an open door to the Federal courts, and as long as that 
situation remains the railroads have nothing to fear ; but if they can escape 
State regulation they have much to be thankful for. So, Mr. Chairman, I am 
not surprised to meet the attorney for the railroads here in opposition to the 
Sheppard bill, because the Sheppard bill seeks to protect the integrity of our 
State commissions. 

It is contended by some, Mr. Chairman, that State and interstate traffic Is 
so closely interwoven that it is dlfiicult to make a division between earnings 
and operating expenses and values. That is true, Mr. Chairman, and it is one 
of the very difficult questions yet to be correctly solved; but suppose we 
abolished State lines altogether and did away with State regulation of our 
railroads, we would not be relieved of that difficulty. We would still be con- 
fronted with the short haul, and there would still have to be made the division 
between operating expenses and earnings and values. Therefore, it would 
make no difference whether the Interstate Commerce Commission or a State 
commission had control over a shoi*t haul ; the short haul would still remain a 
complex problem. 

The State commissions, Mr. Chairman, understand the demands of local 
conditions much better than the Interstate Commerce Commission, and It will 
be a sad day for the shippers and the producers and the consumers of the 
different States of the Union when they are required to bring their eomplaiuta 
against the railroads to Washington to be submitted to the Interstate Com- 
merce Commission. Never a day passes, Mr. Chairman, but that the Railroad 
Commission of Texas receives telephone calls and letters by the score asking 
for adjustment of rates to meet changing conditions, complaints about demur- 
rage, bad service, shortage of cars, overcharges, applications for new depots, 
etc. Instant attention is given to these matters, and I am glad to say that our 
commission is fully equipped to handle expeditiously all such matters. Would 
it be wise, Mr. Chairman, to do away witli our State cnnmiission and for«*e 
our people to come to this city, 1,600 miles away, for relief? 

Not one of us, ^Ir. ('huirnian, is here to couteiul that a State rate sliould 
interfere with interstate commerce. Texas desires, above all things, free 
intercourse of commerce between all the States. Whenever there is a conflict 
between a State rate and an interstate rate, the Slieppard bill says that the 
rate which is the reasonable rate should stand and the unreasonable rate 
should yield. Can anything be fairer? Let the Supreme Court determine in 
case of a discrimination which rate Is reasonal)le, and then let the reasonable 
rate stand. The Sheppard bill provides for nothing more nor less. Its terms 
are short and easily understood. It simply provides that a State rate can not 
be struck down until it has been declared unreasonable by a court having the 
proper jurisdiction. It is true " the Supreme Court has no power of deter- 
mining th«* rea^ionableness of rates already established." but W4)uld It not l»e 
better, gentlemen of the committee, to amend the Constitution In that re- 
spect than to devitalize onr dual system f»f <T()v*n*nnient by a virtual amendiatMir 
in another manner? 
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Tbe last petition in the Shreveport case, signeit by this assistant attorney 
freneral of Louisiana, calls upon the Interstate Commerce Commission to pre- 
scribe rates for the entire State of Texas, which would do away with State 
regulation altogether. This is a proposition wholly distinct and apart fron^ 
determining whether or not a State rate discriminates against an interr-tcte 
rate. It strikes at the very foundation of our form of government. It is the 
same proposition, though couched in different language, as the plank in the 
Republican platform recently adopted at Chicago, which boldly declares for 
absolute abolition of State railroad commissions. It is the siren song of the 
•• new nationalism " to which we have listened during the last few years until 
we have almost been lulled to sleep In the thought that State lines should be 
completely wiped out and that the States should surrender to the Federal 
Government their right to regulate and control even their domestic affairs. I 
protest against such a change In our governmental policy and assert my faitb 
In the fundamental principles which underlie the fabric of our Republic and 
upon which it has grown to be the most powerful and influential power Id 
the world. Truly has it been said, ** that one of the greatest movements Id 
butuan history was the American Revolution." The loss of life and treasure 
in that struggle pales Into inslgnlflcance compared with the world's great 
wars, "but the effect of the Revolution upon the political life of the world," 
says a great historian, " !s without a parallel, because its chief result was the 
birth of our Republic and the creation of the first successful federal govern- 
ment In history." Mr. Ellis, in his history of the United States, speaking of 
the Philatlelphia convention, which gave to us our dual system of government, 
very graphically describes its powers when he says, " It created without his- 
toric precedent a dual form of government. It combined national strength with 
individual liberty In such a remarkable degree as to attract the worUVs ad- 
miration. Never before in the history of man had a government struck so 
fine a balance between liberty and union, between State rights and National 
sovereignty. The world had labored for ages to solve this gi-eatest of all gov- 
ernmental problems, but It has labored In vain. Greece In her mad clamor for 
liberty had forgotten the need of strength that union brings and her Govern- 
ment crumbled and perl.shed. Rome made the opposite mistake and fostered 
nationality for Its strength until It became a tyrant and strangleil the child 
* Liberty * to death. It was left for our own revolutionary fathers to join la 
perpetual wedlock these opposing tendencies as to secure the benefits of both." 

The Republican Idea of government, Mr. Chairman, was not new and there- 
fore did not differentiate our Government from other governments. There had 
been Republics before ours was created. It was not the idea of a great empire, 
because history i*e<'or(ls that there had been greater, but it was as the his- 
torian Ellis says, " The joining In perpetual wedlock of national strength with 
individual liberty and State rights with national sovereignty." It w^as as a 
great student says, "The creation of a government, large and strong enough 
to assert Its independence among the world powers, to compel respect from 
others, and obedience and order at home, and at the same time provide real 
tangible lo<*al self-government to the various individual sovereigns making up 
that nation." Such, Mr. Chairman, are the fundamental principles underlying 
our form of government, which enable the American Republic to expand to the 
western ocean within a century and to encircle the globe with its beneficent 
influence. 

Now, in the very acme of Its prosperity, when other nations of the earth are 
following In its footsteps, when the world Is on fire and the oppressed millions 
of other lands are looking to the federative principles here established ns an 
asylum against the evils of misrule in their own country, the Republican Party 
proposes to destroy " the chief feature of the American plan of government," 
and a Democratic Assistant Attorney General from the Southern State of Ix)u- 
islana sits here ready to pull down the chief cornerstone of our governmental 
structure. I plead for the passage of the Sheppard bill. Mr. Chairman, because 
it seeks to preserve our dual form of Government. I plead for the Sheppard 
bill, Mr. Chairman, because It does not destroy any of the rights of our National 
Government, but does go far toward preserving the rights of the States to 
regulate purely confessedly State commerce. 

How the distinguished Assistant attorney general from Louisiana can oppose 
the Sheppard bill is beyond my comprehension, and I want to tell you, Mr. Bar- 
row, that you are sowing to the wind and you will reap the whirlwind. This 
thing will prove a boomerang to you some day, and you will wish that you had 
never heard of the Shreveport case. The future historian will record the fact 
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that It was a Southern Stale that made the first attempt to destroy the rights 
of the States to regulate purely State commerce, and that Southern State was 
Louisiana. 

The Interstate Commerce Commission hn.s under consideration this very 
moment the petition of the Railroad Commission of Louisiana, which, if granted 
and upheld by the courts of the country, would absolutely destroy the right of 
any State in the Union to regulate even purely State commerce. What the 
final outcome will be we do not know. But one thing, Mr. Chairman, we do 
know is that John H. Reagan, as a United States Senator from Texas, probably 
had more to do with the creation of the Interstate Commerce Commission than 
any other Member of the United States Senate; and so Jealous was Senator 
Reagan to safeguard the rights of the States to regulate purely State commerce 
that he wrote into the very first section of the act creating the Interstate Com- 
merce Commission this provision: '^Provided, however. That the provisions of 
this act shall not apply to the transportation of passengers or property wholly 
within one State." We know also, Mr. Chairman, that John H. Reagan, as a 
Senator from Texas, would never for a moment have favored the creation of the 
Interstate Commerce Commission had he ever dreamed that 30 years later it 
would be contended that that commission could nullify the rates prescribed by a 
State commission on confessedly State traffic. 

Let us not deceive ourselves in the thought that the Sheppard bill is intendetl 
to affect only a local condition in Texas. The dictum in the Shreveport case 
endangers the rights of all the States and the ultimate destiny of every State in 
the Union is embraced in the Sheppard bill or a similar measure. The question 
before you, gentlemen, therefore assumes a magnitude and Importance far above 
welfare of any one State. 

Let us not forget that the Federal Government owes its creation to the States. 
The Federal Government might cease to exist and yet the States continue to 
exist as before. But not so, Mr. Chairman, with the Federal Government In 
case of the destruction or annihilation of the States. With the extinction of the 
States the Federal Government necessarily becomes also extinct. The States 
may survive the Federal Government and form another, but it can never survive 
them. What may be called a union may spring from the common ruins, but It 
would not be the Union of the Constitution. By whatever name it might be 
called, whether Union, Nation, or Kingdom, it would In reality be nothing but 
that deformed and hideous monster which rises from the decomposed elements 
of dead States and which is known by the friends of constitutional liberty as the 
demon of centralism, absolutism, and despotism. 

I^t us preserve our dual form of Government, guaranteed under the Constitu- 
tion of the fathers, which Gladstone said " was the greatest work ever struck 
off at one time by the mind and purpose of man." Is it not better, Mr. Chair- 
man, to " bear those ills we have than lly to others that we know not of"? 

Mr. Mayfield. I should like to have the following paper included in the 
record. 

The Chairman. Without objection, it will be included. 

(The paper referred to is here printed in full as follows:) 

" No. 3918. 

"J. J. Meredith, Shelby TAYrx)R, and Henry B. Schreiber, Constituting the 
Railroad Commission of Louisiana, 

"V. 

" St. Louis Southwestern Railway Company et al, 
" Submitted January 16, 1912. Decided March 11. 1912. 

" The rates from Shreveport, La., to points in eastern Texas are higher than 
are maintained from Dallas, Houston, and other cities within Texas to such 
points under substantially similar circumstances and conditions. This com- 
plaint attacks the rates from Shreveport as unreasonable and as discriminatory 
when compared with Texas Intrastate rates of the same carriers. Held: 

" 1. That the present class rates out of Shreveport to certain points In Texas 
on the Texas & Pacific Railway and on the Houston. East & West Texas Rail- 
way are unreasonable, and reasonable rates are prescrlbe<i for the future, 

"2. That the present relation of rates gives an undue preference to theTexns 
cities In question and effects an unlawful discrimination against Shreveport, 
and the carriers r>r(lcrod to tease and donist from charging higher rates uiwn any 
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commodity from Sbreveport to Dallas or Houston or points intermediate thereto 
tlian are contemporaneously charged by them for the carriage of buch com- 
modity to equidistant points from Houston or Dallas toward Shreveport. 

" 8. That if a State by the exercise of its lawful power establishes rates which 
the interstate carrier makes effective upon State traffic, that carrier does so 
with the full l^nowledge that the Federal Government requires it to apply such 
rates under like conditions upon interstate traffic. To say that an interstate 
carrier may discriminate against interstate commerce because of the order of a 
State commission would be to admit that a Sta^e may limit and pre^.cribe the 
flow of commerce between the States. 

'* 4. That section 3 of the act, forbidding undue discrimination in favor of 
or against any person or locality, applies not only as to two interstate hauls 
but also as to two hauls, one of which Is interstate and the other intrastate, 
and the fact that the carrier's rates in the latter case are established by a State 
commission does not relieve the carrier of the paramount duty, which rests 
upon it irrespective of its obligation to the State, to so adjust its rates that, 
as to interstate traffic, justice will be done between communities regardless of 
State lines. The effective exercise of its power aiTecting interstate commerce 
makes necessary the assertion of the supreme authority of the National Gov- 
ernment, and Congress has appropriately exercised this power in the provisions 
of the act touching discrimination. 

*• 5. That the provision in section 1 that the act shall not apply to commerce 
wholly within a State was intended as a recognition of the fact that Congress 
was not assuming to regulate transportation entirely within the borders of a 
State and does not by the broadest construction justify the inference that an 
interstate carrier may pursue a policy of rate making within a State that 
would affect unlawfully commerce among the States and thus violate the express 
prohibition of the act against discrimination affecting interstate commerce. 

" 6. That the policy of denying to Shreveiwrt similar privileges in the concen- 
tration of cotton as are accorded to Texas cities is also discriminatory, and the 
carriers will be ordered to make applicable at Shreveport whatever lawful prac- 
tices obtained in this connection at Texas points on defendant's lines under like 
condition." 

Statement of Mb. Hamlin Palmer, Amartllo, Tex. 

Senator Siieppard. Mr. Palmer, you may state your name fnul business con- 
nections to the committee. 

Mr. Palmer. I am a traffic man, employed by the board of city development 
at Amarillo. That board of city development is composed of 15 men, appointed 
by the city commission. Those 15 men are the heads of the various committees ; 
one of them is the traffic committee, another the agricultural committee, another 
the publicity, and so on. Those heads of committees have other citizens ap- 
t>ointed as members of their committees, so that we use a great many business 
men in the town in the work of the board. 

I represent that body of men, and have been sent here to Washington for 
the purpose of urging the passage of this bill. I represent the business men in 
Amarillo, the financial men of Amarillo, and the agricultural interests in the 
surrounding country, because I know their sentiments along that line. 

We look upon the Railroad Commission of Texas as the greatest force in the 
country for the development of the country, and we want to see its powers 
preserved. 

There are a great many things that I had in mind to say in regard to rate 
making and the forces that were at war in that matter, but that has been en- 
tirely covered. 

The purpose for which I have been sent here to-day is to present to you 
the opinions and desires in the matter of this hearing of an organized body of 
hasiness men duly authorized to represent the commercial and industrial in- 
terests of the city of Amarillo, Tex. (population 18,000), and by reason of 
universal opinion qualified to speak for the entire citizenship of the Great 
Panhandle and Plains Country of Texas, comprising an area of 40,000 square 
miles, with a population of more than 200,000. 

Natural conditions more than State lines have determined the name and the 
peculiar conditions which have distinguished this territory. Made kno>vn first 
to the world as the desert of the "Great Staked Plains," later famous as the 
location of the greatest cattle ranges of the world, it has now become recognized 
as the most favorable stock farming region in the Southwest, immigration is 
fast converting its vast expanse Into one great farm, and its commercial Im- 
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portance has grown magically Into giant form in one night. These are the 
conditions that give us warrant for joining in the voice of our great State In 
protest against encroachment and in asking for protection of those institutions 
which have made us great and prosperous. 

We are not concerned in this instance with the efficacy of any political prin- 
ciple, but in the methods of conducting one of the great branches of the business 
of the country which has directly to do with the success of practially every 
other branch of business. Transportation in the great arteries of commerce 
between the States regulated by the interstate-commerce act is amply provided 
for in its control by the Interstate Commerce Commission; but in the remote 
extremities of trade, where the great pulsating central force has long since 
expired, local vital forces control the final circulation, maintaining the health 
and strength of the ultimate units of business which constitute the commer- 
cial and industrial entity of the Nation. In the regulation of these remote 
forces are to be found the natural reasons for the establishment of the gan^ 
glionic centers constituted in the State railroad and corporation commissions, 
and through them there is returned to the great central control a constant 
renewal of the constitutional vitality that animates the whole. 

The Texas Railroad Commission was in existence as an active and efficient 
body long before the Interstate Commerce Commission had developed its pres- 
ent adequacy of control and regulation. It had corrected hundreds of dis- 
criminations and abuses in the transportation methods of the carriers and had 
eliminated them from practice within the State for years while these same 
practices were going on in interstate traffic, although now removed. It was 
formulating many methods in the regulation of transportation and practices 
in procedure which have since been adopted in interstate regulation. It fought 
out all the original battles with the corporations and established many prece- 
dents which have gained universal recogpltion. In the beginning, shortly after 
its establishment, its constitutionality was attaclsed by the railroads, but In 
the end it was recognized by a decision of the Supreme Court as a constitu- 
tional entity lawfully established and with lawful powers; and it is for the 
preservation of this lawfully constituted body and its lawful powers that we 
are now asking your favorable consideration. 

During the life of the Railroad Commission of Texas the State has grown 
in population from about 2,000,000 to over 4,000,000, and in all its vast expanse 
of 265,900 square ^iles its development in all lines of industry and commerce 
has largely and continuously advanced, spreading out from its centers to the 
remotest corners of its territories. In this development the commission has 
been one of the most important factors, and because this development is but 
just begun the preservation of the functions of the commission is of paramount 
interest. The commission is a controlling and regulating body accessible to 
individuals and communities, where conflicting interests may be reconciled ami 
local needs receive attention, and such an inmiediute accessible regtilatlng body 
only can grant or impose the conditions under which any locality, community, 
section, territory, or other unit of the commercial life of the country may 
proceed uniformly, equitably, justly, and speedily to the accomplishment of its 
manifest destiny of prosperity. The history of the Railroad Commission of 
Texas has exemplified this completely. It has protected the people from the 
exactions and encroachments of corporations and placed them in position to 
retain for themselves a just share of the fruits of their industry, and while 
the railroads still hold over us the recourse to injunction and the processes of 
the courts, they can yet be made to admit that the offices of the ccunmlsslon 
have in a great measure saved them from themselves in the abolition of niinou? 
competition and from usages and practices that were a drain upon them and 
put their business on a permanent and profitable basis. If they should cluiiu 
that the actions of the railroad commission have always been hostile to the 
railroads, there is ample testimony to the fact that (he commission has uni- 
versally recognized the theories evolved by the lines themselves In the in- 
struction of freight rates and the practices In the handling of traffic established 
by the carriers, and within the last year they have been granted substantial 
increases in almost all schedules of rates, with practically unanimous consent 
of the people. 

If the determination of rates of freight rested upon n theory based upon so 
/nuch rer ton per mile, this function of a State commission might !)e<'onie of 
little local importance and rate making niighl be relegated solely to the carriers 
under a general statute, and there would be little use for either State commi»- 
slons or an interstate commission; but the numerous elemental considerations 
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which have been recognized by both State and interstate commissions and by 
the statutes should cause any legislative body to consider long and carefully the 
PFacticabllity of placing this function in the hands of one central body simply 
on the plea of uniformity and with only the remotest possibility of such result 
being obtained. The tendency of the operations of the Interstate Ck)mmerce 
CJommission and of the decisions of the Supreme Court in this direction has 
been the occasion of this bill which you are considering, and, as we understand 
it, its object is to make plain and specific the general understanding of the 
people as to the functions of the Interstate Commerce Commission. It is for 
you to decide whether the manifest desire of the people as to the jurisdiction of 
the Interstate Gonunerce Commission shall be continued or whether it shall go 
the way of many other salutary measures to execution by mere inference or 
interpretation. 

We favor this bill because we believe in the preservation of the powers and 
functions of our Railroad Commission, which has built up our country wisely, 
and therefore permanently, and has imparted health and stability to our trans- 
portation and commercial interests, with due and Just regard for every corpora- 
tion, individual, and community, and because more than any other force it has 
contributed to the development of our State and Its resources. 

In presenting this statement to you I do so as the authorized representative 
of the board of city development, which organization is empowered to speak 
for all the varied business interests of the city of Amarlllo, and in this Instance 
is the mouthpiece of the commercial, financial, agricultural, and Industrial 
Interests of the entire Panhandle district of the State of Texas, and this Is their 
prayer and petition. 

Mr. Shaughnesst. Mr. Chairman, I ask that the testimony of Mr. 
William M. Gardiner, president of the Keno Commercial Club, given 
before the Newlands committee at San Francisco last November, be 
introduced and made a part of the record at this p^int. This will 
conclude the testimony which I have to offer at this time. In clos- 
ing, I desire to refer to the testimony which was taken by the New- 
lands committee on this long-and-short haul question at San Fran- 
cisco and Washington last fall, and I wish especially to refer the 
members of this committee to the exceedingly comprehensive and 
illuminating cross-examination of Mr. Seth Mann, of San Francisco, 
by different members of the Newlands committee. 

STATEMENT OF WILLIAM M. GASDINEK. 

Mr. Gardineb. I appreciate the courtesy the committee has af- 
forded me in granting me this opportunity to appear before it and 
express my views. 

I represent, primarily, the Reno Conunercial Club, of which I am 
vice president, and, by special request, the Merchants' Association 
of Lovelock, and I also think I may take it upon myself to say 
I represent the State of Nevada generally, because I believe there is 
a unified public opinion throughout the entire State on the subject 
which I am about to present and the views I am going to mention on 
tlie subject. 

The Railroad Commission of Nevada has been making the fight of 
the people of Nevada, and the railroad commission will be here 
later and will present this matter in an entirely different manner 
and with a great deal more knowledge of the subject and more 
ability than I can command, but it was thought desirable that there 
should be at least one representative of the common people of Ne- 
vada. The only distinction which I can claim, if any, is that I am 
a Nevadan by adoption — ^I am afraid my California friends when 
they know I am a Californian by birth will think I am a renegade 
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before listening to me very long — ^I am a Nevadan by adoption and 
a Democrat by inheritance, and, later on, a Democrat by conviction. 

When I went to Nevada eight years ago, I found in progress thete 
the fight of the people of Nevada for better railroad rates — ^f or rail- 
road rates which were not discriminatory. I found that that fight 
had been in existence for years and that same fight is going on now. 
What I am saying to you gentlemen and am going to say is simply 
one gun in that fight, and if that gun does make a great deal of noise, 
remember that the nnal battle is on now, and that this is only the 
first gun in a battle, and the first gun in a battle does not count for 
much. The fight is on, and we are just beginning to fight. I may 
say, we have just begun to fight. 

The railroad people started out, so far as I can see, in the deter- 
mination of railroad rates in Nevada, by charging all that the traffic 
would bear. I have been unable in my study — and I am sure that 
the railroad commission will bear me out in saying in their studies, 
and say that they also have been imable — to mid any other logical 
basis. It is true that there is an excuse — ^not a reason — that has been 
given by the railroads and that excuse is, water competition, that the 
towns on the seaboard, by reason of having communication with the 
East by water, are entitled to lower and less remunerative rates to 
the railroads than are the intermediate points, I might say, than the 
intermountain country. 

In the old days, the intermediate rate was made of the terminal 
rate to the coalb — that is, on shipments from the coast — made on the 
terminal rate to the coast plus the local back to tlie intermediate 
point, and there arose that famous back-haul charge which has been 
the subject of more controversy in connection with railroad rate mak- 
ing than anything else that I know anything about, and I want to 
say now, in my opinion, that back-haul charge is arbitrary, vicious, 
unprincipled, and indefensible, -and I think an investigation of it 
will bear that out. It is true that that back-haul charge, as such, has 
been to some extent eliminated, and it is true that in a great many 
particulars the rate now in Nevada is somewhat less than the coast 
trade plus the back haul back, but still it is high enough to prevent 
our doing legitimate business. 

Some time ago in Nevada there was a conversation between a rail- 
road man and a Nevadan and the Nevada man was talking about 
these discriminatory rates from which we suffer, and the railroad 
man began to talk about water competition. It was not long before 
he was driven into a corner on that, as the railroads have been 
driven in a corner wherever they have urged that, and even before 
the Interstate Commerce Commission, and then the railroad man 
went on to tell how the railroad was a bridge from the Atlantic to 
the Pacific; it was built for the purpose of connecting the Atlantic 
and the Pacific, and that the Pacific was entitled to a better proposi- 
tion than the intermediate points along that bridge, and again the 
Nevada man drove him into a corner and finally the railroad man 
said: " What are you going to do about it? " And that, gentlemen, 
has been the position and defense of the railroad companies right 
along to the discriminatory rates which are charged Nevada. In 
addition to these discriminatory rates on shipments from the east 
into this intermountain country, there is also a discriminatory rnle 
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on shipments from these terminal points eastward into our country. 
The rates from these terminal pomts are so little in exqess of the 
rates which are charged for shipments out of Beno, for instance, or 
out of Spokane, for instance, or some of these other cities, that it 
makes i't practically impossible for any business to be done in a dis- 
tributing way by any of these intermountain towns. I am going to 
give just one instance, taken at random, which is borne out by practi- 
cally all the different commodities, subject to railroad transportation. 
Take one concrete illustration — snails. 

The rate on nails from Pittsburgh to San Francisco, with an 80,000- 
pound minimum, is 75 cents, and the rate on nails from Pittsburgh 
to Reno, on the same minimum, is $1 — 33^ per cent higher than the 
rate to San Francisco. The rate to Keno on nails, with a 40,000- 
pound minimum — and that is more like the minimum which jobbers 
in that community, if there were any jobbers, would be likely to 
need — with a 40,000-pound minimum the rate is $1.17. 

Mr. Sims. Where is that last rate from? 

Mr. Gardiner. From Pittsburgh to Reno, with a 4:0,000-pound 
minimum. I forget what the rate from Pittsburgh to San Francisco 
on a 40,000-pound minimum is, but San Francisco can well take the 
80,000-i>ound minimum. The rate on the 80,000-pound minimimi 
from Pittsburgh to San Francisco is 75 cents. 

That is fair enough, but the rate from San Francisco to Winne- 
mucca or Elko on less-than-carload lots of nails is 77 cents; the rate 
from San Francisco to Reno is 69: the rate from Reno to Winne- 
mucca is 56 cents, and from Reno to Elko is 69 cents. Without bear- 
ing those in mind and simply taking the results, San Francisco on 
that kind of basis can put nails in Winnemucca at 4 cents less than 
Reno can and into Elko at 17 cents less. You understand that Win- 
nemucca and Elko are points on the Southern Pacific Railroad east of 
Reno. If San Francisco buys in 80,000-pound lots and we in 40,000- 
pound lots, then San Francisco can put goods into Winnemucca 21 
cents better than we can, and into Elko at 34 cents better. 

Look at the geography of the situation a moment. San Francisco 
is 244 miles from Reno. On the western haul, coming from Reno, 
there is a summit of 2,600 feet to climb. On the eastern trip going to 
Reno there is a summit of 7,000 feet to climb. Going from Reno to 
Elko there is only a summit of 589 feet to climb. Notwithstanding 
that, the haul from San Francisco to Elko, going over that 7.000- foot 
summit, is only 8 cents more than the rate charged from Reno to 
Elko. The rate from San Francisco to Reno, as I said, is 59 cents. 
Figured any way a person can figure it, T do not see anything except 
indefensible discrinnnation. If the haul from San Francisco to 
Elko is broken at Reno — that is. if a Reno man orders goods from 
San Francisco and ships to Elko — ^the rate that must be paid is $1.28 
on that broken haul from San Francisco to Elko. If the shipment is 
made from San Francisco direct to Elko it is 77 cents, (xentlemen, 
if the rate from Rt*no to Elko is fair, why, then, on the shipments 
from San Francisro to Elko is San Francisco charged only 8 cents 
for the haul fron) San Francisco to Reno with the 7,000-foot summit 
to cross? That is a haul nearly as far as the haul from Reno to 
Elko and with a climb twelve times higher than the climb from Reno 
to Elko. Gentlemen, what is the rea^^on for that? What is the rea- 
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son for those rates? , Do they spell anything except discrimination? 
In my opinion there is just one answer to that — one answer to these 
rates — and that is that they are intentionally discriminatory for the 
purpose of favoring the coast jobbers and for the purpose ox making 
it impossible for any point in Nevada to do any kind of a jobbing 
business. 

It would not be so bad, gentlemen, if the transcontinental rate from 
the East to Keno were higher than the rate to San Francisco, but 
they are not sjitisfied with that. They make then a rate from San 
Francisco to our natural territory, the effect of which is lower than 
the rates from Beno out. 

If we take the transcontinental rates, or the rate San Francisco 
is given, we can not do business. If they charged San Francisco on 
rates into our territory any reasonable sum, anything to give us a 
fair chance, then the situation would not be so bad, but, gentlemen, 
they take us and grind us between the upper and nether millstone, 
and they make it impossible for us to do business, and that is the 
complaint we have now. The seaboard rate and eastward rate are 
combined simply for the purpose of discrimination and for the pur- 
pose of making it practically impossible to do business. 

I have been talking about Reno. Reno, gentlemen^ I speak of be- 
cause I know more about it. The same situation exists all through 
the State of Nevada and exists through the indulgence of the Inter- 
state Commerce Commission which has not, up to the present time, 
seen fit to put effective relief rates into operation. 

While 1 am talking for Reno, I do not mean you, gentlemen, to 
gather for a minute that I want these rates so rectified that Reno 
alone, in Nevada, will become a jobbing center; that Reno alone will 
have to pay these lower rates. What I believe is that that whole 
scheme of a higher charge for a short haul than for a long haul is 
wrong, and if the rates are rectified and if it makes it possible for 
Elko, Winnemucca, Ely, and Tonopah, and other towns all to become 
jobbing centers and work in competition with Reno, it is all right. 
We are not, in Reno, taking any dog-in-the-manger position. Our 
position is that commercial club is that we are working, not for the 
upbuilding of Reno, but for the upbuilding of the State of Nevada. 
We will get our part when Nevada is built up, but we do not hold 
any dog-in-the-manger attitude. We do not ask that the rates be 
so adjusted that some certain communities will be given the oppor- 
tunity to do all the jobbing business through the entire territory. 
That is not our position. It will be the position of some people who 
will talk to you later on. 

Mr. S1M8. I want to ask if I got your rate right^ — ^the rate from 
Pittsburgh to San Francisco 

Mr. Gardiiser. I will answer that question, sir, but I want to say 
that you will find that illustration completely worked out in this 
little booklet, of which I have some copies here. Probably that 
would be the best answer I could give. Would you like to have me 
answer your question now, notwithstanding? 

Mr. Sims. No; this will be satisfactory. 

Mr. Gardiner. I want to pause to make some explanations. In 
speaking of these coast cities — and naturally I mean San Francisco 
more than anything else when I speak of these rates — ^I do not want 
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to be unjust nor unfair to San Francisco. I fought the fire with 
these San Franciscans and fought all the way through it. I was 
here at that time. I like San Francisco; I rejoice in the way San 
Prancisco has risen from the ashes, but, gentlemen, I do not believe 
that the attitude of the commercial bodies and big jobbers of San 
Francisco in asking that those discriminator}' rates against the inter- 
niountain communities be maintained is the big western attitude or 
the true attitude of San Francisco and the people. I believe that the 
people of San Francisco are bigger and better and fairer minded than 
to ask that they be so favored as to be given the entire Pacific coast 
business. That is what you are going to be asked by the commercial 
bodies. They ask that we be discriminated against so that we can 
not do any business, in order that they may ship into our territory. 

Some one may say that it is unfair to disturb conditions which 
have been built up by reason of these discriminatory rates and that 
8an Francisco has invested large capital in the jobbing business, 
And that they have their ramifications all through this intermoun- 
tain coimtry, and that if the rates are changed they will not be 
able to do business in the same fashion; that the capital can not 
l>e utilized in the same way, and because these conditions have ex- 
isted for years and years and years they ought not to be changed. 

Gentlemen, that is the old line of least resistance. "Leave well 
enough alone, gentlemen; do not disturb things; we have been 
gettmg along for years and years, and then some more; we have 
had no trouble; you are busy with the war. Let this go. You are 
busy with big things and do not bother vourself with little things 
like this. Let us alone." That is the talk you will hear; but, gen- 
tlemen, I want to say one thing. It is never too late to right a 
Avrong; it is never too late to see that justice is done, and any busi- 
ness which has been built up, any capital which has been accumulated 
for the purpose of discrimination or of utilizing discrimination for 
the purpose of doing injustice, is not entitled to any consideration 
at all. The trusts made the same kind of an argument as that. 
They said, " We have been getting along all right ; we are develop- 
ing the country ; we are distributing the goods ; leave us alone." But 
the antitrust law was passed ; and why ? Because the utilization of 
large capital in that particular fashion was held to be inimical to the 
public good; and I sjiy that the utilization of the capital of these 
])eople, utilized by reason of these discriminatory rates, preventing 
the intermountain country from doing business, is all wrong, and 
that no consideration should be shown to capital which is exercised 
and used in that particular sort of fashion. 

We control trusts because we consider that they are vicious and 
undemocratic. Is it not vicious and undemocratic, gentlemen, to 
give certain particular towns a monopoly of the jobbing business, 
and to do it through railroad rates continued in force by the Inter- 
state Commerce Commission, even though it has been shown time 
and time again that they are iniquitous and unjust? What we have, 
when we come to a final analysis, throughout this western country, is 
a jobbing trust which is maintained by permission of the Interstate 
Commerce Commission; and we say, gentlemen, that it is time for 
Congress to dissolve this jobbing trust. 

Gentlemen, I also want to explain that I am not against the rail- 
roads. No one, I think, can appreciate any more strongly than I 
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can the truth of the statements which Senator Newlands has been 
making from time to time in public that railroad companies at the 

S resent time deserve consideration. The raihx)ad companies do 
eserve consideration. Whatever we have in the West we owe to the 
railroad companies, and now, when the transportation facilities are 
short and the demands upon them by reason of the war are very 
great indeed, and when they are clamoring for more cars and loco- 
motives and need more rolling stock the sympathy of the people 
ought to be with them; and my sympathy is with the railroad com- 
panies, gentlemen, and I say to you, right now, that if it should 
be necessary in order to help us win this war — ^if it should be neces- 
sary in order to equip the railroad companies with new tracks and 
new rolling stock and whatever else they need — if it should be 
necessary to double the transcontinental rates, the intermountain 
country, as far as I know, would cheerfully pay those double rates, 
provided all discrimination is taken away. It is the discrimination 
that we are talking about and fighting. 

If we are called on to pay double rates and San Francisco pays 
double rates, and the rest of the terminal towns pay double rates, 
we will pay them and will not complain, but we do complain about 
paying greater rates than the terminal rates, when the haul is so 
much easier and where the principle underlying them will not bear 
analysis. We do object to San Francisco being given a lower rate 
into Nevada, which is an infinitely greater haultnan the haul from 
Keno into the various Nevada points. We are not antirailroad. 
We are in sympathy with them. A great many of the railroad people 
are my friends, and I want them to continue to be my friends. 
I am not talking against the railroads, but I do say, and I say it 
now, and without going into details I say it, that the people of 
Nevada are prepared to use every club against the railroads which 
they can avail thenisehes of until these discriminatory rates are by 
ana after the discriminatory rates are by We will cooperate with the 
railroads in every particular to build up all the country, but we do 
say that neither the railroads nor the coast cities have any right by 
i^eason of discriminatory rates to keep the people of that inter- 
mountain country. 

We have about a third to 25 per cent of the area of the whole 
United States and everybody knows that that area has been kept 
back in its growth, in its population, in its commercial growth, and 
everybody who wants to analyze it down will find it has been kept 
back by reason of a discriminatory intention to keep it back, par- 
ticipated in by the railroads and their friends at these terminals. 

I want further to explain, gentlemen, as you liave probably gath- 
ered, that our only fight is an ironclad long-and-short-haul bill. 

When it was up before in Congress, there was some doubt ex- 
pressed as to whetner or not it was constiutional, and because there 
was some doubt expressed then there was an amendment inter- 
jected into the bill by which the Interstate Conunerce Commission 
was given permission, in special cases, after a hearing, to allow h 
greater charge by the railroad companies, and that is the bill which 
was finally passed. We have had no relief whatever from it. We 
are willing to take our chances on the constitutionality of an iron- 
clad long-and-short-haul clause. We have appealed to the Interstate 
Commerce Conmiission long enough and now appeal to Congress for 
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something definite and something final which will forever destroy 
that situation. 

Xow, gentlemen, the only excuse we have ever heard oflFered by 
the railroad companies for charging more for a short haul than for 
a long haul — an excuse and not a reason — ^has been tidewater com- 
petition. 

An element which properly enters into consideration, but has 
never been made public, is that the railroads consider it is their 
inalienable right to charge all the traffic will bear. I believe that 
has a ^eat deal to do with it, but that is kept sub rosa — ^nothin^ said 
about it. The real reason which is given is tidewater competition. 
Gentlemen, water competition against the railroads on shipments 
from the Atlantic to the Pacific has always been negligible. The 
Interstate Commerce Commission has repeatedly been forced to 
find that it was engligible, and in one case found it did not exist at 
all, and in one case the railroad companies were even forced to 
admit that never, at any time, have the water rates been taken into 
consideration by the railroad companies in fixing their transcon- 
tinental rates. 

Therefore, we have a practically negligible proposition, and when 
we come right down to it, we find that these rates are merely the 
granting of a special privilege to a certain special class. The days 
of special privilege, gentleraena, have passed, and if not entirely 
passed, are rapidly drawing to their close, and we belive that when 
this long-and-short-haul bill has finally been put through in its 
absohite form, that the days of special pri\aleges will be closed 
entirely. 

Xow, again, about this water competition. At the time when the 
back-haul situation was at its halcyon days, I* am informed — and 
what I am about to say I know not of my own knowledge, but it has 
been told me bv a former secretary of the Santa Rosa Chamber of 
Commerce, ancf it is substantially true; I may be in error on some 
figures — but at the time that back haul was in its halcyon days, at 
the time they were claiming the right to charge the back haul on 
account of water competition, gentlemen, there were 167 cities and 
towns, I am informed, in the State of California, all of which were 
enjoying terminal rates, but not more than a dozen of them were on 
deep water, by special favor of some kind of the Southern Pacific, 
which had granted tliose 167 cities terminal rates when there was no 
water competition at all in competition with them. 

Santa Rosa was not one of those cities granted terminal rates and 
it protested, claiming San Francisco was discriminated in favor of 
and against them, and appealed to the Interstate Commerce Com- 
mission and the Interstate Commerce Commission found there was 
discrimination and the Interstate Commerce Commission said to the 
railway company, " You must not discriminate against Santa Rosa. 
Either you must give Santa Rosa terminal rates or take the terminal 
rates away from all the cities not on deep water." Naturally, the 
railroad company took the terminal rates from all the cities not on 
deep water, and they must all pay now somewhat higher rates. But 
the point of it was when they were taxing Nevada that back haul, 
there were 167 cities in California in the same situation getting ter- 
minal rates. Does not that situation prove that from the beginning 
of affairs transcontinental rates were sufficiently remunerative to the 
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Southern Pacific Co.. but by some kind of a blind between the South- 
ern Pacific Co. and the jobbers of this part of the country those rates 
into Nevada and other intermountain States had been kept up. It 
seems to me it can spell nothing else in that situation. If the trans- 
continental rates had been brought down by water competition, for 
what reason under the sun were the 167 other cities in the State 
of California in the same category as Reno given terminal rates? 
Does it not prove that the transcontinental rate was reasonable? 
Does it not prove that it gave the railroad companies adequate com- 
pensation ? 

Gentlemen, if water competition, the excuse oflFered by the rail- 
road companies, ever does arise; if there ever comes a time when 
water competition does exist against the railroad companies, then, 
if the principles which the railroad companies insist upon are applied 
to rate making, what will be the result ? The result will be that the 
water rates will be lower than the transcontinental rates are at the 
present time, and that the railroad companies will claim the right 
to make their terminal rates as low or lower than the water rates, 
and to raise the intermountain rates correspondingly higher, and 
as the water rates go lower they will claim the right to increase and 
again increase the intermountain rates. That is the principle of the 
thing in the last analysis — tax the intermountain country- to enable 
the railroad companies to stifle water competition. That is the re- 
sult of being allowed to charge a greater rate for the short haul than 
for the long haul ; give the coast people lower and continually lower 
rates as water competition increases and squeezes the mountaineers. 
The poor mountaineers in this situation are like the common people 
made famous in Homer Davenport's cartoons in the press when he 
was cartooning the trusts. Of course, raise railroad rates to the 
mountaineers and lower them to the coast, and if water competition 
comes along, it will be necessary to apply to the Interstate Commerce 
Commission to get the right to raise those rates, but if you will read 
the dealings of the Interstate Commerce Commission with these 
railroads, you will see that the railroads will not have much trouble 
in getting the right to make further discriminatory rates, if water 
competition exists, because the Interstate Commerce Commission 
has taken up, in a very serious fashion, this question of wat<*r com- 
petition, and discussed it from one side to another, but if they come 
out and find the facts they will find water competition has never 
been anything at all that was taken into consideration in the fixing 
of rates. 

But, is water competition a fair element to take into consideration, 
even if it should exist, as far as the intermountain rates are con- 
cerned? Why was the canal built? Was the canal built to work a 
hardship upon the people of the intermountain country ? Was it built 
to work a hardship upon any people in this country? I say most em- 
phatically, no. The Government must have built that canal, because, 
aside from war purposes, it believed that there were certain commodi- 
ties which could be hauled more properly from the Atlantic coast 
to the Pacific coast by water than rail ; because it knew that the rail- 
roads were congested, and because it knew they had more than tJiey 
could take care of. and they knew that if certain commodities were to 
be allowed to be shipped by water the people of the Nation could |rt*t 
these commodities at a less rate, and that it would undoubtedh" dls- 
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lurb the railroad companies. Now, whenever that canal is in shape, 
and whenever the shipping is in shape so that it can be utilized to 
go through the canal, are the railroads to be allowed to decrease 
their continental rates so as to stifle and shut off water competition? 
If that is the case, then for heaven's sake, gentlemen, why was the 
canal built ? It was built to give lower rates, and if the railroads 
are to be allowed to give lower rates in competition with it and shut 
off the water competition and charge us in the intermountain coun- 
try more to make up for that, what kind of business is the Govern- 
ment in ? It has taken our money in the intermountain country as 
well as other money to build the canal, and the whole effect is going 
to be, ultimately, to increase our taxes by reason of increased charges 
in freight, if the principle laid down by the Interstate Commerce 
Conmiission is something that is to be allowed to continue to exist. 

Gentlemen, if you think I have misquoted the Interstate Commerce 
Commission, then read the opinion of the Interstate Commerce Com- 
mission rendered on June 30, on these intermountain questions, and 
ask yourself, is the Interstate Commerce Commission ^oin^ to be per- 
mitted to frustrate the purpose of the Government m building this 
canal ? 

Mr. Sims. What case is that you refer to? 

Mr. Gardiner. That is the intermountain cases. 

Mr. Sims. The decision was rendered June 30, of this year? 

Mr. Gardiner. Yes, sir; I have it here. It is the opinion on the re- 
opening of the fourth section, application 205. etc., on transconti- 
nental rates. It is the opinion of June 30. 

Mr. Gardiner. I am going to have something more to say about 
this Interstate Commerce Commission in a few minutes, but this 
thought occurs to me: What I am going to try to bring out is that 
the Interstate Commerce Commission has entirely abused its powers. 
The Commerce Court some time ago abused its power, and Congress 
was appealed to and the Commerce Court ceased to exist. 

A close analysis of the attitude of the Interstate Commerce Com- 
mission will show you, gentlemen, that it has abused its powers, and 
we ask that its powers, so far as the long and short clause is con- 
cerned, be made to cease to exist by reason of a proper amendment 
to the interstate-commerce act, the fourth section, taking away all 
iliscretion in such matters from the Interstate Commerce Commission. 

I want to read one thing here. I want to show to what extent the 
defenders of this discrimination have been driven in trying to get 
these rates continued in existence. On page 252 of this opinion, 
which I have quoted to you, the Interstate Commerce Commission 
repeats an argument which is made probably by the coast jobbers. 
It says : 

It is ur^^etl thnt tli«' shipbuilding industry on tlie Pau-ifio coast is in large part 
new. Its iprent (lovelo])iuent witliin the last year is due to extraordinary con- 
ditions, as the result of which merchant ships command a price from three to 
five times as great as could have been secured for similar ships two or three 
years ago. It is urged that this industry at this time Is not able to stand 
Tuaterial increases in these iron and steel rates. Other Industries of smaller 
innstutude but of importance and value showed how their interests in some 
instances wouhl be jeopanlized by any substantial increases in these coast rates. 

Our position before the commission was that nobody should be 
charged any more than the terminal rates on the coast, and the posi- 
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tion was that if it was necessary to raise the Pacific coast rates in 
order to equalize, that is perfectly proper, but Nevada does not want 
to pay any more than the terminal rates, and in opposition to that 
these coast jobbers say here: "If we have to pay any more, we are 
going to be hurt;" They are perfectly willing to feather their own 
nests on this discriminatory rate making and perfectly willing to do 
an injustice to the people of Nevada, but they say: "For Heaven's 
sake do not hurt us. You have hurt Nevada, Utah, Arizona, New 
Mexico, eastern Washington, and all the intermountain country all 
these years and given us an advantage in this discrimination and 
have been doing everything you could to keep back these inter- 
mountain communities, to throttle their prosperity and diminish 
their population; you have been doing all that you could in that 
direction, but for lleaven's sake do not make us pay any more. Hurt 
them and continue to hurt them all you want to, but leave us alone 
on the coast. We have gotten fat on our rates; do not bring about 
any diminution of our prosperity." That is the kind of argument 
you find urged against equal rates. You do not find anything logi- 
cal or anything persuasive, but vou simply find, " Do not disturb 
us ; leave us alone ; let conditions be as they are at the present time," 

Now, when this opinion was delivered — it was never put into ef- 
fect — ^we thought we had something coming our way. We thought 
we had approximately the relief we were entitled to, because the com- 
mission had ruled that there was no real reason why the inter- 
mountain country should be charged any more than coast terminals, 
and had ordered the railroad companies to file schedules leveling 
their rates. If they wanted to lower the Nevada rate to correspond 
to the San Francisco rate, it was all right, and if they had to raise 
the San Francisco rate to make it sufficiently remunerative, and 
low^er the Nevada rate, it was all right, but the rates had to be 
leveled, and the railroads came to the Interstate Commerce Commis- 
sion and said, "You have overlooked something; Congress recently 
passed a law saying we could not raise rates without a hearing by 
your conmiission and investigation of each particular commodity 
upon which it is proposed to raise the rates. 

Have I stated that correctly? 

Mr. Bartike. It does not state particular commodities. The law 
is general, but it says that no rates shall be raised. without the ap- 
proval of the commission. 

Mr. Gardiner. Without an investigation. 

Mr. Bartine. It does not say " without an investigation." It sav> 
the Interstate Commerce Commission may do it without an investi- 
gation. 

Mr. Gardiner. Anywaj", the ruling of the Interstate Commerce 
Commission was : " It is very true you will have to come before ns 
and file new schedules, and we will have to go into this matter very 
thoroughly, and in the meanwhile our whole opinion and order of 
June 30 will be suspended." Gentlemen, if the Interstate Commerce 
Commission had said to the railroads, " You have been discriminating 
against the people of Nevada for years and years and years; you 
have been charging them excessive rates ; your own rates to the coast 
were remunerative, and we have found that out; level your prices 
bjr charging Nevada the terminal rates and no higher tlian the ter- 
minal rates, and then take time to compile your new schedules," yoii 
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would have found the railroads running like a band of wild coyotes 
to get their schedules on file with the commission and having them 
api3roved. What was done? Nothing at all. The order was sus- 
])ended, and we do not know for how long it will be suspended. Why 
was there not a ruling which would level the rates by making the 
Xevada rates the same as the terminal rates, when this matter was 
brought to their attention, and then permit the railroads to file sched- 
ules to take care of that? The Interstate Commerce Commission 
could Siiy, " We can take care of you, but we are going to stop once 
for all this iniquitous practice of charging exorbitant rates to the 
people of the intermountain country. Did they do that? No. They 
said, "We will give the railroads all the time they want, continuing 
the old iniquitous rates in effect at the same time."' 

Xow, gentlemen, in 1910 — let me go back a little further than that. 
I do not know when the fight for a change in these rates started be- 
fore the Interstate Commerce Commission, but I imagine that it was 
about 10 years ago. Ten years have gone by and we have not yet 
received from the Interstate Commerce Commission the relief which 
we are entitled to. In 1910, Congress passed this amended fourth 
section of the interstate-commerce act, and it provides, "That it 
shall be unlawful for any common carrier subject to the provisions 
of this act to charge or receive any greater compensation in the ag- 
gregate for the transportation of passengers, or of like kind of prop- 
erty, for a shorter than for a longer distance over the same line or 
route in the same direction, the shorter being included within the 
longer distance, or to charge any greater compensation as a through 
route than the aggregate of the intermediate rates subject to the pro- 
visions of this act ; but this shall not be construed as authorizing any 
common carrier within the terms of this act to charge or receive as 
great compensation for a shorter as for a longer distance.-' 

Xow, here is an amendment, a proviso — 

Provided, however. That upon application to the Interstate CVmimerce Com- 
misslcm such common carrier may in special cases, after investigation, be 
nuthnrizefl by the commission to charjre less for longer than for shorter dis- 
tances for the transportation of pns^engers or property ; and the commission 
may from time to time prescribe the extent to which such designated common 
c*an-Ier may be relieved from the oiHM-ation of this section : Provided, further. 
That no rates or charges lawfully existing at the time of the passage of this 
amendatory act shall be required to be changed by reason of the provisions of 
this section prior to the expiration of six months after the passage of this act, 
nor in any case where application shall have been filed before the commission, 
in ac<*ordance with the provisions of this section, until a determination of such 
application by the commission. 

Xow, gentlemen. Congress does not indulge in useless, senseless 
legislation. I suppose that when CongiTss passes a remedial statute 
it intends it to afford some remedy within some reasonable time. 
That amendment was passed in 1910, and the people of Xevada, to 
this day, have had no relief under it and have had no relief by reason 
of the tactics of the Interstate Commerce Commission. Xow, gen- 
tlemen, it was not contemplated in the proviso that in exceptional 
rases there shall be no greater charge for a short haul than a longer, 
but it even says that they can not charge any greater compensation as 
a through route rate than the aggregate of the intermediate rates, 
subject to the provisions of this act. 

G0ri53— 18 43 
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I told you a while ago that the aggregate of the rates from San 
Francisco to Reno, and from Keno to Elco amounted to $1.18, 1 think 
it was, and that the rate from San Francisco to Elco was 77 cents, 
and that has been in operation all this time. That same condition 
has been in operation to all points in the intermountain country on 
the eastward haul. There have been westward hauls, where, not- 
withstanding the statute, the railroads have charged more to the 
intermediate points than to the coast points. 

The Vice Uhairman. You say there has been no rearrangement 
of the T'ates in this section of the country since the passage of the 
act in 1910? 

Mr. Gardiner. Yes, sir ; a slight lowering of the rates under a de- 
cision which took place in 1914. 

The Vice Chairman. I think, in the southeastern division, in re- 
lation to the South Atlantic States there has been such a rearrange- 
ment, and, in a great manv cases, satisfactorilv. Is not that true, 
Mr. Thom? 

Mr. Thom. Yes, sir; and I understand, further, that Judge Bar- 
tine has filed a report showing that millions of dollars have been 
saved in this western country. 

The Vice Chairman. I ran for Congress in 1896 on this very propo- 
sition, because we had been outrag^, but subsequently, I think, 
satisfaction has been given in a great many cases in our country. 

Mr. Gardiner. If that state of affairs has been perfected in your 
country, I wish to shake hands with you and congratulate yoii at 
the end of this hearing. 

The Vice Chairman. It has not been perfected; but something 
has been done in that direction. I do not want to go that far. 

Mr. Gardiner. We have been benefited, and have been able to do 
some business ; we have secured some reductions. 
Mr. Bartinb. That was before the act? 

Mr. Gardiner. We have been benefited by some reductions which 
have been given us. Those reductions were given us by the opinion 
filed by Commissioner Lane when he was on the Interstate Commerce 
Commission, and that helped some; but I do say that this long-and- 
short-haul amendment — the amended fourth section — has never been 
to this day put in operation by the Interstate Commerce Commi-^^sion. 
The Vice Chairman. In order that I inay not be misunderstood, 
I want to amend my statement by saying, in justice to the railroad^, 
with their customary thrift, that they did not lose anything in the 
aggregate in these revisions in my country; that while the slighted 
towns have had their rates reduced, I regret to say that the larger 
points — ^the basic points — ^liave kicked like red steers; because the 
railroads have not only recouped by making good their losses on 
them, but have redoubled their losses and in the aggregate have 
made money, 

Mr. Gardiner. There are some commercial centers in tliis country 
that will do some of that red steer kicking, and you will probably 
hear something of it before you get through with" these hearings. 

The Vice Chairman. You do not kick on railroads making the 
terminal points rates larger in order to relieve your section ? 

Mr. Gardiner. That is the point. I do not want to take a position 
that is unfair to the railroad companies. They have taken a posi- 
tion that is unfair to us for years. I have almost lost all feeling 
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of rharity for the niilroaiK but I have some of it left, and I kiu>\\\ 
ft! the present time* the railroads are deserving of consideration 
tnmi us. I know they have to have more revenue. I know thev have 
to pay more for their steel and cai*s and employees, and all of thoH' 
thinpi are going up all the time. 1 do not believe that if these 
people make an application to the Interstate Commerce Commission 
for an advance tney will be refused. I l)elieve, mvself, that the. 
Interstate Commerce Commission at the present time should l)e 
devotinir nearly all its time to a discussion of this particular ques- 
tion, when their ex|x»nses are doubling and trebling — perhaps that 
is overexaggerating it — but while they are climbing at an alarming 
|>ercentage they netnl higher rates, and higher rates should Im? given 
them. 

Mr. Sims. Ycmr contention is, as far as I have gathered it, that as 
far as the intermountain country is concerned, the Intei'state Com- 
merce (\mmiission has made the exceptions permitted under the law 
the genei-al rule instead of exceptional cases? 
Mr. (tardiner. Ye,s, sir. 

Mr. Sims. They have been applying exceptions to the whole coun- 
try and consequently the law has not been applied in letter ancl 
jijurit ? 
Mr. (tardinrr. Exactly. 

Mr. Sims. I wante<l to see if that was your contention. 
^^r. Gardinkr. Yes, sir. 

Mr. Sims. Ami for this you hold the Commission resp<msible? 
Mr. (tardiner. Yes, sir. 

Mr. Sims. In other words, it has exercistnl its discretion? 
Mr. (tardiner. Yes, sir; when the amended fourth section was 
jui^vschI the raili*oad companies went to the Commission and they said, 
HI effect, "Here- we contend that in every place where w*e have been 
charging a gi^eater rate for a short haul tnan for a long haul, that 
is an exceptional cast*: a special case.'' 

The Vi(*E Chairman. They did file applications in each special 
caM> to allow the exception in each case, and then the Commission 
4lire<'ted that they should file amended schedules showing what they 
wanteil. 

Mr. (tardiner. Yes, sir: in effect, though, the Commission made a 
blanket order, " This section of the Interstate Commerce act is hereby 
sn^jwnded in every case where a railroad company w ants it suspended 
until such time as we can investigate." 

The Vice Chairman. Hut in the meantime they were required to 
present their schedules i 

Mr. (tardiner. They were required to |)resent their schedules and 
the whole thing to Ih» taken over; but, gentlemen, that act went into 
effect in 1910 and certainly Congress intendecl that there shouhl be 
some relief, and it did not intend that in every case where the rnil- 
n)ad companies saw fit to charge more for a short haul than for a 
long haul that that was an exceptional case. But, if the coninM*--^i<)n 
construed it that way, for heaven's sake why. in seven years, have 
we not gotten to some ccmclusion on that subject i Why h:is the 
Interstate Conunerce Commission construed every case to bo nspe<iMl 
case? I do not want to be uncharitable, l)ut as a man who use< hi*^ 
brain and his thought occasionally — I may not give as much evidence 
of it in this hearing as I would like to — but I do u-e my brain and 
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my thought occasionally, and I find it impossible for me to conceive 
how any body of men could ever say that a special case consist*^ of 
every case which a railroad company wants to have considered. If 
there was some special reason it would be different, but the law was 
designed to remedy a condition which already existed. 

Congress knew \vhat the condition was that existed, and knew 
where these greater charges were made, and they wanted to remedy 
that condition, and, as a result, passed this law and then the Inter- 
state Commerce Commission virtually nullifies it in every particular 
by saying, " We will hold up the complete operation of that act until 
we have investigated every case which you claim to be a special case." 

It seems to me that that, without going into details, is a sufficient 
indictment of the Interstate Commerce Commission ; our cases pend- 
ing for 10 long years and only partial relief in all that time; this 
amended fourth section pending for 7 years and no relief within 
that time. AVliy should the burden fall on us all the while? Why, 
during all that period, ought we pay higher rates? Was not that In- 
terstate Commerce Commission made to stand between the railroad 
companies and the common people and to adjust things satisfac- 
torily and speedily for the common i)eople ? On the other hand, has 
not the Interstate Commerce Commission stood between Congress 
and the railroads and kept the operation of an act of Congress from 
applying to the railroads? 

Mr. Sims. Do you think there ought to l)e a limitation on the time 
in which the Commission should nuike its investigation, and if not 
made within that time that the discretion should cease as a matter 
of law? 

Mr. Gardiner. Senator, regarding the Interstate Commerce Com- 
mission, I have lost all faith and hope and charity. 

Mr. Sims. You mean it ought to be abolished? 

Mr. Gardiner. I mean they should be given no discretion what- 
ever. They have had seven years to enforce a law passed by Con- 
gress, and they have not enforced it. 

Mr. Sims. Is a public instrumentality of the Government worthy 
of existence which can not be trusted to use its discretion, wherein 
nothing but a specially qualified body could use it? Ought it to 
exist it it can not be trusted as a public agency ? 

Mr. Gardiner. I do not think it .should be allowed to exist as far 
as the long-and-short-haul clause is concerned. 

Mr. Sims. Does not that measure its attitude toward the entire 
railroad service? 

Mr. Gardiner. I might say yes, to a certain extent, and to a cer- 
tain extent no. Let me explain in this fashion : I do not want, Sena- 
tor, anybody to think that I, for a moment, would criticize our Presi- 
dent. Our President deserves our c(X)peration in every way, shape, 
or form, and he has mine to the utmost. If he had known and real- 
ized the condition's which existed out here, he would have acted dif- 
ferently. But he has appointed on the Interstate Commerce Com- 
mission representatives from the western coast, representatives from 
the east coast, and representatives from the middle eastern coast, 
.md there is not a soliturv representative of thi^ intermountain coun- 
tvy upon the Interstate Comn^erce Commission. It is true that there 
•»^ a man from Denver, but Denver does not find itself in the category 
oi the intermountain countrv. and therefore. Senator, when it comes 
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lo a consideration of these intermoimtain cases, we find ourselves be- 
ing judged by the eastern coast, by the western coast, by the middle 
and eastern sections, and when the hearings are over and the confer- 
ence is on, there is no one with a complete knowledge of this inter- 
mountain situation to make any plea for us and to see that right 
triumphs. 

I say take away discretion from the Interstate Commerce Com- 
mission as it i3 constituted now to grant any right under any cir- 
<-umstances to a railroad to make a greater charge for a short haul 
than for a long. I saj' that as constituted the Interstate Commerce 
Commission is not capable of doing justice to our section of the 
countr\\ But there are able men on that conunission, and there are 
a lot of other questions before them. 1 do not mean to say for a 
moment that those people are intentionally unfair and intentionally 
unjust. They have gone a long way toward helping us, it is true, 
but every time they have made a ruling in our favor there has ijeen 
a string attached to it, and when we reach forward to grasp the bene- 
fits of that ruling the string is drawn and we fall forward on our 
faces. When they were asked to reopen this case the last time if 
they had only said, '* We will put into effect the rates as they actu- 
ally exist, and we will give relief to the intermountain country and 
let you ask for higher rates," we would have had relief. But no, all 
the time it is, "Let the intermountain country continue to suffer; we 
will take care of the railroads first." 

The Chair3iax. AVhen was the decision by Mr. Lane to which you 
have referred given? 

Mr. Gardiner. I think that was in 1912. 

The Chairman. AA'as that in a matter arising under the amend- 
ment of 1910? 

Mr. Gardiner. Xo, Senator: that was instituted long before the 
amendment of 1910. 

Mr. Thom. We understand that it was under the act of 1910. 

Mr. Bartine. It does not make lyiy difference what anyone under- 
stands, it did not arise under the amended fourth section. It arose 
under the old law. Commissioner Lane's opinion went to class rates 
only. 

The Chairman. How do you account for it that no decision — 
though this amendment passed in 1910 — that there was no action 
from the commission, according to your statement, until June 30, 
1917? What was the reason of that long delay ? 

Mr. (Jardiner. There were actions and hearings, and one thing 
and another, and my purpose in t\\\» presentation is not to endeavor 
to make any analysis of reasons why the Interstate Commerce Com- 
mission did not put that into effect. I do not care what their reasons 
were — the fact remains that they did not, and my criticism of the 
Interstate Commerce Commission is that they did not put that into 
I ffect. They liave not put it into effect at the present time. They 
started to put it into effect in October of this year, under this oj^inion 
of June 30, and then, instead of putting it into effect, again they 
pulled the string and again they in effect recalled their decision; 
they suspended the operation of this and they are going to give the 
railroad companies another hearing, and I suppose our railroad com- 
mission will oe carted over the country again for another series of 
liearings like it was carted over the count ly in the hearings which 
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took place in the past years, and whether we can get any decision <Mi 
this subject within the next decade I do not know. 

The Chairman. Were proceedings promptly commenced after the 
amendment of 1910? 

Mr. Gardiner. Were proceedings promptly commenced after this 
amendment of 1910? 

The Chairman. I can not understand for my part why there 
should be such a long time elapse. 

Senator Cuaimins. Proceedings were commenced. The affiruiative 
was on the railroads. • 

Mr. Bartine. As soon as I can get to it I will give a brief resume 
of what occurred. 

Mr. Gardiner. You ask if proceedings were promptly commenced 
after the act of 1910. The burden wa3 not upon anj- of the people 
who were suffering by these discriminations to commence any pro- 
ceedings. The railroad companies immediately rushed to the Inter- 
state Commerce Commission and said, " Here', every case where we 
are charging a greater rate for the short haul than for the long 
haul, is an exception. We want 3'ou to investigate that, but in the 
niennwhile wp want you to suspend the operation of this amended 
2K*t of 1910/' and the Interstate Commerce Commission did sus- 
pend it. 

The Vice Chairman. Yet it is the right and has been the right 
of every person injured to file a petition with the Interstate C<mii- 
merce Commission and say that the amendment of 1910 was being 
violated and ask for an investigation and I'elief. 

Mr. Gardiner. That, Senator, was the effect of the proceedings 
Avhich took place right along imder the i^etition of the railroad oom- 
mission. The act was in effect all the time. 

The Vice Chairman. You ought not to wait and let the railroad 
companies run both sides of the litigation. If you had put in your 
petition at the same time and asked that the suspension be not 
allowed there might be a different result. One reason why the rail- 
roads are successful is that they are vigorous and hire the best law- 
yers in the country, and they keep fighting these things. If you 
people would only be equally vigilant and hire lawyers and get busy, 
3^ou will get by much better. 

Mr. Gardiner. That was before the Intei-state Commerce Com- 
mission — at the time it went into effect. The Interstate Commercse 
Commission realized that act was in effect and the railroad com- 
panies were fighting to have that act suspended and have all short 
hauls declared to be special cases, and the only fight which was nec- 
essary for the intermountain country to nmkc was a fight to have 
that brought out and deteiniined by the Intei*state Commerce Com- 
mission as rapidly as it could, and that fight these different parties 
of the intermountain country did make and made that as rapidly as 
they could, but the railroad companies, notwithstanding all the (lili- 
gence we have been able to exercise, have been able to Keep that de- 
cisicin off until June 30 of this year, and then after we thought we 
had it they were able to come in and say, " There is another law that 
bears on this subject that you must look into l)efore you enforce 
that order,"" and the Interstate Commerce Commission is now look- 
ing into it. 
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Mr. Si3is. How does that last act affect the decision of the Inter- 
state Commerce Commission under the former act — the act of 1910? 

Mr. (jardixer. It affects it in this particular, that the claims of the 
railroads are that there must be an investigation to determine by the 
Interstate Commerce Commission whether or not they have the right 
to raise the coast rates. 

Mr. Sims. Do they allege that it is their purpose to raise them? 
Did they file an increased schedule on these coast points? 

Mr. (lARDixER. There has been no increased schedule filed yet. 

Mr. Sims. We were all members of the Committee on Interstate 
Commerce when that legislation was passed last year, and I think I 
know something about the reason for adopting that amendment. 
There was a demand for increased i-ates, and it is provided that if 
j-ehedulos are not acted on within a certain time they become effective 
without. investigation. There was a conference provision put into 
the act by which no increases should go into effect until authorized by 
the Commission, because if they had filed them as they could have 
done, in such volume that the Commission could not possibly have 
investigated them, they would have gone into effect automatically. 
How does that prevent the result of the final investigation of the 
Commission as to whether or not a discriminatory rate existed in 
1910, and that there was no special reason why it should continue 
in effect? 

Mr. (tardiner. I do not know, but I know it was contended by the 
raih'oad companies that that was the effect and that the Interstate 
Conunerce Commission suspended its ruling on June 30, which was to 
have gone into effect on the 1st day of October. Personally, I think 
there was no necessity for it at all. 

The Vice Chairman. After six months from the enactment of that 
amendment in 1910 it was unlawful for the railroads to collect for 
a short haul more than for a long haul unless they secured an excep- 
tion in each particular case from the Interstate Commerce Commis- 
sion. The railroads maintained — it is their theory, and to some ex- 
tent it is correct — in order to change one rate you affect all the rates, 
and that you unsettle the whole situation to change a rate at one 
place. That is on the same theory as a see-saw — ^you put down one 
end of the plank and the other end rises — and I believe the railroads 
have consistently followed the see-saw idea. 

Mr. (lARDixKR. I quite agree with you that that is the position 
which has been taken by the railroads, Senator. 

Mr. Sims. The point I do not understand is why the commission 
says or considers that it is mandatory upon them to continue the con- 
dition of a special case that originated under the law of 1910. 

Mr. Gardiner. I do not know, and I can not answer that, and to 
tell the truth, I do not think there was the slightest reason why the 
Interstate Commerce Commission should have held up the effects of 
its decision of June 30. I think it could have put that into effect on 
October 1, just as it originally determined to put it into operation. 
1 say that there was no legal reason under the sun why it should not 
have been put into operation. Senator, but my contention is that the 
Interstate Conmierce Commission did suspend that when we thought 
we were going to get some relief. 

Mr. Sims. We are not all Senators, but would like to be, and I sup- 
pose you want to please us. 
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Mr. EscH. I invoke the rule, Mr. Chairman, with reference to 
cross-examination. 

Mr. Gardiner. I, unfortunately, do not enjoy the acquaintance of 
all members of this body. 

The Vice Chairman. I do not know what rule Mr. Esch wants to 
invoke, whether he wants to continue to be called Senator or prevent 
the witness from getting information from Judge Sims, 

Senator Cummins. I think he wants to have the witness continue 
without interruption. 

Mr. Gardiner. I am very glad to have anything developed which 
throws any light upon any subject at all. 

The Chairman. The rule of the committee is that the questionuig 
of witnesses will proceed after the witness has concluded. You will 
proceed now. 

Mr. Gardiner. It is immaterial to me. Any questions that are 
asked I shall be only too glad to answer them if I can, and if they 
happen to require a more intricate knowledge of the entire situa- 
tion, I will pass them along to Judge Bartine, who has been throucrli 
this from the beginning to the end and can give you more of the 
history. The main thing I want to do is to bring to you the senti- 
ment of this intermountain country and the sontiment is that for jill 
this time we have been discriminated against, the action of the 
Interstate Commerce C^ommivSsion in delaying and postponing, givinsr 
us something and taking it away again, is such that our confidence 
in getting results through the interstate Commerce Commission is 
so far shaken that we stand for a lonp-and-short-haul clause, iron- 
clad, and absolutely so, so that the railroad companies shall not ho 
able, under any circumstances, to charge more for the short haul than 
for the long. That is the burden that the people of the State (»f 
Nevada have been under for years and years and years, and that i> 
their fight. 

Let me ask you gentlemen this: If a greater charge for a short 
haul than for a long haul is defensible, why is it not something that 
will work just as well in the East as it will work in the West t Why 
is it that on shipments of grain, and fruit, and canned goods, and 
other products of the West to the Atlantic coast there is not a back- 
haul charge, or why is it that there is not an increased cost to the 
interior towns? Why is it that Cincinnati and Cleveland do nnt 
pay more than New York on shipments which are made from our 
coast back there? The whole truth of it is that this was conoeivrd 
and worked out long after the eastern situations were establishe<l. 
and the eastern rates w^ere established, and whoever designed this 
iniquitous form of rate making I do not know. I do know that it 
is in existence and that it has been in existence out here for a pro- 
tracted length of time, probably ever since the railroads starte<l 
operation out in this country. Another thing, they may conteml 
that they need to raise their rates to the coast in order to get greater 
remuneration, but here is something for vou gentlemen to hem* i" 
mind : My information is that on every shipment from the East to 
San Francisco there is a certain projKirtion of the charge divijliMl 
up among the different carriers. On every shipment from the Kn>t 
into Reno, none of the eastern roads participate in the greater 
charge to Reno. They only get their proportion of what the rales 
happen to be if the goods went through San Francisco, and the 
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western roads get the balance. It shows that these terminal rates 
are remunerative and satisfactory to the eastern roads. Let the 
western roads show why it is necessary to charge us that much more. 
AVe have been under that burden, and we have been taxed by this 
rate for years and years, and we have done our very best to get relief 
from the Interstate Commerce Commission, and we have gotten no 
relief at all, and that is the reason we appeal to you. 

Let us illustrate a case : I believe Senator Townsend lives in Jack- 
son, Mich. Now, suppose that Jackson, Mich., was charged on all 
goods which came from New York to Jackson the rate to Chicago 
and a small rate back. Suppose Chicago was paving 75 cents, and 
suppose Jackson, Mich., was charged a dollar. Suppose, also, that 
Detroit, that great automobile center, on all its steel which it gets 
from Pittsburgh, was charged the rate to Chicago and a rate back 
again. Suppose that was the condition which would confront Sen- 
ator Townsend. Suppose not only that would apply to Detroit, but 
apply to, Jackson, and suppose it applied to every town and com- 
munity all through the State of Michigan. Suppose they were taxed 
in that fashion. I am picking out a typical eastern city, distinguish- 
ing it from the western communities. This is what we have in the 
West. Suppose Senator Townsend had that same condition in the 
State of Michigan. Would he not go to the Senate with the idea 
that that was the one fight above everything else which he had to 
contend with Would he not go there feeling that his sole duty, 
beyond his allegiance to the country to end this war, was to have an 
ironclad long-and-short-haul clause which would forever shut off a 
ccmdition like that^ If he did not take off his coat and do every- 
thing which was to be done in that particular would he not go back 
to his community feeling like he was a traitor to his community, a 
Benedict Arnold, or a Judas Iscariot ? That is the situation we have 
here, and when our two Senators and their lone Congressman go to 
Congress and favor an ironclad long-and-short-haul clause before 
everything else except their allegiance to this country' in the war, and 
when they fight for it and appear before the Senate and House com- 
mittees in their hearings and ask for this, and when these other Sen- 
ators and Representatives of this western country', and when all these 
western Congressmen and Senators make that kind of a fight, do not 
look at them as western fanatics or western crazy men, but look at 
them as men trying to right a wrong and an injustice and change an 
arbitrary discriminating situation which has been existing against 
this intermountain country from the bec^inning of things, and re- 
member that we have come to the last fight and that we are going to 
fight it to a conchision. That is the position we take here. 

There is one thing I want to say, and I say it with just a little 
hesitation, but I know you gentlemen will take it in good part; I 
understand there is going to be a meeting of this committee in Port- 
land. There has been one in San Francisco. 

The Chairman. There will be none in Portland. San Francisco 
is the only place. It is expected that those who wush to be heard in 
the intermountain and Pacific region will come here. That has been 
the determination of the committee. 

Mr. (jardiner. I was just going to make this suggestion: The peo- 
ple of the intermountain country have been asked to come down here 
in the stronghold of the enemy. I am very glad to have the oppor- 
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tunity of coming. I' know you gentlemen are all open-minded and 
that you are going to weigh this thing and weigh it thoroughly, but 
there is a sort of saturated atmosphere down here, and that saturate<l 
atmosphere is not the cool, clear, bracing, invigorating mountain air 
that you get in this intermountain country. It is more or less pol- 
luted, ana the pollution consists in this discriminatory idea which I 
have been describing to vou gentlemen, or endeavoring to describe to 
you, and different people that you will talk with are of the leave- 
well-enough-alone type, and consequently beyond the few speeches 
that you may hear from different people at a distance, who are op- 
posing you in this subject, the whole tendency and the whole psycho- 
logical effect is going to be antagonistic to this intermountain region. 
Do you not think if you gentlemen, after sitting here, came up for a 
couple of days to Reno and then went up for two or three days to 
Spokane, you would get the other atmosphere on this situation ? 

The atmosphere up there is very invigorating and a very inspiring 
one on this question, and you will find that the whole people in all 
that section are up in arms on this one particular subject, and thnt 
that is their one fight, that they want this ironclad long-and-short- 
haul bill, and they want all discretion in that connection removerl 
from the Interstate Commerce Commission. I wnsh to thank yon 
gentlemen very much for listening to me so patiently, and I exteiid 
to you, on behalf of Reno and the whole intermountain country, a 
most cordial invitation to hold at least a short session in one of tiioise 
communities. I think if you will talk it over among yourselves you 
will find that it is a rather fair courtesy to extend us, and that'tho 
rew^ard to all of you gentlemen of a better insight into the situation 
will be a very material compensation for your coming there, and 
you can see for yourselves the extent to w^hich this intermountain 
country has been held back bj^ the discrimination which has been 
exercised for so many, many years. I thank you, gentlemen. 

The Chairman. Are there any questions you want to ask Mr, 
Gardiner, Senator Cummins? 

Senator Cummins. I think there are a few questions I would like 
to ask. I would like you to divide this subject into two parts so that 
we can look at the matter from two standpoints, which, I think, are 
entirely distinct. It is very evident that a coast community is 
benefited by a discriminating rate, and I can understand the selfish 
motives of San Francisco or any other coast city that prompts it to 
insist on those rates. I want you to look at it a minute from the 
standpoint of the carriers. These rates have been made by the car- 
riers, have they not? 

Mr. Gardiner. They have. 

Senator Cummins. You expressed a great sympathy with the mil- 
roads, but I assume that you meant by that that you are in sympathy 
with them when they are right, and you are opposed to them when 
they are wrong — ^that is right, is it not ? 

ilv, Gardiner. Correct. 

Senator Cummins. The tenor of your argument is that they have 
been wrong about this whole matter and you are opposed to tlieni 
in that respect, are you not? 

Mr. Gardiner. I am. 

Senator Cummins. I would like to know from your point of view 
why the railroads desire to build up the western portion of Cnli- 
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fornia and of Oregon and of AVashington at the expense of the inter- 
monntain States? 

Mr. Gardineii. I do not know. 

Senator Cummins. We have heard, and most of us believe, that the 
chief object of a common carrier is to make money — it is not very 
altruistic, generally speakng. I would like to know from some one 
who has studied the Question — and I know you have — why it is that 
the railroads pursue tnis policy which has been a voluntary one upon 
their part? 

Mr. Gardiner. Senator, I would like to be able to answer that. 
1 will tell you what I think. 1 believe — ^\'ou know this rate-nudc.ng 
business, and the condition in which it is in the intermountain coun- 
try, goes away, way back. It goes back to the beginning of affa'rs, 
when the early population was along the coast, and when the interior 
was more or less of a waste, and I suppose under those particular 
circumstances they started in with making a through rate, and I 
suppose all the goods did first ffo to San P>ancisco, which was the 
terminal, and I suppose, then, after that the railroads began building 
in ditlerent directions, and that goods actually did go to San Fran- 
cisco and then were hauled back to these other conununities, and I 
suppose that back-haul proposition went into etfect. It is true, to a 
certain limited extent, that there was in the early days some water 
competition and that was taken up as an excuse for the establish- 
ment of terminal rates. Then, as these more remote sections from 
the ternainals built up, that back haul became more and more pro- 
nounced and it was seen to be more and more of a revenue producer, 
and I believe that gradually grew up. Now, jobbing interests have 
grown up here, an^ it is a condition which, if remedied, is going to 
hurt, to a certain extent, the jobbing interests here on the coast. 
Naturally they are the heavier jobbers of goods, and they are closer 
to the railroad companies, and they enjoy their friendship better, 
and all of that: and, to tell the truth, I believe this is more of a 
jobbers' fight than it is a railroad fight. 

I do not l)elieve the railroad cares ITow it gets money. I believe 
it would just as lief charge as nmch here as it charges to all of us 
in the intermountain country, and I believe the railroads feel where 
they can — if they would ffive more favorable rates to the intermoun- 
tain country, the railroads would be favored. I believe it is a job- 
bers' fight. There are several railroads which come in here, and if 
one, for a minute, conceded — if one of the railroads should immedi- 
ately start to concede any rights to the intermountain country, the 
jobbing interests would ship over the other roads, and the result is 
that each railroad is afraid to make the change. Honestly and sin- 
cerely, I believe that is the case. I believe thi» railroads would just 
a.s lief make that change. They will not admit it, because if they 
did admit it, the cat Avould be out of the bag on the part of the rail- 
road represented by the man who made the admission, and, there- 
fore, the traffic would go to the other railroads. 1 believe this is 
more a jobbers' fight than a railroad fight. 

Senator Cummins. Whatever else may be charged against the rail- 
roads, I think we all have conceded tliat they are managed intelli- 
gently: that is, they know what they are doing and they know why 
they are doing it. 

Jfr. Gardiner. I do not doubt that. 
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Senator Cummins. And if they thought they could make more 
money by giving you the rates which you believe you ought to havft, 
do you not think they would do it? Are they so completely under 
the control of the jobbers of the United States along the coast that 
they are not at liberty to do what they might think is the best thing 
for their own interests ? 

Mr. Gardiner. There are a lot of ramifications to a railroad coiii- 
pany. A railroad company does not consist of its tracks, its cars, aiul 
its business managers ; it consists of its directors, its stockholder**, its 
bankers, its shippers — ^the ramifications are so great, they are so big 
and an interwoven fabric, that I am not prepared to say that the 
railroads would consider it a good business thing to break away if 
they wanted to. 

Senator Cummins. That is a paraphrase for saying the railroads 
pursue this policy because of some ulterior benefit that those who are 
connected with the railroads may secure out of the business carried or 
done on the Pacific coast, is it not? 

Mr. Gardiner. Yes, sir. 

Senator Cummins. Are you of the opinion that if these incidental 
things— if they may be called incidental — were entirely eliminated* 
that the railroads could by a proper adjustment of their tariffs 
make as much money as they now make under their existing rate>? 

Mr. Gardiner. Certainly. 

Senator Cummins. The men who manage the railroads are per- 
fectly aware of the resources of these intermountain States and of 
their capacity for development and growth, of course ? 

Mr. Gardiner. Certainly. 

Senator Cummins. There is nobody better accjuainted with the sit- 
uation of these various States and what they are capable of doing 
than the railroads themselves. Now, the conclusion of your argu- 
ment is that the railroads have deliberately thwarted or prevented 
the growth and development of these States in order to build up the 
terminal points? 

Mr. Gardiner. I am not prepared to give a reason for the railroad?, 
but I do say that is the eflFect of their policy. 

Senator Cummins. I am now assuming a time and a condition of 
no substantial competition by water, for I have long been perstiaded 
that that was a mere superficial excuse or reason given, and I have 
always thought there must be some other reason than competition by 
water for the extraordinary situation which has existed for a very 
long time. I am trying to find out the reason. 

Mr. Gardiner. I wish I could enlighten you, but I can not, I can 
not tell w^hat the reason is unless it is along the lines which I have 
given you. Of course, there is one other thing that may be in mind 
now, which is causing this fight, and that is the potential or p()ssible 
water competition of the future ; that there might come a time when 
they will need, or when they will want to make greatly lower ter- 
minal rates in order to compete with the steamboat lines*, and do not 
w ant to abandon the higher charges for the intermediate points, hut 
keep thena held up for a time when they really will need sometliing 
of that kind. There may be something in that, but that is mereJy 
speculative. 

Senator Cummins. Do you believe that water competition is likely 
to deprive the railroads of sufficient traffic so that their entire facili- 
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ties will not be demanded in carrying the traffic that they will get 
anyhow ? 

3lr. Gardiner. No, I do not for a minute. There will be some 
things that will go via water, but only comparatively few, and the 
demands on the railroads, I think, beyond any doubt, will be always 
what they can carry. The matter of time enters into these ship- 
ments always. 

Senator Cummins. Barring occasional and very unusual condi- 
tions of depression, the growth of the country taxes to its limits the 
capacitv of the carriers to do the business offered to them? 

ilr. (tardiner. It does. 

Senator Cummins. And have you ever known a time when water 
competition took away *f rom the railways — ^the transcontinental rail- 
ways — ^a sufficient amount of traffic to leave idle any considerable 
part of the railway equipment? 

Mr. Gardiner, rfot only have I never known of such a time, but I 
do not believe there was ever such a time. 

Senator Cummins. And from that point of view, there is no likeli- 
hood of there being such a time? 

Mr. Gardiner. That is correct. 

Senator Cummins. So that the desire of the railway companies — 
and it is a natural one — to employ their facilities to their reasonable 
capacity does not account for the difference between the rates which 
have been established for the terminal points as compared with the 
rates established for the intermediate or intermountain points, at all, 
does it? 

Mr. Gardiner. Xo : I can not see how it does. 

Senator Cummins. You have not thought that the railroads are 
unconscious of what might be accomplished by reasonable rates to 
the intermountain country, have you? 

Mr. Gardiner. No, sir. 

Senator Cummins. I wish you would put on record your views of 
how these intermountain communities may grow if they were given 
proper encouragement: their population is now not great as com- 
pared with some parts of the country, but I would like to have the 
record show your views of the future with regard to these countries. 

Mr. Gardiner. Well, I believe. Senator, in the first place, that any 
community which is more or less dependent upon some other com- 
munity for its supplies, or as a base of supplies, loses its self-respect; 
that it is a dependent rather than an independent community. Now, 
if our cities are not able to get their merchandise from the East and 
distribute it to the smaller towns around, they are dependent organi- 
zations. Our community is in that situation at the present time, and 
most of the others are. In addition to that, the commercial bodies 
of the«e various communities are concentrating their efforts upon this 
particular fight, when, instead of that, if the fight were won, they 
would be centering all their efforts upon matters of local and State 
development, upon proper methods of advertising in the State, and 
upon the bringing of settlers into the State, and all those things, and 
they would change and they would devote their attention to them. 

Then I also believe that when you build up a jobbing community 
you build up a far better banking community : that the banking re- 
sources are increased and that the money necessary to be loaned to 
people in business for buying homes or in working their farms and 
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gathering up cattle, and matters of that nature, all can be taken care 
of to better advantage. I also believe that one will find that where a 
State has shown itself to be one which the railroads put upon a par 
with the larger States that in itself helps the State very materially 
indeed. Now, of course, there is another feature of it, and that is 
that the amount of money which we pay for freight shipped from 
the East at the present time, while it does not add very materially 
to the cost of any one commodity, when these commodities are dis- 
tributed around at retail and sold in the aggregate yearly it takes 
out of the State a very large amount of money which could be kept 
at home and used to great advantages in internal improvements. I 
hesitate to venture a guess as to how much money that would amount 
to, but it would mean a very great deal. Nevada is a producing: 
State in some agricultural products, in mining, and in live stock,, 
and some others that I might mention, but those are the most pro- 
nounced, and Nevada is a State which produces a great deal of 
money, but sends out a great deal of money. The stockholders of the 
mines are nonresidents of the State to a great extent, and people in 
other lines are nonresidents to an extent, and the drain upon the 
resources of the State for money produced in the State is great and 
any output of money from the State which we can shut off is going- 
to help very greatly. Those are the thoughts which come to me on 
the spur of the moment. Senator; that is something that ought to be 
elaborated to a great extent, but it is a feature to which I have not 
given extensive thought. 

Senator Cummins. Suppose the rates of Reno and like communi- 
ties were reduced to the level of the terminal rates, what effect would 
that have, in your opinion, on the revenues of the carriers? 

Mr. Gardiner. It would increase them very materially. There is- 
enough freight that would be brought into Reno so that that slight 
saving would leave a great deal of money in Reno which now goes 
out. 

Senator Cummins. How would it affect the revenues of the car- 
riers ? 

Mr. Gardiner. Oh, I can not tell you how much freight comes into 
Reno. ^Vhen Mr. Shaughnessy comes here he can give you all the 
figures. Naturally, if Reno were given the coast terminal rates it 
would materially decrease the gross revenues of the railroads, in my 
opinion, and as conditions are now it would only be fair to let the 
coast rates be raised. 

Senator Cummins. I do not think you catch the idea I had in my 
mind. If the intermountain rates were reduced to the level of the 
terminal rates and there was no change in the volume of business- 
no growth or development in the communities of the Intermountain 
States — ^necessarily the revenues of the carriers would be decreased, 
but what effect upon the business of these Intermountain States 
would the reduction of the rates have? 

Mr. Gardiner. Why, Reno would become a distributing point for 
probably northeastern California, western Nevada, most of the west- 
ern part of Nevada : it would import a great deal more in the way of 
goods than it does now and distribute them, and it would have the 
advantage of all of the facilities. 

Senator Cummins. Do you think the traffic from Reno to the ter- 
ritory tributary to it would be greatly increased? 
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Mr. Gardiner. Undoubtedly. I will not say Reno itself will be- 
come a distributing point for much more of the territory than I have 
mentioned. Probably Winnemucca, Elko, and probably Tonopah, 
in southern Nevada, will become distributing points also. 

Senator Cummins. Suppose the rates enforced at the terminal 
points were increased to the present rates of the intermountain terri- 
tory, what effect would that nave upon the revenue of the railroads! 

iir. Gardiner. Why, it would largely increase the revenues of the 
railroad companies, because it would attach to all of the firoods now 
shipped to the terminal points, and it would also increase the i*evenue 
of railroad companies on goods shipped to Nevada, because Nevada 
under the adjustment of the rates would have the facilities then for 
doing the jobbing of its own community. 

Senator Cummins. What effect would a change of that kind have 
upon the business of the terminal points? 

Mr. Gardiner. It would make it necessary for the terminal points 
to find other jobbing business within reasonable limits, and those 
reasonable limits would probably be the territory west of the Sierras. 

Senator Cummins. What proportion of the jobbing business of 
Nevada is done directly from the coast points as compared with that 
which is done from the interior points? 

Mr. Gardiner. Before I answer that question I want to add to my 
last answer that it would not be necessarv either for the coast joH- 
bers to confine their business to the part of California west of the 
summit of the Sierras. Those people could, as rapidly as they 
wanted to, establish branches in any part of Nevada, and there dis- 
tribute their goods in competition and under the same conditions as 
any local dealers would. Tha tis probably what they would have 
to do. 

Senator Cummins. You would treat the branch as a local enter- 
prise! 

Mr. Gardiner. The change of the rates need not curtail the busi- 
ness of these people. They could establish a branch to meet the cur- 
tailed business, and that would benefit our community to the extent 
of having those people residents of our community. 

As to the proportion of jobbing done by local concerns there in 
Reno and concerns from terminal cities, I could only guess at that. 
Senator. I have never had those figures presented to me, and I 
would hardly like to put a guess in the record. 

Senator Cummins. Is a large part, or any considerable part, of the 
distribution by the jobbers directly from the cost points? 

Mr. Gardiner, 'ies: a very large part. Until recently — until we 
got a little better condition by reason of Commissioner Lane's deci- 
sion, which did go into effect— why, practically every bit of it was 
done from the terminal cities. 

Senator Cummins. Did that consist of shipments or distribution 
of goods which originated from the East and had betMi carried to the 
coast from eastern points over the railways? 

Mr. Gardiner. Not entii-ely, but such goods were a part of it, and 
nearly all of those eastern goods were handled in that fashion. 

Senator Cummins. Now. you have said several times that you 
could think of no defense for this policy except the well-known rule 
of imposing all the traffic would bear. It has seemed to me that that 
rule is not the one invoked. It seems to me that from your stand- 
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point, the roads imposed a great deal more than the traffic would 
Dear and thereby destroyed the traffic. Is not that so? 

Mr. Gardiner. Yes; I agree with you, Senator. I accept the 
amendment. 

Senator Cummins. The rule of all the traffic would* bear, I suppose, 
means that a charge will be made that will move the business, and 
when you charge more than that you destroy the traffic. I had in 
mind to ask you about the cost of service. Have you ever investi- 
gated the- cost of bringing goods from the east to Reno, as compared 
with the cost of bringing the same goods to San Francisco ? 

Mr. Gardiner. I have not done that, but Mr. Shaughnessy, one of 
our railroad commissioners, has all that data. He prepared it for 
the Interstate Commerce Commission and can give it to you. 

Senator Cu^imixs. Aside from the weight of the carload, which I 
think you suggested might, or was in some instance, heavier 021 the 
terminal shipments than on the intermediate shipments, is there auy- 
thing of which you can think that makes the service more expensive 
to Keno than San Francisco over the Southern Pacific road? 

Mr. Gardiner. Not a thing. Every carload wliich goes to San 
Francisco over the so-called Central Pacific — formerly called the 
Central Pacific — must go through Reno. After it gets to Reno it 
must be hauled 244 miles. That carload, when it gets to Sparks, a 
terminal point 300 miles from Reno, is picked up by a heavy com- 
pound Mallet engine, used for that purpose, and hauled up to an 
elevation of 2,500 feet, and then it goes down a fall of 7,000 to tide- 
water, through that run of 244 miles. Whatever might offset that 
haul of over 244 miles, I do not know. Then, when you consider 
on the eastern freight the haul of 7,000 feet from San Francisco and 
then on beyond Reno, the rate charged San Francisco is only 10 
or 15 cents more than the rate charged from Reno to that point, it 
makes it still worse and it gets us going and coming. 

Senator Cummixs. The reason I have always heard given for the 
discrepancy or discrimination, of which we have been speaking, is 
this, that the rate to the intermediate point considered in and of it^-^'lf 
is a reasonable rate, and if the rate to the terminal point were rai-eil 
to meet it that the railroads would not get the business and that in 
the end the rate to the intermediate point would be even higher than 
it is now. That is the reason I have always heard given for this 
discrimination. 

Mr. Gardiner. That might hold good perhaps in some communities 
where railroad facilities or the geographical conditions might l>e 
different, but how that could be true out here I can not figure out. 
because these people must get certain goods from the East, and they 
will get them, if they have to pay a few cents higher or a few cent^ 
lower. The goods are sure to go. Now, if anv of these terminal rate-^ 
are lower, why the goods would go through just the same. Now, 
when it comes to leveling up the rates, so as to make the rates corre- 
spond, I am satisfied that the greater quantity of freight which ^oe*« 
to those terminals, if the rate were increased only — let us just e^iti- 
mate it at 2 or 3 cents a ton — the Reno rates were leveled t<> 
that amount, the increased i>ercentage to the coast would be such 
that that 2 or 3 cents extra charge would make up <m the in- 
creased amount of freight, the 25 or more cents eliminate<l on the 
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haul to Keno, so it would probably be necessary to raise those coast 
rates very little. 

Senator Cummins. You have indicated that Congress ought to 
amend the fourth section of the interstate commerce act by making 
the rule rigid, namely, that no greater charge should be made for 




should Reno pay as much as San Francisco? 

Mr. Gardiner. Well, I think the reason I have not asked that is 
because I am a charitable person and not a railroad man. I think we 
ought to pay less, but if we are allowed the same rate we can do 
business and are satisfied. 

Senator Cimmins'. But you are thinking only, all the time, pos- 
sibly, of the mere distributer. But somebody must pay this price, and 
that is the people of your community, those who consume what you 
distribute, are the people who ought to be considered, because every 
freight charge is passed along, but the charge they pay they must ab- 
sorb. Therefore, is it not fair to the common people of Nevada that 
the things which are brought to them by a railroad shall pay only a 
compensatory rate without regard to the rate to San Francisco? 

Mr. Gardiner. I understand that that is the rule which is in opera- 
tion in the East, but we have been so long trying to get only an equal 
rate, without having any success in getting it, that we feel we are 
doing better to ask only an equal brealc; personally no one can blame 
us for asking for an equal break. We are not asking for the best of 
things. 

Senator Cummins. You mean you have suifered injustice to long 
you are willing to accept a partial reparation and not a complete 
reparation ? 

Mr. Gardiner. That is right. 

Senator Cummins. Do you think the rule of the fourth section 
should be made rigid in all circumstances; that there ought to be no 
exceptions? 

Mr. Gardiner. I do. 

Senator Cummins. Have you considered the instance that has been 
mentioned here more than once by some of the witnesses, of competi- 
tion between two lines of railway, one of which may be circuitous and 
therefore longer than the other? 

Mr. Gardiner. No; I have not considered that. Senator, but I have 
considered this, that if the railroad companies had come to the Inter- 
state Commerce Commission and had asked to have taken up those 
cases, which were special cases, a case like that which you mention, 
then we would have said, "All right, let it stay.'- If the Interstate 
Commerce Commission had said, "Gentlemen, if you have got a case 
like that, we will consider it a special case," then it would be all right, 
but when the railroad companies come to the Interstate Commerce 
Commission and ask the Interstate Commerce Conuuission to defy the 
amended fourth section and consider as a special case everything 
which the railroad company wants so considered, every particular 
case where they have ever charged a back haul, then the railroad 
companies have brought it on themselves, and they can take the 
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consequences if an ironclad amendment puts the shoe on the other 
foot for the once. I do not mind that shoe pinching. 

Senator Cummins. Your argument seems to me to lead to the con- 
clusion that in your opinion the railroads have altogether too much 
influence with the Interstate Commerce Commission. 

Mr. Gardiner. Well, Senator, I would not like to go on record as 
saying that. 

Senator Cummins. What do you mean by saying what you did 
say? 

Mr. Gardiner. I mean for seven years the relief which Congress 
thought they had granted us has been denied us, and that the Inter- 
state Commerce Commission has had the power to give it to us at 
any time during that period. I am not saymg what their reasons are 
for not doing it. 

Senator Cummins. The Interstate Commerce Commission has been 
investigating this intermountain situation, I think, for more than 10 
years. I do not remember just how long it has been. It knows about 
all there is to know about it, it seems to me ; and when you suggest 
that time after time the commission has failed to give the relief 
which the law requires, that is simply another way of saying that it 
is trying to favor the railroads, from my standpoint. 

Ml'. Gardiner. Well, I will say this, that the effect of this ruling 
has been to favor the railroads. 

Senator Cummins. Have the railroads ever claimed that rates 
which they have been charging upon traffic to the terminal points 
are not compensatory ? 

Mr. Gardiner. I do not think they ever have; in fact, the Inter- 
state Commerce Commission has gone so far as to rule that the rail- 
road companies have no right to put into effect at terminal points 
rates which are not compensatory. 

Senator Cummins. In your connection with the matter, have you 
ever entered into the degree of compensation — that is, to determine 
whether these terminal rates are fully compensatory or only afford 
some profit above the cost ? 

Mr. Gardiner, No ; that work has been gone into by Mr. Sliaugh- 
nessy. He can give you all that data when he appears. 

Senator Cummins. I am glad that you feel you can not blame the 
communities out here for getting all they can ; that seems to be human 
nature. And I do not want to be understood from anything that I 
have said that I have any criticism upon any community for trying 
to get the best rates possible for its business; and I hope before we 
have finished that the reasons for this situation may be fully devel- 
oped. I have never been able to understand it, I will sav. 

Mr. Gardiner. Well, I would like to hear some logical reason ad- 
vanced myself. 

The Chairman. Mr. Gardiner, the most populous part of Nevada 
is in the northern part, is it not? 

Mr. Gardiner. Yes, sir. 

The Chairman. It is served by but two transcontinental railroau^* 
the Southern Pacific and the Western Pacific, is it not? 

Mr. Gardiner. Yes, sir. 

The Chairman. The Western Pacfic has not yet secured much or 
the business, I believe, as far as Nevada is concerned ? 

Mr. Gardiner. I doubt verv much whether it has. 
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The Chairman. You realize, therefore, that, so far as Nevada is 
concerned, the Southern Pacific controls most of the transportation 
business — the very much larger proportion ? 

Mr. Gardiner. Yes, sir. 

The Chairman. Do you realize also that San Francisco, as con- 
trasted with the Atlantic ports, with reference to transcontinental 
traffic, the Southern Pacific is in practical competition with numerous 
transportation routes — the Northern Pacific, Great Northern, the 
Union Pacific, the Western Pacific, the Atchison, Topeka & Santa 
Fe, and also in competition with the Panama Canal ? 

The Vice Chairman. And the Canadian Pacific. 

The Chairman. In view of that fact, would you not regard 100,000 
increased population in Nevada as being of more value to the South- 
ern Pacific Railroad than an increase of 100,000 people in the city of 
San Francisco? 

Mr. Gardiner. Yes, Senator ; I most emphatically would. I would 
like to answer one part of your question as to the number of railroads 
that the Southern Pacific is in competition with. I know that there 
are all those different railroads j'^ou mention running into the termi- 
nals, but I do not know enough about the railroad situation to know 
how much competition there is, putting emphasis on the word " com- 
petition." 

The Chairman. Unless there is some understanding between them, 
they are naturally competitors, because the other rail lines have 
steamer lines running down the coast to serve their purpose in com- 
peting with the Soutnem Pacific at San Francisco. From the stand- 
point of railroad policy, you would regard that increase of population 
in Nevada, where the Southern Pacific has almost a monopoly on 
the situation, as more valuable than an increase in the population of 
San Francisco? 

Mr. Gardiner. I think I would, because there is also the situation 
that Nevada imports probably a great deal more per capita than Cali- 
fornia imports, and there would be more freight hauled per capita 
with the increased population. 

The Chairman. Now, then, so if there should be a readjustment on 
just lines, such as you indicate, equalizing the through rate, so far as 
Nevada points and San Francisco are concerned, the result need not 
necessarily be injurious to the Southern Pacific Railway? 

Mr. Gardiner. No; I do not think it would be injurious. There is 
no reason why it should be injurious, especially if there is an increase, 
and a very slight increase in the coast terminal rates. 

The Chairman. Now, another thing, the Panama Canal is sup- 
posed to be competitive with all these transcontinental lines. There 
IS either actual competition or potential competition, and you realize, 
do you not, that potential competition may diminish rates as well as 
actxial competition ? 

Mr. Gardiner. Yes ; I think potential competition may, especially 
if it is likely to be reasonably imminent, but if it is likely to be very 
considerably deferred, I do not think it would operate that way. 

The Chairman. You do not think it would be appreciable in that 
case ? 

Mr. Gardiner. No, sir. 

The Chairman. I agree with you there. Now, with reference to 
the policy of these great transcontinental lines that serve this coast. 



Digitized by VjOOQIC 



692 LONG-AND-SHORT HAUL ON RAILBOABS. 

and also serve the intermountain regions, assuming that from the 
Atlantic ports through the Panama Canal tonnage must be trans- 
ported at a much less cost than over these railroads, do you not 
think that from an economic point of view, the standpoint of the 
interests of the entire Nation, that that traffic ought to be carried 
through the Panama Canal? 

Mr. Gardiner. Yes; I do. 

The Chairman. Then, from that standpoint it is to the interest of 
the Nation to see to it that that transportation is not killed by unfair 
competition ? 

Mr. Gardiner. I think so. 

The Chairman. But that it is promoted as far as the policies of 
the National (irovernment can promote it — is that your view ? 

Mr. Gardiner. Yes. 

The Chairman. Now, assume that was done, do you think there 
would necessarily be an adverse economic effect upcm the transconti- 
nental lines that serve these coast regions? 

Mr. Gardiner. Naturally, some of the trancontinental busines.^ 
^vould be diverted. There is no doubt of that. On the other hand, 
with the growth of the country and the demands made on the rail- 
roads and the different commodities which do not lend themselves 
readily to water carriage, I do not think that the effect on the trans- 
continental railroads is going to be great at all. 

The Chairman. You think that the loss of the transcontinental 
traffic which, if conducted in competition with the Canal, must 
necessarily be at low rates, would be made up by a compensatory 
traffic on the coast itself and to the intermountain region if this 
entire region prospered? 

Mr. Gardiner. Yes, and not only that, but the demands for trans- 
portation by the railroads from and between points not touched l)y 
water competition; are getting greater and greater all the time — 
beyond the power of the railroads to handle them. Take the coal 
shortage at the present time. In most instances it is simply a lack 
of transportation facilities, and the railroads having more than they 
can do now, it seems to me that the comparatively small portion of 
the tonnage which will be taken care of by water will not have a 
very great effect upon the revenues of the railroad companies. 

The Chairman. So far as the jobbing interests of the Pacific 
coast are concerned, and their abaility to serve not only the coast 
region but the intermountain region, would not that be promoted by 
cheap rates through the Panama Canal? 

Mr. Gardiner. Why, there are certain commodities which lend 
themselves to water traffic which might be brought from eastern 
ports around through the Panama Canal and laid down there at a 
less rate than is charged by rail, and there might be some few tlmt 
would be so much less that a coast jobber could put them into 
Nevada in competition with houses there, but I should not say that 
would have much effect, because if there are any such commodities 
a Nevada man can get them shipped westward by water and then 
shipped up to Reno and there distributed. 

There will be cases, of course, like I illustrated, where, if the rates 
from San Francisco to Reno and from Reno to the other points are 
greatly in excess of the through rate from San Francisco to tlmt 
point, there will be some cases where certain goods brought out by 
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water could be shipped from the coast terminals in competition 
with the goods brought out under a lower rate to Nevada from 
€5astern points. 

The VICE Chairman. I suggest that the hearing be suspended for 
two hours, and that the committee immediately take up the matter 
regarding procedure 

Mr. Thom. There was some little misunderstanding a moment 
ago about a decision of the Interstate Commerce Commission as to 
whether or not it occurred under the amended fourth section or the 
old fourth section. I assume there must be a difference in what 
Judge Bartine is referring to and what I am referring to. The 
decision by Commissioner Lane of the case of the Railroad Commis- 
sion of Nevada against the Southern Pacific Co. and others, which 
was decided June 22, 1911, is the one I was referring to. That was 
under the new and amended section. I have the case here for the 
examination of the committee. 

The Chairman. Have you any questions, Mr. Adamson? 

The Vice Chairman. The examination of the Chairman and 
Senator Cummins has been so thorough that I do not care to examine 
the witness. 

Mr. Sims. The question of the fourth section of the act is one of 
the utmost importance to these communities, and, therefore, I would 
like to have all the information I can get. I have some questions. 

(Whereupon, the committee went into executive session, at the end 
of w^hich a recess was taken until 2.30 o'clock p. m. of the same day.) 

AFTER RECESS. 

The hearings were resumed at 2.30 o'clock p. m. after the taking of 
a recess. 

STATEMENT OF ME. WILLIAM M. OAEDINER— Besumed. 

The Chairman. Mr. Gardiner, a long time has elapsed since the 
adoption of the amendment to the fourth section of the interstate 
commerce act, regarding the long and short haul. I believe that 
was passed in 1910, and I understood you to say that a decision was 
rendered June 30, 1917, seven years later, by the Interstate Commerce 
Commission ; that the operation of that decision has been since sus- 
pended because of a change in the interstate commerce law, which 
prevented any increase of rates without the authority of the com- 
mission. How does that provision, recently passed, intended to pre- 
vent increases of rates without the scrutiny of the commission, affect 
that decision of June 30, made by the Interstate Commerce Com- 
mission? 

Mr. Gardiner. My understanding of that is that on the attention 
of the Interstate Commerce Commission being called to that amend- 
ment by a petition for a rehearing or a petition for a stay of execu- 
tion of their order, or something of that nature, that the Interstate 
Commerce Commission suspended the order which it made on June 
30. and as a result of which the order of June 30 is inoperative, and 
we do not know for how long it will be inoperative. 

The Chairman. Did ti^'><^ order of June 30 contemplate any in- 
rrease of rates? 
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Mr. Gardiner. It contemplated, as I read that opinion, the leveling 
of rates, and by leveling I mean a new tariff in which perhaps some 
of the coast rates would have to be raised in order to give the rail- 
road company a greater revenue to compensate for the lower rates 
into Nevada. 

The Chairman. So that your view of that order is that it ]k>s- 
sibly contemplated an increase in some rates? 

Mr. Gardiner. I have no doubt of it. 

The Chairman. Very well then; assuming that to be the fact, was 
it not the duty then of the Interstate Commerce Commission to 
prevent any new schedules of rates presented by the carriers which 
proposed increases from taking effect until the commission could 
inquire into the matter and could either authorize or disapprove 
those increases? 

Mr. Gardiner. I presume that that was one of the horns of the 
dilemma which the Interstate Commerce Commission could have 
taken, and it was the horn of the dilemma most favorable to the 
railroad companies. On the other hand, the Interstate Commerce 
Commission could have said, " You have been discriminating for 
years and years, and it was the intention of, Congress in 1910 that 
vou should charge no greater rates to Nevada than you wei-e charg- 
ing to the coast. Now you put into effect in Nevada the same rates 
that you have on the coast and then apply to us for permission to 
raise the other rates." 

The Chairman. You think that should have been the action of the 
commission 

Mr. Gardiner. I think by all means. 

The Chairman (continuing). Preventing any increases of rates, 
but leveling the rates, which would mean that the rates to the inter- 
mediate points, I imagine, would be lowered ? 

Mr. Gardiner. Yes, sir. 

The Chairman. And then, later on, to take up the consideration 
of the question as to whether that lowering of rates at intermediate 
points did not justify a balancing by an increase of the terminal 
points? 

Mr. Gardiner. And that later on would not have been very long. 
The railroad companies would have had their new schedules in short 
order if the Interstate Commerce Commission had made that kind of 

a ruling. ., i 

The Chairman. That would have compelled the railroads to ad- 
here to their terminal rates, without increavses, but would also have 

forced ^ 

Mr. Gardiner. In other words, the Interstate Commerce Commis- 
sion plaved right into the hands of the procrastinating policy of the 
railroads. They wanted to defer the operation of that fourth sec- 
tion as long as possible, and probably unintentionally the Interstate 
Commerce Commission played into their hands. , . , • 

The Chairman. In view of the situation, do you not thmk jt 
would be better not to make any reflections on the action of such dis- 
tinguished bodies as the Interstate Commerce Commission in matters 

of that kind? . , ^ . , . i n 

Mr. Gardiner. I did not mean it that way. I said ^'probJinlv 
unintentionally the Interstate Commerce Commission played into the 
railroads' hands. 
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The Chairman. Do you not think it is quite possible the Inter- 
state Commerce Commission took the view, as you seem to take and 
the intermountain people generally seem to take, that justice might 
require the raising of the terminal rates in case the intermediate rates 
were diminished ? 

The Vice Chairman. In view of what has been said here, I think 
it is only fair to the conmiission and to the country to remind the 
country of the fact that the commission has been overwhelmed with 
work for the last 10 years, and only recently have we afforded it 
I'elief by increasing the number of members so that they could do 
their work more expeditiously, and we hope for more rapid work in 
the future. 

Mr. Gardiner. May I have your question repeated? 

The Chairman. Mr. Reporter, please read the question. 

(The stenographer repeated the question, as follows: 

'' Do you not think it is quite possible that the Interstate Com- 
merce Commission took the view, as you seem to take and the inter- 
mountain people generally seem to take, that justice might require 
the raising of the terminal rates in case the intermediate rates were 
diminished? ") 

Mr. Gardiner. I think it is very probable that that is true, Sen- 
ator. On the other hand, it seems to me that due reflection should 
have convinced the Interstate Commerce Commission that it would 
have been only fair to have possibly worked an injustice to the rail- 
road companies for a few months, as an offset to the continued injus- 
tice practiced on the intermountain territory for years and years. 

The Chairman. Do you not think yourself it would be more logi- 
cal for them, instead of pursuing a policy that would have resulted 
in two changes, to act in such a way as to have but one change, pro- 
vided, of course, that that could be done without undue delay? 

Mr. Gardiner. No; I can not say that I do, Senator. The Inter- 
state Commerce Conmiission in that opinion of June 30 found that 
it was unfair to the intermountain country to charge them the higher 
rates which they had been charged ; and having found that, it seems 
to me to follow as a necessary corollary that it was unfair under any 
circumstances to continue charging them unfair rates, even while this 
leveling process might have been going on in the preparation of new 
schedules. 

The Chairman. With reference to the decision of June 30, did 
that satisfy the reasonable expectations of the intermountain region ? 

Mr. Gardiner. I think that if that had been put into effect at once, 
and if the Interstate Commerce Commission had not changed its 
ruling, probably that would have brought relief to the intermountain 
country ; that is, as I understand that decision. 

The Chairman. Now, regarding the question of delay, of course 
seven years seems a very long time in which to accomplish the solu- 
tion of this question, and I should like to know what the different 
stages were. The delay seems unreasonable. Now, will you let us 
know when the first suit or first application was made to put into 
operation the amended fourth section of the interstate commerce 

Mr. Gardiner. If I may. Senator, I would like to ask you to reserve 
that question and ask it of Judge Bartine, who has been all through 
that litigation and has it all at his fingers' end. I have not. I could 
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probably approximate that, but could not give you as full an answer 
as Judge Bartine can. 

The Chairman. All I can say is that I wish to supplement what 
Judge Adamson has said in reference to the Interstate Commerce 
Commission, that it has been an overburdened commission for years, 
and Congress has only recently been able to agree upon some niethod 
of easing up its burdens by dividing it into three divisions, each one 
of which has as large jurisdiction as the commission itself. When 
that is carried into effect it will probably expedite the dispatch of 
business. 

Mr. Gardiner. I agree with you entirely. Senator, that it has been 
an overburdened commission, and I believe a great deal of the work 
will be taken off the commission by the enactment of this ironclad 
long-and-short-haul clause. Then it will not have to worry about 
these different matters. 

The Chairman. I say I am not disposed to inquire so much as to 
the reasonableness of why they granted this suspension order, which 
seems to me to have been entirely reasonable under the circum- 
stances — I am not inclined to attach nearly as much importance to 
that as to the long delay between 1910 and 1917 in reaching a final 
conclusion, and I should like to have information upon that, but 1 
will ask Judge Bartine regarding it. 

Mr. Gardiner. Yes ; I thank you. 

The Chairman. Regarding the Panama Canal, you spoke of it as 
not offering any real competition. That is probably true of late, 
since the ships that went through that canal have been absolutely 
absorbed by the needs of the National Government in this war. You 
spoke of potential competition, but indicated that that, of course, ivS 
not as effective as actual competition. Of course, that must be ad- 
mitted. Do you not think it should be the policy of the Government 
to see to it that that Panama Canal is made an effectual instrumental- 
ity for the transportation of goods from one coast to another, what- 
ever its effect may be upon the traffic rates of the transcontinental 
railroads? 

Mr. Gardiner. I think so, and that was the meaning I intended to 
convey when I spoke on that subject. Undoubtedly the idea of the 
(Tovernment was to relieve the congestion of the railroads, and that 
ought to be made a paying proposition to the Government. 

The Chairman. That is all. 

The Vice Chairman. Do you not think it is probable wlxen war 
conditions have ended and the ships have been released from their 
present occupation that they will resume their traffic through the 
Canal, and the difference between active and potential use will dis- 
appear? 

Mr. Gardiner. I certainly do, but as far as that has any beariufr 
upon the position I have taken in relation to the intermountain re- 
gions, I feel, as I have explained myself heretofore, that the freight 
which will be carried in that fashion will be comparatively small, 
and even if it does deprive the railroads of a certain portion of their 
revenues, still that should be no reason for charging interior points 
any more than the coast points are charged. 

The Vice Chairman. Still, we have a right to speculate and hope 
for other means of relief. In the enactment of the Panama Canal 
act, we who live in the interior thought we were providing for relief 
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for the interior; that we could ship through the canal and back sev- 
eral hundred miles into the interior, the Commerce Commission fixing 
the land portion of the charges, and we thought the railroads could 
keep pretty busy, or at least derive some business, hauling from the 
interior to the coast in order to supplement the sea route. 

Mr. Gardiner. A reading of this opinion of June 30 would indicate 
that that is not going to be the attitude of the Interstate Commerce 
Coiiiniission; that when the Panama Canal competition becomes ap- 
parent again it will figure that it has the right and probably will let 
the railroads raise the rates to these intermountain points. 

The Vice Chairman. I have no further questions. 

Mr. Sims. Now. section 4 as it reads under the amendment of June 
18, 1910. states: 

That it shaU be unlawful for any conunon carrier subject to the i)rovis!ons 
of this act to charge or receive any greater compensation In the aggregate for 
the transportation of passengers, or of like kind of property, for a shorter than 
for a h>nger distance over the same line ur route in the same direction, the 
shorter being included within the longer distance, or to charge any greater coni- 
I>ensatlon as a through route than the aggregate of the intermediate rates sub- 
ject to the provisions of this act: but this shall not be construed as authorizing 
any connnon carrier within the terms of this act to charge or receive as great 
coini)ensation for, a shorter as for a longer distance. 

That is the amendment without any qualification, that stating the 
substantive law, the object, and purpose of the act. 

Mr. Gardiner. Yes, sir. 

Mr. Sims. Now, I want to ask this question, as what I have read 
is the law and should receive liberal construction in order to carry 
out the purpose of the law : In giving a liberal construction to the 
exceptions, instead of a strict construction, does not that have a 
tendency to prevent the accomplishment of the object and purpose 
that Congress had in view in passing the substantive law i 

Mr. Gardiner. I think undoubtedly so. I think it is a rule of statu- 
tory construction that any statute remedial in its nature should l.e 
given a liberal construction and the restrictive clauses should be con- 
strued narrowly. 

Mr. Sims. Now, as to the provisos, it is provided : 

That, upcjn application to the Interstate (Commerce (Commission, such com- 
mon carrier may in special eases, after investigation, be authorized by the 
commission to charge less for longer than for sliorter distances for the trans- 
liortation of passengers or property ; and the commission may form time to time 
prescribe the extent to which sudi designated common carrier may be relieved 
from the operation of this section. 

Now, using the words '" special cases " would indicate there must 
be something out of the ordinary ; that it should not come within the 
general provisions of the amendment which I just read. 

Mr. Gardiner. Yes. 

Mr. Si3is. Inasmuch as they should be special cases, .does it not 
seem to carry the idea with it that it should be expedited; that you 
should give a special case special consideration? 

Mr. Gardiner. Certainly, it would seem to me so. 

Mr. Sims. Now, there is another proviso : 

Providvd further. That no rates (»r charges lawfully existing at the time of 
the passage of this amendatory act shall be required to be change<l by reason 
of the provisions of this se<-tion prior to the expiration of six mouths after the 
passage of this act, nor in any case where application shall have been filed 
before the cvimmissinn, in accordance with the provisions of this section, until 
a deterunuation of such ap])lication by the commission. 
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Now, the railroads, or common carriers, by filing or making ap])li- 
cations to have their rates that were lawful at the time this act passed 
continued — ^the^v can be continued by making an application "until 
the determination of such application by the commission '' — in other 
words, the commission can not prevent the application having that 
effect ? 

Mr. Gardiner. Xo. 

Mr. Sims. The application has the effect of suspending the opera- 
tion of the substantive law until the rate embraced in this applica- 
tion has been determined by the commission, and the fact that the 
commission did not determine these applications until, I believe you 
said, June 30, 1917, is not that. the reason and the only reason why 
the amended act has not applied to cases where it otherwise would 
have applied? 

Mr. Gardiner. I think that is the only reason. 

Mr. Sims. I have not seen the order of June 80. Did the order of 
June 30, 1917, that you have referred to, cover all applications which 
had been made, by which the old rate had been retained in effect i 

Mr. Gardiner. I will have to reread that to be sure of it ; I do not 
think it did. I know it referred to certain special commodities, etc. 
I do not think that that ruling of June 30 is broad enough to cover 
evei'ything. 

Mr. Sims. After the application of the carrier, all that was nec- 
essary to happen in order to allow it to apply indefinitely the nitc 
that was in effect was the nonaction of the commission. Now. I di<l 
not know from your language whether that order covered all appli- 
cations made by the railway companies. 

Mr. Gardiner. I do not think it did. 

Mr. Sims. Were there any cases where the railroads did not make 
application to continue the rate in effect at that time? 

Mr. Gardiner. No; I think the railroad companies made applica- 
tions covering everything. In every instance where they were charg- 
ing more for a short haul than a long haul they made applications 
to the commission, and the commission made a blanket order in 
effect suspending the statute until they had made a complete inves- 
tigation. 

Mr. Sims. Would they have to make any order at all? The car- 
riers presenting their application suspended the application of the 
fourth section, did they not ? 

Mr. Gardiner. That may be true, but I undei*stand they made an 
order also. 

Mr. Sims. In addition to this? 

Mr. Gardiner. Yes, sir. 

Mr. Sims. You do not know whether or not all those applications 
have been yet passed on by the commission? 

Mr. Gardiner. I am not positive about that. 1 would have to rea<l 
that opinion very carefully. 

Mr. Sims. Bui, the c( mmission did. in passing on those emliracetl 
in the order of June 30, say which of these several rates on wliirh 
applications had been made might remain as they were, or with ssUch 
modifications as the commission determined ( 

Mr. Gardiner. It did not make th's order in exactly that way. 
There was no order made under the opinion of June 30 fixing rsit »., 
but it said that the rates should be leveled or equalize<U ami it wiis 



Digitized by VjOOQIC 



LONG-ANI>-SHORT HAUL ON RAILHOADS. 699 

left to the railroad companies to do that and present tlieir schedules 
to the commission. 

Mr. Sims. The railroads could equalize in these cases; they could 
level them* by reducing the rates to the intermountain points or in- 
creasing the competitive water-terminal rates or by both? 

Mr. Gardiner. Yes, sir. 

Mr. Sims. Do you know whether the railroad companies did make 
any application to be permitted to level these rates by making any 
increases of these terminal rates? 

Mr. Gardiner. I asked for a copy of that last order. I asked Mr. 
Simmons, of our railroad ccmmiFsion, before I came down here to 

fet me a copy of that order. I asked him that on last Wednesday, 
le was going over to Carson on Thursday, and I saw him Friday 
morning, and he told me he had been unable to get me a copy of the 
last order of the Interstate Commerce Commission, and consequently 
I can not answer that question accurately. My understanding of the 
situation is that, in effect, the order of June 30 is indefinitely sus- 
pended until the railroad companies shall prepare a new schedule 
and the Interstate Commerce Commission investigate it. 

Mr. Sims. Well, until the railroads themselves file a schedule in- 
creasing their rates, the commission has no jurisdiction to act, 
has it? 

Mr. Gardiner. It practically means that the Interstate Commerce 
Commission has, so far as I know, suspended the order of June 
30, pending the filing of rates. I personally agree with you that 
the law should be considered in effect, and if they have no right 
to raise their rates by this leveling process they should put the 
Nevada rates into effect immediately and raise the other rates after- 
wards. 

Mr. Sims. I am trying to find out how the law that the last extra 
session of Congress passe<l could possibly affect this order, what- 
ever it was. If they had from June 30 until the law was amended — 
that is, the railroads had that time — to file the schedule of rates 
asking for increases in the present terminal rates, and did not file 
any such applications, then the only effect I can see of the recent 
act— and that act simply provided before a schedule of increased 
rates is filed it must have the approval of the commission — having 
had from June 30 until this law was passed in last September, hav- 
ing more than two months to file applications, and not having filed 
any, then I can not see how the act of CongrCvSS requiring that any 
schedule of rates before it can be filed must be approved by the 
commission — ^how that would suspend the action of the commission 
in the first instance requiring that the rates should be leveled either 
by raising the terminal rates or by lowering the Nevada or inter- 
mountain rates. I do not understand that. 

Mr. Gardiner. I do not think, Mr. Sims, that the last act of Con- 
gress — I have not seen it, as the printed statutes have not come to 
\is — but as I understand that act I do not see why that should have 
affected the order of the Interstate Commerce Commission or why 
the Interstate Commerce Commission should have modified or 
changed its order of June 30 at all. The railroad companies were 
able to comply with that order simply by putting into effect the 
terminal rates all the way through, ana, as you say, before that act 
was passed they had about 60 days in which they could have com- 
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plied with the order, but which they did not do. However, that 
order of June 30 — you have perhaps niissed this — that order was 
to go into effect October 1. 

Mr. Sims. That was the effective date? 

Mr. Gardiner. Yes, sir; that was the effective date; and, while I 
will not say it is corporate nature, still it is human nature to put 
off the evil day to the last. 

Mr. Sims. But the railroads are not prohibited from proposing 
an increase in their terminal rates now. The only thing is oefore 
they can file them they must be approved. 

Mr. (tardiner. Very true. They are not prohibited from doing 
it, but they do not want to do it any sooner, as I undei-stand it, 
tlian the Interstate Conunerce Commission will make them. 

Mr. TiiOM. That application has been made and a hearing is going 
on in New York now. 

Mr. Sims. I did not know^ that. 

The Chairman. You say a hearing is going on now? 

Mr. Thom. Yes, sir; in New York. 

Mr. Sims. I was without that information, which, of course* if I 
had it I perhaps would not have been so much surprised at the 
absence of action. 

Mr. (tardiner. I know they had filed something, but I did not 
know what it was. 

Mr. TnoM. That ie the first of a series of hearings; the fii*st in 
Xew York and then in Chicago and then at other points. 

Mr. Sims. In other words, they have made applications for in- 
creases in rates? 

Mr. Thom. Yes, sir. 

Mr. Sims. This fourth section, taking it with all its exceptions and 

f riving it a liberal construction, with a view to carrying it out as the 
aw was intended to be carried out, giving a reasonable and liberal 
construction with the substantive law and a strict construction of the 
restrictive clauses, I ask if it can not be administered in the interest 
of the public. I mean, is it necessary to amend this law in order to 
remove the evils intended to be removed, if it is administered accord- 
ing to the plain intent and purpose of Congress, as we gather from 
the face of the statute itself? 

Mr. (tardiner. I should say, Mr. Sims, to the very best of my 
ability, that if that law had been administered by the Interstate 
Commerce Commission in that spirit we would have had the relief 
which we wanted, but the fact remains that we have not had the 
relief. We thought we were on the verge of it any number of times, 
but still did not get it, and whether we are any nearer to getting the 
relief which the spirit of that law awards us than we were 10 years 
ago I do not know. 

Mr. Sims. I do not mean to be understood as admitting what yoii 
say — I mean as to the inaction or improper action, or whatever it 
may be, of the Interstate Commerce Commission — ^I am not passing 
on that. I always assume that any great body of public officials havo 
acted as they ought to until I know to the contrary, 

Mr. Gardiner. That is a proper inference. 

Mr. Simb. I understand your idea is vou have not gotten the 
relief you desired through the channels which have been provided t 

Mr. Gardiner. Exactly. 
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Mr. Sims. And in the absence of relief you feel it necessary for the 
development of your country to have the channels narrowed? 

Mr. Gardiner. I^et me put it this way: The railroads of the 
country knew well enough when that amended fourth section was 
passed' in 1910 what it meant, and they knew well enough that 
special cases did not mean every case in which they claimed the rig^ht 
to charge more for a short haul than for a long haul, and knowing 
that thev have fought us all the way down the line for the last seven 
years, ^here was a flexible law for their benefit, and if they had 
taken it in the spirit in which Congress passed it we could have had 
relief long ago and they could have had relief. But they were not 
willing to do it. They would not take the will of Congress as to their 
line of conduct at all, and my contention is that, having taken the 
attitude that they did regarding that law and having kept that law 
inoperative by their actions before the Interstate Commerce Com- 
mission and the delays they have drawn about it. they are no longer 
entitled to the sympathy of any discretion being imposed in the Inter- 
state Commerce Commission, and that if Congress enacts a strict 
long-and-short-haul clause the railroad companies, not being satis- 
fied with the spirit of the amended fourth section, have brought a 
rigid section upon themselves. 

Mr. Sims. Do you think the port towns or the coast towns having 
the benefit of the water competition — is it your opinion that the 
interests of these towns will object to having the intermountain rates 
reduced ? 

Mr. Gardiner. There is no doubt in the world that they will object, 
and the committee need only continue its sittings to find that answer. 
There will be representatives from commercial bodies of the coast 
towns asking this committee to leave well enough alone. 

Mr. Sims. That is a point I do not exactly appreciate. 

Mr. Gardiner. The fight before the Interstate Commerce Commis- 
sion has been participated in right straight along by the different 
commercial bodies. 

Mr. Sims. You do not mean to leave the inference that the port 
towns will contend that in order for them to live they have to have 
discriminatingly favorable rates? 

Mr. Gardiner. I do not say that they will go so far as to say they 
have to have them to live, but in order to do as much business as they 
want to do they will insist on such discriminatory rates. 

Mr. Si.Ms. They want to have letter rates than anybody else that 
competes in the same field with themf 

Mr. Gardiner. Exactly. I was just going to comment on the dif- 
ferent appearances before the Intei-state Commerce Commission in 
connection with this act here. Xow, here is the Portland traffic 
transportation association represented: the San Francisco Chamber 
of Commerce represented 

Mr. Sims. I can understand why they do not want their own rates 
advanced, but I do not understand why they do not want other 
people's rates reduced. 

Mr. Gardiner. I will not take time to go through that, but bear 
that in mind, Mr. Sims, and see whether the representatives of these 
jobbers in these coast towns do not come before you and ask that the 
discriminatorv rates against the intermountain towns be maintained. 

Mr. Sims, that is all. 



Digitized by VjOOQIC 



702 LONG-AND -SHORT HAUL ON BAILEOADS. 

Mr. EscH. Do you believe in a town or community being permitted 
to enjoy natural advantages? 

Mr. Gardiner. Yes, I do. 

Mr. EscH. The coast towns have natural advantages, do they not! 

Mr. Gardiner. Well, the coast towns have natural advantages, and 
one would think that Reno had a natural advantage in being closer 
on railroads to centers of manufacture than San Francisco is on the 
railroads. 

Mr. EscH. Of course, each town that has natural advantages 
wishes to get the largest percentage out of those natural advantages. 
That is true, is it not ? 

Mr. (tardiner. They certainly do. 

Mr. EscH. That complicates the situation. You said that the 
water-borne traffic presented rather immaterial competition with the 
rail lines. Is that right? 

Mr. (tardiner. Up to the present time it has. 

Mr. EscH. Do you not thmk, in view of the tremendous program 
of the Government in the matter of the merchant shipping, which 
at the end of 18 months might reach a tonnage of between nine and 
eleven million tons, that when peace comes there will be a tremendous 
amount of shipping needing employment, owned by the Government 
of the United States by its people; that it will increase water-borne 
competition between the coasts? 

Mr. Gardiner. I do. 

Mr. EscH. It will not onlv be potential but actual comi>etition, 
will it not? 

Mr. (tardiner. When that time comes it will be actual. 

Mr. EacH. Are you familiar with the provisions of the act creat- 
ing the Shipping Board ? 
. Mr. Gardiner. No ; I am not. 

Mr. Esc'H. Under that act. Congress has given to a board certain 
control over ocean rates, analogous to the powers granted the Inter- 
state Commerce Commission over rail rates, and those powers, of 
course, reach the intercoastal rates. Do you not think, with the 
power thus granted, with the board already created, that competi- 
tion between water-borne traffic and transcontinental rail traffic may 
be actual and not potential? 

Mr. (tardiner. I think in the course of time there will be actual 
water competition on some commodities; yes. 

Mr. EscH. Of course we are not legislating for to-day only. 

Mr. Gardiner. No; that is true, 

Mr. EscH. We are gathering information to guide us for some 
time in the future ? 

Mr. Gardiner. Yes, sir. 

Mr. E8(^ii. We have to look at this proposition not from the stand- 
point of war alone but also from the standpoint of peace. So, those 
propositions being true, some of us believe that the water*bome 
traffic will be actual and that the traffic on the transcontinental lines 
will have to meet it. You think they should not meet it by increas- 
ing the intennoimtain rates i 

Mr. Gardiner. I do not think we should bear that taxation. 

Mr. EscH. You believe, then, they must suffer this loss of the trans- 
continental business? 
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Mr. (xARDiNER. Yes; I think the way the transcontinental business 
is, that some of it can very well be taken care of on water, and I 
think that the raih-oads, by devoting some attention, not to fighting 
the intermountain territory but cooperating with the intermountain 
country, can get far and away more traffic up in that community, 
the revenue on which will compensate for any loss they may sustain 
on the transcontinental traffic. 

Another thing I think is that there being a commission regulation 
of the water traffic and a commission regulation of the land traffic, 
that neither conmiission will see one form of transportation unduly 
suffer at the expense of the other. 

Jlr. EscH. There is no doubt there will be cooperation between 
those two governmental agencies. There is no doubt about that. 

Mr. (jardiner. No, sir. 

Mr. EscH. In trying to decipher a possible reason for maintaining 
a higher rate for the intermountain country than for the coast towns, 
this occurred to me as a possibility — and I know nothing about it — 
<lo you ship out more traffic than you receive at Reno ? 

Mr. (tardiner. No. 

Mr. EscH. You receive more than you ship out ? 

Mr. (jARDiNER. Yes, sir. 

Mr. EacH. That would result in the carrier hauling empties; and 
that is, of course, most uneconomic ? 

Mr. Gardiner. Well, I do not know how the transportation prob- 
lem is on the coast. I do not know what empties have to be brought 
back. That is something that confronts a railroad to a greater or a 
less extent everywhere, and they have to watch for that ajid to a cer- 
tiiin extent make rates in accordance with it. There is no doubt in 
the world about that. But I have never heard it urged that that was 
expensive enough to justify anything like 

The Vice Chairman. AVhen I used to be a wagoner, if I could get 
a load both ways I could handle it much cheaper than handling it 
one way, and I suppose it is the same way with the railroads. 

Mr. EscH. I was trying to impregnate the situation with this 
thought — ^and I do not know whether there is any justification for it 
or not — suppose manufacturers produce and ship goods ordered to 
be delivered at Reno, and they are delivered at Reno, but Reno has 
no products to fill those cars to return them east, and hence they have 
to go east empty or be hauled 244 miles to the coast, over an elevation 
of 7,000 feet — - 

Mr. Gardiner. If the rates from the East into Reno and the rates 
from Reno out were different Reno would reship far more than it 
now reships. That would tend to overcome that objection, if that is 
an objection now. 

Mr. EscH. If your section were a large manufacturing section, of 
eoui-se there would be no doubt about your being able to ship back ? 

Mr. Gardiner. Yes, sir. 

Mr. EscH. But you are in a mining section, and your mines are 
^»ilve^ and gold, and they do not make much freight. 

Mr. Gardiner. There is not much freight in that line. 

Mr. Esch: Your main shipments ai-e hay and bulk stock? 

Mr. Gardiner. Not very much more than that. 

Mr. EscH. And your stocks go to the coast, or do you ship them 
east? 
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Mr. Gardiner. Yes, sir. 

Mr. EscH. Do you think in the matter of economic handling of car 
equipment on the transcontinental lines there is a measure of justi- 
fication in increasing the intermountain rates over the terminal rates? 

Mr. Gardiner. I do not think there is any measure of justifica- 
tion — no. There is another thing to be taken into consideration. We 
have been emphasizing in this question the matter of transconti- 
nental rates, tiie west-bound rates. Now, in addition to that, as I 
have explained, San Francisco gets a rate from San Francisco into 
Elko of 77 cents. The rate from Reno is only about 12 cents lower 
despite that 7,000-foot climb, and the 244-mile haul to Reno. Now, 
if there are a great many cars going east and if the railroad com- 
pany thinks that that is any element of consideration, why should it 
not make a rate out of Reno lower in order to pick up more goods 
and fill up cars instead of making that rate out of San Francisco so 
much lower ? Does not the same condition apply i San Francisco is 
a territory which naturally takes in a ^eat deal more than it sends 
out. If the railroad company is takmg back empties from San 
Francisco, why is it that in order to fill up those empties it will let 
San Francisco ship to Elko for 77 cents and we can ship to Elko for 
only 12 cents less? You take it dow^n to the last analysis and you 
will find it is a question of discriminating in favor of the cost jobber 
right straight along, and another thing, if you will take rate makin^r 
in the last analysis, you will find that the jobber has more to >av 
about rate making than the railroad company has. 

Mr. EscH. As far as this discussion has gone it seems to be largely 
connected with the jobbing trade and very little talk about nuinufac- 
turing. 

Mr. Gardiner. Well, the manufacturing end of it out in the West, 
I regret very much to say, has not the importance of manufacturing 
in the East.^ 

Mr. EscH. Of course, in the East, that is the dominant feature. 

Mr. Gardiner. Yes, sir. 

Mr. EscH. There is another question that occurs to me. In the 
decision of the Interstate Commerce Commission in the Spokane 
cases— I think the cases in 1912 — where Commissioner Lane filed a 
decision and the commission prescribed a zone system of rates, a 
blanket rate from the Missouri River to the coast and an increased 
schedule to the Atlantic — how would that have affected your country 
if it were put into force and effect? 

Mr. Gakdixer. That was putin^ffect on class shipments, more than 
it was on commodity shipments. 

Mr. Es( H. Yea: I understand. 

Mr. (lARDiNKR. It helped quite a bit. If we had had that same 
proposition on commodity rates as well as class rates, then if the 
shipments out from San Franchisee) had been readjusted on a reason- 
able basis, we woiihl have come to some ap])roximation of being rea- 
s<mably relieved. 

There is one thing that occurs to me in connection with this dis- 
cussion and in connection with these empty cars, and so forth. Thi* 
railroad companies all presented to the Interstate Commerce Com- 
mission all the evidence and all the arguments which they have at 
their disposal, and the Interstate Commerce Commission in the face 
of that has said, in effect, that the intermountain rates are too higli; 
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that they should be made to correspond with the terminal rates. 
We have, therefore, the decision of a duly constituted body that the 
rates should be lower. Our postition is. For heaven's sake when? 
When — when is it going to happen? We have been at it so long, 
and it has not happened yet, and for that reason we do not know 
what will happen next, and we want to make this absolute by statute. 

The Vice Chairman. There is one thing I should like to under- 
stand. Is the disproportion between what you ship in and ship out 
at Eeno as great as at San Francisco? 

Mr. Gardiner. I can only guess on that. That requires statistics 
which I can not give you, but I should imagine that it is. 

The Vice Chairman. If it is, it desroys the argument about the 
number of empties going one way ; that is, if the proportion is just 
as great. 

Mr. Gardiner. Yes, sir; and yet they give San Francisco a lower 
rate eastward than they give us. 

The Vice Chairman. Touching the importance of your section, in 
the matter of developing your region, I will ask you, in advertising 
the advantages of any place, if good railroad facilities and favor- 
able freight rates are not about Sie best inducements you can offer 
to the investors and home seekers? 

Mr. Gardiner. The question pretty nearly answers itself. I 
should say, yes, most emphatically. 

The Vice Chairman. Good train service and good, favorable rail- 
road rates might build up your country and make it as good as any 
other part of the country? 

Mr. Gardiner. I think so. 

The Vice Chairman. And redound to the benefit of the railroads 
that serve them? 

Mr. Gardiner. Yes, sir; we begin to look upon the railroad com- 
panies as public benefactors. I do not want anyone to think I have 
it in for the railroads. I have not. The only quarrel I have is dis- 
crimination. That is the only one. I am on friendly terms with them. 

The Vice Chair^ian. We would not dispense with them for any 
consideration in the world, and all we want them to do is to treat 
us fairly. 

Mr. (tardiner. That is all ; if they would just turn Christians and 
practice the Golden Rule, we would get along with them elegantly. 

The Vice Chairman. But that would be unfashionable. However, 
it is not the corporations that are bad ; it is the officers. 

Senator Cum^hns I do not quite understand your application of 
the suggestion made by Mr. Esch with regard to loading both out 
and in. Suppose it is true that Reno loads more in than out, and 
San Francisco does otherwise, the car could be used better if carried 
on to San Francisco for its return trip ; and if the car is unloaded at 
Reno instead of being carried on to San Francisco loaded, it would 
be cheaper to carry it empty from Reno to San Francisco to get its 
load back than to carry it loaded the same distance. 

Mr. Gardiner. It certainly would. 

Senator Cum3£ins. I do not quite understand your suggestion that 
a condition of that kind might be some explanation for the discrimi- 
nation in the rates. 

Mr. Gardiner. I did not intend to offer that as my suggestion. 
Mr, Esch wanted to know whether or not that might not have had 
60653—18 45 
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some possible bearing, and my idea was that the railroad companies 
might claim that some such condition existed and might use that as 
an excuse for charging more ; but what I said in addition to that was 
that if there are empties going back from Eeno there are also empties 

ffoing back from San Francisco, and they charge San Francisco a 
ess rate, hauling over the mountains, than they do us. 

Senator Cummins. I think there is a great deal of confusion about 
these proceedings before the Interstate Commerce Commission. 
I take it for granted that Judge Bartine from Nevada will give us 
an explanation of that. I would like it to appear in connection with 
your testimony, if it can be made to appear, or if it is true, that the 
fact is that after the act of 1910 was passed the railroads imme- 
diately made applications for an exception in every instance in which 
they had been charging more for the short haul than for the long 
haul. 

Mr. Gardiner. Exactly. 

Senator Cummins. And the Interstate Commerce Commission has 
been deciding those applications constantly ever since, has it not? 
There are many, many decisions since that time from those appli- 
cations? 

Mr. Gardiner. Well, if they have, and if they have affected the 
intermountain country, I do not know that. The only one 

Senator Cummins. I think in the main they have probably been 
granting them. I do not say they have affected the intermountain 
country, but it is true, is it not, that some time in 1916 the Interstate 
Commerce Commission passed on certain phases, anyhow, of the 
applications, so far as the intermountain country is concerned, and 
denied, in a degree, to an extent, the applications for the exceptions, 
and thereafter the railroad companies filed schedules advancing, upon 
certain commodities or certain kinds of traffic, their rates to the ter- 
minal points, and that brought about a complaint not only from the 
railroads but from many parts of the country, and the case that was 
decided on June 30, 1917, was an application upon the part of the 
railroads, or possibly others, too, to reopen the case that had been 
decided in 1916. 

Mr. Gardiner. I think that is true. I think the 1916 case was one 
in which they asked for a rehearing which was granted — rehearing 
or reargument — ^but the 1916 order never became effective at all. 

Senator Cummins. And then, on June 30, the Interstate Ccm- 
merce Commission denied the application for the exceptions and in- 
sisted that the discrimination between the intermountain rates and 
the terminal rates should cease. 

ilr. Gardiner. That is one effect of that order; yes, sir. 

Senator Cummins. Is not the order in just so many words a denial 
of the application? 

Mr. Gardiner. As I recall it in that case, they took up the appli- 
cation and they took up those various intermountain cases and de- 
cided them all in one, and they denied the exception and ruled that 
they should also level the rates. 

I^enator Cummins. Now, that order was to go into effect on the 
1st of October? 

Mr. Gardiner. Yes, sir. 

Senator Cummins. And before that time arrived Congress had 
passed an act which prohibited the railroads from increasinj^ a rate 
without the approval of the Interstate Commerce Commission, and 
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it left the railroads but one alternative in leveling the rates, and that 
was to reduce the intermountain rates? 

Mr. Gardinek. Yes. 

Senator Cummins. Now, unless the commission thought it had 
sufficient information to increase the terminal rates, mat act — I 
mean the last act — expressly says that that approval of the in- 
creased rate may be, if the commission so order it, put into effect 
without a hearing. I have wondered in view of the long examina- 
tion, extending over 10 or 12 years, of these rates, wh^ the com- 
mission does not know enough about the subject to either allow 
them to increase the rate at the terminal points if they think it 
right 

Mr. Gardiner. I have had the same thought myself. I do not see 
why there is any necessity for a further hearing. All of that has 
been gone into. 

Senator Cummins. I suggest these things to get the history 
straight in my own mind. I am very far from criticizing the Inter- 
state Commerce Commission. I think it has been doing the best it 
can do in view of the volume of business it has to do. 

The Vice Chairman. Did not Judge Hall and Mr. Clark, when 
they were before our conference committee, suggest that the time was 
rapidly approaching when they would be in a position to act in- 
stantly on these things without special hearings? 

Senator Cummins. I have no doubt they had this in view when 
they said they knew all about these things and did not need any 
hearings to enable them to pass upon the question of raising rates 
or reducing them. 

Mr. Thom. May I ask that the committee ask this question as a 
committee question: 

Am I right in understanding that the real criticism which the wit- 
ness makes is against the administration of the existing law, and that 
he is driven to a request for an amendment to the lawl)y disappoint- 
ment in the administration of the existing law ? 

Mr. Gardiner. Will you read that again, please? 

Mr. Thom. Am I right in understanding that the real criticism 
which the witness makes is against the administration of the existing 
law* and that he is driven to a request for an amendment to the law 
by disappointment in the administration of the existing law? 

* Mr. Gardiner. I think the questioner is right to a certain extent in 
drawing this conclusion from what I have said : We are not satisfied 
with the way that the existing law has been administered. We are 
also not satisfied with the attitude which the railroad companies have 
taken toward the existing law. We feel that the existing law was 
plain; that any railroad company could have seen, on a casual reading 
of the law, just what Congress intended, and instead of cooperating 
with Congress for a speedy settlement of the difficulty which that 
law was designed to remedy, the railroads did all they could to delay 
the taHng effect of that law; the railroads, by their own conduct, 
have invited a harsher and a more severe law, and their conduct justi- 
fies the enactment of just such a law to relieve the Interstate Com- 
merce Commission from the burdens which have been imposed upon it 
by the railroad companies in their effort to escape a law which they 
Icnew must inevitably in the long run be decided against them, but 
yet were willing to fight through all these years. 

The Chairman. Are there any other questions? 



Digitized by VjOOQIC 



708 LONG-AND-SHOET HAUt ON BAILB0AD6. 

The Vice Chairman. I have nothing. 

The Chairman. I received a telegram from the Spokane Chamber 
of Commerce asking that their hearing be postponed until Wednes- 
. day. What is the pleasure of the conmiittee? If there is no objec- 
tion. I will inform them that they can proceed on Wednesday. 

Tne Vice Chairman. For one, I hope the witnesses who wish to ap- 
pear will arrange things to appear as rapidly as possible, because we 
ought to wind up these hearings this week. 

The Chairman. Have we a witness who is prepared to go on now? 
How about you, Mr. McCarthy? 

Mr. McCarthy. I understood that to-morrow was the date set for 
me. I will be prepared the first thing in the morning. I am not pre- 
pared now. 

The Chairman. Is there anyone from the coast terminal points 
who is ready to proceed ? 

Mr. Mann. If the committee pleases, the representatives of the 
coast cities feel that they are ratner in the position of defendants 
inasmuch as they hold the opposite of the affirmative of the issue 
as far as this long-and-short-haul matter is concerned. The repre- 
sentatives of the intermountain points are asking for a change in the 
present long-and-short-haul law. We are desirous of hearing what 
they have to say, and when they have finished, our cities of the coast 
desire to be heard, and prefer to be heard in that order. 

The Vice Chairman. Do you not think you have heard enough to 
enable you to reply ? 

Mr. Mann. We have not heard anything yet. 

Senator Cummins. Would you be satisfied if the committee should 
close its hearings without hearing you? We might find ourselves 
in the position that the intermountain people will have taken up 
the entire time we can allot for these particular hearings. 

The Vice Chairman. We do not care very much about plaintiffs 
and defendants. If you can tell us anythmg, I wish you would 
take the chair and tell us what you want to. 

The Chairman. I suggest we go on with Mr. Troy, and to-morrow 
with Mr. McCarthy and then the Spokane Chamber of Commerce 
and that will conclude the hearing of the intermountain representa- 
tives. If there is no objection we will hear Mr. Troy to a conclusion. 

Mr. Shaughnessy. I submit at this point the' aforementioned 
statement of Hon. Joseph L. Bristow on the Poindexter bill, S. 3Ki, 
before the Senate subcommittee on interstate commerce, March 13. 
1918. 

STATEMENT OF HE. JOSEPH L. BBISTOW, OF KANSAS. 

Mr. Bristow. Mr. Chairman, I could not state the matter any 
more clearly, I think, than I did before the Senate committee re- 
cently in the hearings on the railroad bill that was pending at that 
time, and I would like to incorporate as my statement in this hear- 
ing my statement in that hearing, found on pages 1053 to 1001, part 
6. It states my position as clearlj'' as I could state it now, and it is 
not very long, and if that could be simply made a part of tiiis record 
I wouli appreciate it. 

The Chairman. That will be done, and it will be printed as part 
of vour statement. 

(The matter referred to is here printed in full, as follows:) 
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STATEKENT OF MR. JOSEPH L. BBISTOW BEFORE SENATE COM- 
MITTEE ON GOVERNMENT CONTROL AND OPERATION BILL 
S. RES. 171, PART 6, JANITART 24, 1918. 

Senator Robinson. It was the understanding the other day when 
you vacated the chair, Mr. Bristow, that Senator Poinde«ter desired 
to ask some questions. 

Senator Poindexter. I did ask some questions before Senator Bris- 
tow left the stand, and my purpose in asking him to return was to 
give him an opportunity to answer those questions relating to the 
question involved in the thirteenth section of this bill, as to whether 
or not we are to fix a brief time limit, or whether or not we are to 
leave that undetermined. 

My idea in asking the questions was to show some of the condi- 
tions under the present management of the roads. 

Mr. Bristow. I will read a list of roads showing the per cent re- 
turn applicable to common stock. I was requested to furnish a copy 
of the list to Commissioner Anderson in order that he might check it 
up. I have here copies of the list of roads and the authorities from 
which these figures were obtained. 

(The statement referred to is here printed in full, as follows:) 

Average rate of return upon capital and com^non stock for the S-year period, 

1915-1917. 
[25 roads or sj'stems, operating 112,000 miles in 1916.] 



Per cent of 
return appli- 
cable to all 
capital stock 
outstanding. 



Per cent of 
dividends 
paid on pre- 
ferred stock. 



[ Per cent of 
I return appU- 
I cable to 
i common, 
stock. 



Atchison, Topeka A' Santa Fe System . . . 

Vnion Pacific System 

Southern Pacific System 

Chicago, Milwaukee & St. Paul 

Chicago, Burlington & Qulncy 

Chicago 4i North Western 

Great Northern 

Northern Pacific 

Minneapolis, St. Paul & Sault Ste. Marie. 
Chicago. St. Paul, Minneapolis & Omaha 

Pennsylvania System 

New Tt ork Central Lines 

Baltimore & Ohio R. R 

Reading System 

1>elaware, Lackawanna & Western 

Lehigh Valley 

Central R. R. of New Jersey 

DcliiWHre<& Hudson 

Illinois Central 

Louisville & Nash vill3 

Norfolk & Western 

Atlantic Coast Line 

Central of Georgia 

Nashville, Chattanooga & St. Louis 

Cincinnati. New Orleans & Texas Pacific 

Average 25 roads or systems 



9.67 
11.44 
11.66 

6.36 
25.16 
10.55 

9.67 

9.75 
1L43 

9.35 
10.63 
13.07 

5.84 
n.64 
20.02 
1L31 
19.49 
n.38 
10.82 
16.14 
12.19 
10.48 

9.91 
12.77 
40.49 



5.00 
4.00 



7.00 
6. 66 



7.00 
7.00 



4.00 



4.00 
5.00 
6.00 



5.00 



U.21 



12.33 
14.76 
U.66 

5.75 
25.16 
10.99 

9.67 

9.75 
13.65 
10.74 
10.63 
13.07 

6.55 
11.64 
20.02 
U.31 
19.49 
U.38 
ia82 
16.14 
13.83 
10.49 
2L62' 
12.77 
69.60 



12.02 



Note. — The flerares for the 8 eastern roads are taken from the exhibit filed by the car- 
riers In the Fifteen Per Cent case (Ex Parte. 57). The figures for the A., T. & S. F. for 
1917 are taken from the annual report of that companv to its stockholders. For these 
9 roads the figures are actual for the three years. All of the figures for the other 16 
roads for 1917 are not available. For 1915 and 1916 they are taken from the exhibit 
flled by the Interstate Commerce Commission with the Senate Interstate Commerce Com- 
mittee; and the net railway operating income for 1917 is taken from the same source, 
except that system figures for the Union Pacific and Southera Pacific are taken from 
reports to the Interstate Commerce Commission for various affiliated roads and combined 
into system figures. Whatever increase or decrease is shown in such net operating income 
from compared with 1916 for each road has been added to or deducted from the 

net corporate Income for 1916, and the same amount of stocks and bonds outstanding as 
shown for 1016 has been used for 1917. Whatever error this method may develop is not 
thought to be sufficient to materially affect the result, as the figures are actual for the 
three years for 9 roads and for the other 16 roads they are actual for two of the three 
years and to a considerable extent for the third. 
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Mr. Bbistow. I made the statement that I thought the Missouri Pacific 
Railroad, upon the basis of compensation provided, would have a deficit and 
that it would not furnish it with a sufficient revenue to pay the interest on its 
bonded debt. Upon further inquiry I find that its return for 1917 was so 
much better than for 1916 and 1915 that it would have a small surplus after 
paying the interest on its bonded indebtedness. I also stated that the M. K. & 
T. would not have sufficient. I find upon examination that .the M. K. & T. 
would have, taking the three years, $491,000 as surplus over and above the 
interest on its bonded obligations that might be applied to the payment of 
dividends on $76,000,000 of stock, so that the return would be a small fraction 
of 1 per cent. 

I have here a list of some of the roads which under this compensation rule 
provided would not have a sufficient return to pay interest on their bonded 
obligations. 

(The statement referred to is here printed in full, as follows:) 

" There were several roads which did not earn interest charged in the fiscal 
years 1915 and 1916, for which no figures have been published for the fiscal 
year 1917. Among such roads are : 

Mile*. 

International & Great Northern 1,159 

San Antonio & Aransas Pass (bonds are guaranteed by Southern Pacific ) 724 

Duluth, South Shore & Atlantic (controlled by Canadian Pacific) 603 

New Orleans, Mobile & Chicago (formerly owned by Frisco and Louis- 
ville & Nashville) 402 

Trinity & Brazos Valley (formerly controlled by Rock Island and Colo- 
rado Southern) 357 

Colorado Midland 337 

Louisiana Railway & Navigation Co I Z^ 

Missouri, Oklahoma & Gulf 1 333 

Tennessee Central 283 

Kansas City, Mexico & Orient 738 

and several other lines operating less mileage." 

Mr. Bristow. The International & Great Northern, which I believe 
is a Texas road, 1,159 miles in length; San Antonio & Aransas Pass, 
724 miles in length; Duluth, South Shore & Atlantic, 603 miles; New 
Orleans, Mobile & Chicago, 402 miles; Trinity & Brazos Valley, 
357 miles ; Colorado Midlaind, 337 miles ; Louisiana Railway & Navi- 
gation Co., 350 miles; Missouri, Oklahoma & Gulf, 333 miles; Ten- 
nessee Central, 283 miles; Kansas City, Mexico & Orient, 738 miles: 
and there are several other lines that would not. 

As to the inquiries made by Senator Poindexter, as I understood 
the Senator, one was in regard to back hauls 

Senator Poindexter. And the other in regard to the suppression 
by the railroads of water competition? 

Mr. Bristow. Yes. Just what phase of those two questions the 
Senator wanted me to discuss was not exactly clear. I suppose by 
back haul you refer to what is commonly known as the effects of 
the long-and-short haul controversy. See if I get your point. 

As it is now, or as it used to be, and I understand it is yet, on a car- 
load of merchandise, for instance, the rate from Chicago to Spokane 
would be a fixed amount ; we will say, for illustration, $1 a hundred. 
From Chicago to Seattle, beyond Spokane, would be the same. 

Senator Poindexter. No. That is not it, Senator. 

Mr. Bristow. Oh, excuse me. It is, we will say, from Chicago to 
Seattle $1 per hundred, and from Chicago to Spokane it is $1 plus 
the rate from Seattle back to Spokane. 
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Senator Poindexter. That illustrates the principle. There are 
some variations from that, sometimes more than that and sometimes 
less, but the phase of the question that is relevant to this inquiry 
and that I intended to ask you about was the amount of unnecessary 
transportation involved in that system in the double haul to Seattle 
and back to Spokane, instead of putting the goods on at Spokane or 
in making the rates based upon that. 

Mr. Bristow. Senator, I tnink the fundamental difficulty that has 
been developed as a result of that system is in the congestion of 
terminals. As a matter of fact, the merchandise is not hauled, except 
in exceptional cases, from Chicago to Seattle and back to Spokane. 
It stops at Spokane and the railroad collects the same rate from the 
shipper at Spokane as it wouW have collected if it did carry it on to 
Seattle and brought it back again. 

Senator Poixdextkr. In the majority of cases, of course, the sys- 
tem develops a great depot at Seattle, with resulting shipments back 
of a certain percentage of the supplies of the interior country. 

Mr. Bristow. I will illustrate this by citing the situation in and 
around Kansas City, because I am so much more familiar with it and 
I can illustrate the idea. The rates in this country have been made 
so as to congest the industries in certain commercial centers. They 
have basing lines and certain points to and from which rates are 
made. The result of that at Chicago and Kansas City and at other 
similar points is that a large quantity of the merchandise is congre- 
gated there, and then it is distributed from there. 

Great industries are built up there by an artificial rate-making 
system that otherwise would not have been built up in these centers 
if the rates had been normal and based upon the service rendered. 

There are some large packing houses at Kansas City. It is a great 
traffic center. Some 25 or 30 years ago I remember when there were 
small packing houses in other points near Kansas Citjr. Those have 
all been put out of business practically, and the business has been 
centered m Kansas City, where the big packing houses are located, 
and that was done by a system of railway rates, making low rates 
into Kansas City, sometimes a less rate into Kansas City from where 
the live stock grew, out in western and central Kansas, than to the 
intermediate points. And then the rate on the dressed product from 
Kansas City back to the points of consumption would be the same as 
if the articles had been shipped from points between the point of 
consumption and Kansas City. 

The result has been, as I said before the Newlands committee, every 
steer that grows in central or western Kansas makes a trip or two to 
Kansas City and back during his life. He may be born out in west- 
em Kansas in the grazing region, and when the producer of this 
animal sells him he may not be a feeder. He wants to sell him to 
somebody who buys cattle and feeds them but does not grow them. 
A carload or a trainload, as the case may be, of these young cattle is 
gathered up and sent to Kansas Citv, and there the producers buy 
them and ship them back, because that has been made the market. 
That shipment may be 100 miles ; it may be 300 miles into this mar- 
ket. It nas been made the market by a system of rates that are in- 
equitable and, I think, unjust. This buyer will purchase his carload, 
or a number of carloads, in Kansas City, and they are shipped back 
to be f od. 
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I have known them to go back into the same county where they 
were shipped from and fed and then shipped to Kansas City for 
butcher, and sometimes they are bought by dealers there and finished 
in another way in the process of producing the higher grade meats, 
and they are shipped out again to a feeder somewhere, and then 
ultimately back again. 

This system has been developed because it creates business — ^trans- 
portation business. The railways are in business for profit, for gain; 
and, like any other business institutions, if they can develop business 
that is profitable they desire to do it. If they can so arrange their 
rates and their schedules as to create profitable business, why, it is 
to their commercial and financial interest to do so; so the centering 
of the business that I am now discussing, in Kansas City, so as to 
get this movement of live stock, and then the shipment or the prod- 
ucts — the manufactured meat, the dressed products — back into the 
country 50 or 100 or 250 or 400 miles, as the case may be, creates a 
higher and better paying business. 

Senator Poindexter. Let me ask you there what you mean by 
"business"? Do you mean transportation business? 

Mr.* Bhistow. 1 es ; it gives them more profit out of the business. 
It develops transportation business for the carriers. Now, that sys- 
tem has prevailed throughout the United States, and it has resulted 
in the creation of a lot of ' unnecessary business, because it pays the 
carriers to handle it. 

There have only been a few periods in the history of transportation 
in the United States where the railroads have had more business than 
they could do. We seem to be in one of those periods now. There 
have not been many of them. They have taought, in my experience^ 
always to develop all the business they could. 

I think that the system of rate making which has resulted in this 
congestion of business in certain ^eat terminals, at the expense of 
the smaller commercial communities, has been very unjust, and we 
passed, as Senator Poindexter remembers, some years ago an amend* 
ment to the interstate commerce law known as the long-and-short- 
haul clause, or section 4, to stop it. 

It has not been successful vet, because, unfortunately^ the Inter- 
state Commerce Commission has not enforced its provisions as was 
expected that it would, and if it had been effective and the principle 
that is outlined in that legislation had been applied, a great deal of 
the congestion which we now have would not exist. 

I might illustrate this in many other ways. What I have said in 
regard to live stock simply illustrates the system, and it is applied to 
many industries. I remember when we had a paper mill at Law- 
rence, Kans., that was doing a very-' prosperous business with about 
5W0 employees ; it was bought by a syndicate, or concern that was en- 
gaged in the purchase of these things^ A^nd ultimately junked because 
the rate system made it more profitable for them to manufacture the 
paper, which had been manufactured there or some other central 
point: 

So that the whole system, as developed, has been looking toward 
the creation of long hauls as against short hauls. 

Taking it in my own town — or in my own coranmnity, I should 
say — ^McPherson is 35 miles south of Salina, Kans. We liave a num- 
ber of wholesale grocery houses in Salina, Kans, The Union Pacific 
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runs from Salina to McPherson. The Santa Fe runs from Salina 
to McPherson, but to ship from Salina to McPherson over the Santa 
Fe the merchandise must be carried from Salina to Strong City, a 
distance, as I remember, of about 80 or 90 miles; and from Strong 
City is taken by the Santa Fe to McPherson, a similar distance. I 
may be somewhat mistaken in these miles, but it will make a move- 
ment of that merchandise of at least 150 miles, while if it was shipped 
over the Union Pacific it would go 35 miles on a straight line south. 

Now, the Santa Fe has made rates to meet the Union Pacific rate 
between Salina and McPherson, and it carries that, or it used to, 
I do not know whether it does now or not, since the cars have be- 
come in such demand, but it used to set a car out at Salina so many 
times a week to be filled with merchandise to be shipped to Mc- 
Pherson, and that car would be carried this 150 miles, and the Santa 
Fe would receive the same rate as the Union Pacific would if it had 
carried it 35 miles. 

Yet it charged all intermediate points that were farther than 35 
miles a higher rate than it charged at McPherson. It charged the 
mileage rate on all intermediate points, but when it got to McPherson 
it met the short -line rate. 

Now% as I understand, Senator, what you have in mind that these 
long hauls which may be denominated back hauls, are unnecessary 
and undesirable, and it is a waste of transportation energies. 

Senator Poindexter. An economic waste; and I desire to point 
it out as one of the great and important conditions that we are deal- 
ing with here, what to do with these railroads necessarily involved 
in this bill, as one of the results of the present system, and further- 
more, that it bears upon the question of just compensation to the 
railroads when being taken over. I do not want you to take time 
now to go into that, but answering your question as to what I had 
in«mind. They have the right to consider whether or not the system 
of compensation at present is based upon a reasonable method of 
transportation or system of transportation, 

Mr. Bristow. I am free to say. Senator, that I think that the sys- 
tem is entirely wrong, and that it should be corrected ; and while I 
do not want to criticize the Interstate Commerce Commission or in 
any way minimize the great work that it has done and the many 
abuses \t has corrected, I think it has been delinquent in the enforce- 
ment of the statute provided to break up just such conditions as this. 

As to the development of waterways I desire to say that I think 
that the greatest evil that has come from this imperfect and unwise 
system of rate making has been the destruction of water transporta- 
tion. I do not believe that water competition should be a factor 
in the making of railroad rates. I believe that the Interstate Com- 
merce Commission ought to be required to disregard water competi- 
tion in the making of railroad rates. 

The railways, by lessening the rates on competing water points, 
reducing them to a point where the water carriers could not accept 
the commerce and handle it, and then make up the loss, if loss there 
was, or penalize the communities that were not on water by excessive 
rates, have destroyed water competition. 

If that had not been permitted, this Government to-day would not 
be required to spend a billion dollars to create a merchant marine. 
The system of rate making which has been recognized by the A'meri- 
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can people and recognized by the Interstate Commerce Commission 
has destroyed the American merchant marine absolutely. 

Senator Poindexter. Will you point out briefly how that occurs! 

Mr. Bristow. Whether there may have been some slight changes in 
rates the last year or two I can not say, as I have not examined them 
for a year or two. But, to illustrate, formerly and comparatively 
recently the rates on products from California, we will say drieS 
fruits or canned goods, to Galveston over the Southern Pacific Rail- 
road were the same as they were to New York. That is, the South- 
em Pacific Railroad would carry a carload of California products 
to Galveston for the same rate that it charged if it carried that same 
carload on to New York, so that any steamship line that was seeking 
to do business between Galveston and New York could get no busi- 
ness unless it belonged to a railroad. The Southern Pacific, in order 
to control the rates, acquired the control of a steamship line, and it 
made the rates over the railroad and its steamship line to New York 
the same as it did to Galveston. And I know that steamship owners 
who sought to develop a business by water between these ports, Gal- 
veston and other Gulf ports to New York, were unable to do so be- 
cause the railway rates were so adjusted that unless they were under 
the control of a railroad they could not get any business. 

There was at one time, you gentlemen will remember, a transcon- 
tinental railway pool which controlled the rates between the Pacific 
and the Atlantic coast ports of the United States. This transcon- 
tinental railway pool acquired control of the Panama Railroad & 
Steamship Line, and it paid at one time approximately $1,000,000 
a year for the privilege of controlling the rates via Panama, which 
was afterwards reduced. And then, after a congressional investiga- 
tion, that pool was destroyed or abandoned, and the Southern Pacific 
interests acquired the Pacific Mail Steamship Co. 

Senator Kellogg. When was that ? 

Mr. Bristow. John R. Fellowes, I think, was chairman of the com- 
mittee that made the investigation ; I think in the eighties, but the 
date has slipped my mind. 

The Southern Pacific Railroad interest then acquired the Pacific 
Mail Steamship Co., and it made a contract with the Panama Rail- 
road Co., under the French regime, that gave it the exclusive right of 
through bills of lading between Atlantic and Pacific coast ports, and 
by that process water competition with the transcontinental railroads 
between the two coasts was controlled. There were then sailing ves- 
sels that competed by way of Cape Horn^ but the distance was so 
great that of course the competition was not affected. 

By processes of this kind, that have been indulged in by our rail- 
roads on the ocean, between our ocean ports on the Atlantic and the 
Pacific coasts, there are dozens of illustrations of a similar character 
that could be cited whereby the carriers, under the ^ise of meeting 
water competition, of reducing rates between ports in order to meet 
water competition and destroy it, have made it impossible to develop 
a coastwise merchant marine anything like it would have been if the 
rates had not been so used to destroy this competition. 

Take the Mississippi River. I made an investigation some years 
ago, and I discovered that the rates, as I cited to the Newlands conv 
niittee, between Memphis and New Orleans on bales of cotton was 17 
cents per 100 pounds. That is 450 miles, approximately. The rate 
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from Meridian, Miss., to New Orleans, 196 miles, was 36 cents per 100 
pounds, more than twice as much as between Memphis and New 
Orleans, a distance of 450 miles, or more than twice the distance and 
less than one-half the rate. That was justified upon the ground that 
the Memphis-New Orleans rate met water competition, and there- 
fore it was allowable, while the other was a reasonable rate for a 
rail haul. 

Now, the result has been that the great amount of transportation 
by water that existed on the Mississippi River many years ago has 
disappeared, some of it because railroad transportation is more 
speedy and more efficient for certain lines of merchandise that need 
prompt movement; some of it because — ^most of it because the rates 
were reduced below the profit line by the railroads in order to destroy 
this competition, the competition of independent steamboats. 

Senator Poindexter. And the railroads making up the difference 
upon the intermediate points? 

Mr. Bristow. Upon the intermediate points that did not have the 
opportunity of water competition. 

Senator 'Gore. Then they used to raise the rates after they de- 
stroved water competition, did they not ? 

]Vfr. Bristow. Oh, surely. After they destroyed the competition 
why they would sometimes raise the rate, and then if competition 
appeared again thej' would acain be reduced. I know there was a 
boat line established between New Orleans and either San Francisco 
or Los Angeles some years ago, that sought to do business by way of 
Panama, and the Southern Pacific reduced the rates between New 
Orleans and the Pacific coast so low that this boat line that was 
started only lasted some two or three months, and then when it was 
destroyed, the men engaged in this enterprise were broken up, the 
rates immediately went up, so that no man with anv judgment that 
did not have money to throw away would undertake to establish a 
steamship line in competition with a railroad line between points 
that the railroad could reach. And this system of rate making has 
resulted in preventing the development oJ the American merchant 
marine, inland as well as on the seas, and we have got this crisis now 
in our national history that nobody ever anticipated, but which is 
chargeable more to this unjust and selfish, and I think indefensible 
svstem, of fixing the railroad rates in our country than to anything 
else. 

Now, Senators, if there is anything else you wish to inquire I 
shall be glad to answer you. 

Senator Gore. Senator, what would be your solution of that? 
How would j^ou adjust the rates as between New Orleans — take those 
now before the canal was constructed ; what would be your plan ? 

Mr. Bristow. I think if a railroad company fixed a rate to New 
York of 50 cents per 100 pounds on canned goods, a distance of 3,000 
miles, from points in California to New York, that the Interstate 
Commerce Commission would have been justified in fixing it for 
1,500 miles, say, at 30 cents, upon the presumption that that was 
comparatively a fair rate for that portion of the service that it 
would have resulted in fair and constant rates. 

Senator Gore. You think freight ou^ht to have gone by water that 
could go by water and that by rail which could go by rail? 
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Mr. Bristow. Yes; they even absorb. I know of steel shipped 
from Pittsburgh to New York and loaded in boats in New lork 
and shipped around to San Francisco by Panama, or around the 
Horn, and the railways would adjust the rates on these same com- 
modities from Pittsburgh to Pacific coast points so as to meet that 
competition utterly disregarding the cost of the movement, and 
American railways have transported millions of tons of heavy 
commodities across the continent at rates that could not be remuner- 
ative in order to prevent steamships that could have carried at 
remunerative rates. Anyone familiar with the struggles of steam- 
ship lines on the Pacific coast, the American Hawaiian Line, which 
had a contract with the American Sugar Refining Co. for sugar at 
Hawaii to be transported to New York and other points, must be 
convinced that the principle that is embodied in the long-and-short- 
haul legislation some years ago Avas vital to the best interests of the 
country, and if it hai been followed in the spirit with which the 
legislation intended that it should be the American merchant marine 
would have been very much better than it is now. 

I do not think water competition should be considered a factor 
in determining the reasonableness of the rate for the service ren- 
dered. Whether they have got to make an unreasonably low rate in 
order to destroy some other legitimate transportation company or 
business that is just as essential to the American welfare as the rail- 
road is certainly is not a justification for extremely low rates. 

The Chairmax. Have you concluded, Senator ? 

Mr. Bristow. I have. 

Senator Gore. There is one other Question that I would like to 
ask, Mr. Chairman. The clause in the law as to substantially similar 
circumstances, you think that ought to be stricken out? 

Mr. Bristow. That was stricken out in the legislation that was 
last enacted, but the Interstate Commerce Commission was given 
permission, after examination, to make exceptions, and that has been 
so construed that while that law was passed some six ojr seven years 
ago, it is not effective yet. 

In this connection, I will say that the fact that this hearing is 
necessary is somewhat interesting, and clearly indicates that the 
executive officer that construes a statute may be much more effec- 
tive as a lawmaker than the legislators that enact it. I was in the 
Senate at the time that this measure, section 4, was enacted, and 
I believe, Mr. Chairman, that you were in the House at that time 

The Chairman. Yes. 

Mr. Bristow. I do not think there was anyone in the Senate who 
believed that the plain meaning of the words, as expressed, would 
be so contorted as to result in the administration of the statute as 
has been done. It clearly indicates that when an exception was made 
to the long-and-short-haul provision it sliould be upon a hearing by 
the Interstate Commerce Commission and a specific action by that 
commission, and the practical effect is that it is not effective in 
any particular until a hearing is had and an order making it effective 
is made. That is the practical effect of the statute, which is exactly 
the reverse of what was intended by everyone who understood it at 
the time. 

The fact that a hearing like this is necessary in order to oorroct 
an abuse that has been standing from almost the beginning of rail- 
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way operation, after two efforts have been made to correct that 
abuse — one, the original provision in the bill which contained the 
words, "under like condiJtions," and according to the construction 
of that language, why, there never were like conditions, and the 
statute was of no effect; and, then, the last phraseology by which, 
after vei-y careful deliberation, it was thought to correct the evil, 
but it seems it has not — it seems to me that there is just one way to 
make it effective and that is to make it absolute so that no exceptions 
can be made. 

It is with some hesitation that I have come to that conclusioiy be- 
cause I believe it would have been better to have administered the 
statute as it plainly indicates it was intended that it should be ad- 
ministered, so that exceptions could be made where there were valid 
reasons for such exceptions, but I ain convinced that that will not be 
done, and since that will not be done, I see no way of remedying this 
e\il and manifest injustice in our transportation system, except by 
a rigid statute, 

I do not think there is anything else that I can say, and the in- 
corporation of my remarks in the other hearing will cover the case 
so tar as I am able to discuss it. 

The Chair3ian. I would like to ask you one question, Senator 
Bristow. I do not know whether you have examined into the mat- 
ter or not, but I would like you to indicate in a general way, some- 
what in outline, because I realize that the details would be very 
voluminous, to what extent, geographically, is this country affected 
by this discrimination of higher rates for the short haul than for 
tfie long haul ? 

Mr. Bristow, I am not very familiar with the rates in the eastern 
half of the United States. 1 have been advised that so far as the 
local rates in the eastern territory are concerned, there is no such 
discrimination, but in the central and western part of the United 
States it affects almost every community. 

The Chairman. How about the South ? 

Mr. Bristow. I think the South is just as bad as the central part. 
I know in our State it has been almost universally a discrimination. 
Our commission has had a case pending before the Interstate Com- 
merce Commission for three years now. They finally got a decision 
that did not enforce the statute, but was an improvement over exist- 
ing conditions, and that decision was not three months old until, 
upon application of the carriers, it was reopened and is still pending. 
I think the discrimination is almost universal. I know it is in the 
central part of the United States. 

Senator Pomerene. Some years ago a prominent manufacturer in 
Cincinnati advised me that he had had customers in Denver and on 
the coast, and that in order to ship to Denver he found it cheaper to 
shii> to the coast and have it doubled back to Denver. Now, are you 
genius enough to explain that to my satisfaction ? 

Mr. Bristow. Senator, that can not be explained. There is a 
flimsy theory that has been offered as an excuse for it : but that is the 
best term I can use in describing the evidence that has been submitted. 

Senator Pomerene. You are more mild than usual. 

Mr. Bristow. Well, I appreciate the dignity of the presence I am 
in, and must not indulge in the language that ordinarily I ought to. 
Now, is there anything else. Senator ? I think it is universal. There 
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is not a small community in the United States that does not suffer as 
a result of this discrimination, and there are a vast number of large 
communities that are at the mercy of those that are still greater. 

The Chairman. I think in your previous statement — ^i was present 
when you made it — at the hearing on the Government control of 
railroads, you there went into the effect of this discrimination on 
water transportation. 

Mr. Bristow. I did ; and I made the statement there, and I am very 
glad to repeat it now, that if it had not been for this discrimination 
against the water carriers, the Government would not now be re- 
quired to spend $1,000,000,000 to create a merchant marine. You 
can take, and the gentlemen here representing the Pacific coast 
can cite man^ instances where water competition has been destroyed 
and ships driven off the sea and off the rivers by the crushing compe- 
tition of the railroads for the distinct purpose of destroying that 
facility of transportation, and they have destroyed it. There is noth- 
ing in the history of American commerce that is so scandalous, in my 
opinion, as the toleration of the system that has resulted in the de- 
struction of our merchant marine, and any man who will study the 
methods that have been resorted to in the past to drive water traffic 
off the rivers and the seas must come to that conclusion, if he studies 
it from an economic point of view, instead of from an interested 
point of view. 

Senator Pomerene. Senator, Senator Henderson here has sug- 
gested a question. He is too modest to put it himself, because he is 
not a member of this committee, and that was, if you have not al- 
ready explained it, to explain how this discrimination prejudices the 
small buyer and the small community in the interior, etc, 

Mr. Bristow. Senator, that is illustrated in some examples I gave 
in my former hearing. 
. Senator Pomerene. You mean before the House committee? 

Mr. Bristow. No; before the Senate committee, which, by the 
consent of the committee, I make a part of this statement; but I 
will illustrate it by repeating an illustration that is found there, be- 
cause it is so close to me and I am so familiar with it, and it so clearly 
illustrates the injustice of the system. My home is Salina, Kans., a 
small town in the central part of the State, about 15,000 population* 
Some gentleman came in there some 20 years ago or more to estab- 
lish a small grocery house. It is 186 miles west of Kansas City. The 
rate on sugar from the Pacific coast to Kansas City at that tune was 
50 cents 100 pounds, if I remember accurately. 

Mr. Shaughnessy. Fifty-five cents. 

Mr. Bristow. I was not certain whether it was 50 cents or 55 
cents — 55 cents per 100 pounds. Sugar ship^d from San Francisco 
to Kansas City, by the way of the Union Pacific, would pass through 
Salina en route to Kansas City. The rate from San Francisco to 
Salina was the rate to Kansas City plus the local rate from KaJisaa 
City back to Salina. The local rate was 29 cents 100 pounds. 

Senator Pomerene. From Kansas City to Salina I 

Mr. Bristow. From Kansas City to Salina; so that this gentleman, 
while his sugar never went to Kansas City — the car would be 
switched at Salina and unloaded into his warehouse. He was com- 
pelled to pay 29 cents and 65 cents, which is 84 cents. I tJiink, Mr. 
Shaughnessy, that at that time it was 50 cents. It is 55 cents now. 
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I think, but it is not material as to what the exact figure was. It 
was the sum of the two; so that he was paying 84 cents a hundred 
pounds for sugar unloaded at his warehouse, mat came there from 
San Francisco, while his competitors at Kansas City were paying 65 
cents a hundred pounds, and when it came to distributing that to 
the local dealers, why it was impossible for him to meet the Kansas 
City competition. ' 

Senator Pomerene. That is, Kansas City could come into Salina's 
market and take it, and the Salina merchant could not go to Kansas 
City and take their market? 

Mr. Bristow. No; he could not hold his own market, as a matter 
of fact. He was an aggressive business man and he started out to 
fight that discrimination and injustice. I was editing a little paper 
there at the time, and he came to me and explained it to me. That 
was the first information I had in regard to this phase of our trans- 
portation system, and, of course, those of us living in that section of 
The State that are suffering this discrimination are indignant, and 
were indignant and we helped him in every way that we could. He 
told me afterwards that it cost him $5,000 to try that case, through 
all of the stages tlirough which it went, and finally he got the Kansas 
City rate to Salina from the west, but he did not get any reduction 
below the Kansas City rate, but from the east he was required to pay 
the Kansas City rate, plus the rate from Kansas City to Salina, so 
that it corrected it as coming from the west, but he got no equitable 
adjustment for traffic that was moving west. 

There is not a small community in the United States that has 
undertaken to establish an industrial or commercial enterprise, 
against a powerful industrial center that has not met the same un- 
just methods and had to struggle against the same unjust conditions, 
and it is to correct this abuse which, in our section of the country 
has been universal, that these amendments to the interstate commerce 
law have been made, and after eight years' struggle, when we 
thought it was corrected, we find ourselves here now with practically 
nojprogress made. There has been some, but very little. 

The Chairman. Senator, have you recurred in your previous state- 
ment to the aspect of this case that involves a waste of effort and a 
waste of transportation facilitis, in the unnecessary length of hauls, 
and violation of economic laws generally ? 

Mr. Bristow. I think I covered that quite well. Senator. I re- 
ferred to some local movements in the State of Kansas that illus- 
trate it very clearly. Wheat and merchandise from my own town 
to other points. 

Senator Pomerene. Have you finished your answer to the Senator's 
question f 

IMr. Bristow. Yes, sir ; I have. 

Senator Pomerene. It has been suggested to me by Senator Hen- 
derson — I understand the statement has been made by certain public 
oi&cials — ^that in view of the fact that the Government has taken 
charge of these railroads, therefore there is no necessity for this 
legislation. I wish you would just express your views on that subject. 

Mr. Bristow. Well, I think the legislation should be enacted, Sen- 
ator, because I think the Government — that is, the executive branch 
of the Government — ought to have rules and laws prescribed by the 
legislative branch, directing it how to administer the affairs of the 
country. 
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Senator Pomerene. Even more than that, Senator. I am address- 
ing myself to that particular objection. It is not sound for this 
reason, that assuming this first report may become the law and the 
President is given the right to initiate rates, the final fixing of the 
rates lodges with the Interstate Commerce Commission, just as it 
did before. 

Mr. Bristow. Yes; that is true, of course, and this rule would be 
prescribing the rule for the commission to follow in the determining 
of these rates, but. Senator, I believe it ought to be prescribed for 
the Executive to follow as well. I see no reason why a thing that is 
so manifestly right as this should not be fixed as any provision of 
law should be fixed. 

Senator Pomerene. Well, if the rule is a sound one, why of course 
it ought to apply to everybody who has to deal with the fixing of 
rates, unless there is some military reason that I do not know any- 
thing about now. There may be something of that kind. 

Mr. Bristow. I take it for granted that a military necessity super- 
sedes all commercial restrictions of any kind, and it is so understood, 
and there is not anyone that does not think it ought to and would 
not be willing to incorporate any provision in the statute that per- 
mits it, because a military necessity goes to the life of the Nation, 
and everybody says and admits that that should be supreme and 
superior to any commercial necessity. 

Senator Pomerene. It can hardly be said, or at least I can not see 
how it could be said, that any military necessity would justify a 
discrimination. 

Mr. Bristow. I do not think it does. Senator. If that is offered 
as a reason, it is offered because it is believed to be an effective argu- 
ment and not a reason. 

Senator Shafroth. Have you ever heard a justification for charg- 
^ ing more for a short haul than for a long haul over the same line in 
the same direction? 

Mr. Bristow. I never have. Senator. I do not think there is any. 
Mr. Shaughnessy has asked ine. to repeat somewhat the experience I 
had when I was special commissioner of the Panama Railroad: Un- 
der the Roosevelt administration I was appointed as special commis- 
sioner of the Panama Railroad, to investigate its relation to the 
commerce of our country, with a view of recommending what should 
be done, and it was during my service in that capacity that I became 
familiar with the gross discriminations that existed in the inter- 
mountain country, and in that report which I made to the Secretary 
of War, who was then Mr. Taft, afterwards President, I set forth 
in detail quite extensively a number of the discriminations. 1 re- 
ferred to that in the hearing before this committee briefly, and while 
I do not want to repeat it, if any of you gentlemen are especially in- 
terested, you can get the report that I filed with the Secretary of War 
at that time, or if any of you desire, I can have it sent to you, wherein 
I discussed at length the situation, so far as it affects the Pacific 
coast and the intermountain region and the Gulf ports. 

Senator Shafroth. I wish you would send me one. 

Mr. Bristow. I would be glad to do that. 

The Chairman. At least. Senator, I would like you to give the 
reporter a reference to that document, so that it can be easily identi- 
fied. .4 
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Senator Pomebene. Was it printed as a public document? 

Mr. Bristow. Printed as a document. Now, the number, etc., I do 
no remember, but its general style is " Bristow's Eeport as Special 
Commissioner of the Panama Railroad," and it was filed in August, 
1905, and the Isthmian Canal Commission has, I think, a number of 
those yet. I have some of them at home that I can send you gentle- 
men. 

Senator Pomerene. How long is the report? 

Mr. Bmstow. The report proper is about 100 or 150 pages. The 
book contains a large number of exhibits that are quite interesting. 

Tlie Chairman. I understand a portion of it relates specifically to 
this question of the etfect of the long-and-short-haul administration? 

Mr. Bristow. To the methods used by the transcontinental rail- 
roads to destroy water commerce by the way of Panama. It embodies 
a report that was made by John R. Fellows, as the head of the con- 
gressional committee, away back in the eighties, I think it was. 

The Chairman. I would like very much to have those parts relat- 
ing directly to this question incorporated in this record. 

Mr. Bristow. I will send you a copy of it. Senator, and mark the 
parts that relate to this specific subject. 

The Chairman. All right, sir. 

Mr. Bristow. And if it is desirable, you can have it incorporated 
in the record as a part of my statement. 

The Chairman. Very well. 

Senator Pomerene. Mr. Chairman, may I ask, Has this bill been 
submitted to the Interstate Commerce Commission? 

The Chairman. I am not sure that it has. Senator. It should not 
require doing that, for the reason that the whole question has been 
bexore the Interstate Commerce Commission for about 20 years. It 
has been argued back and forth, and they have made a great number 
of decisions and reports on the subject covered by the biU. 

Senator Pomerene. I would like to have their observations con- 
cerning this matter. 

The Chairman. I will ask the secretary of the committee to ask 
them for a report on it. . 

Senator Pomerene. Yes ; all right. 

Senator Shafroth. I think that it has been referred to them, 
although I do not know whether recently. I know I have had a bill 
before the Senate for a number of years; even when I was a Member 
of Uie House 20 years ago I had a bill, but did not make any progress 
on it. 

Senator Pomerene. Could you not get that bill through in 20 
years? 

Senator Shafroth. Could not get it through in 20 years. 

Mr. Bristow. Was there anything further, gentlemen? 

The Chair3ian. That is all. Senator. Much obliged to you. 

Mr. Shaughnesst. I submit at this point the aforementioned 
statement of Hon. F. A. Jones, chairman of the Railroad Commis- 
sion of Arizona. Mr. Jones was for many years engaged in railroad 
service in the capacity of assistant traffic manager on western lines 
reaching the Pacific coast, and he, therefore, speaks from intimate 
knowledge regarding the theory and science of rate making. 

60653—18 46 
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STATEMENT OF ME. F. A. JONES, OF THE ARIZONA COBFOEATIOH 

COMMISSION. 

Mr. Jones. The Arizona Corporation Commission is a body created 
by our constitution. 

The Chairman. What is your home address? 

Mr. Jones. Phoenix; State capital. I am chairman of the com- 
mission. I represent, of course, our State commission and the people 
of Arizona in this matter and in other matters of this kind, and 
before the Intei-state Commerce Commission in matters relating to 
the fourth section. In the West I have heretofore appeared for New 
Mexico State Commission, for certain commercial organizations on 
the west slope of the Rocky Mountains, Grand Junction Chamber of 
Commerce, Montrose-Delta Counties Freight Bureau, and also for 
the Interior Counties Freight Bureau of southern California. 

I have been a member of the State commission since Arizona was 
admitted to statehood, six years ago. For the five years prior to that 
I represented State commercial organizations in Arizona, who were 
then seeking to bring about a modification of the freight-rate situa- 
tion, with particular reference to the fourth section. For some years 
prior to that time I was continuously and actively engaged in rail- 
road Work, mainly in traffic departments, and divided between inter- 
mediate or interior points and terminal points on the coast. Mv 
experience covers something like 30 years, varied, as I have stated, 
a part of which has been, and the greater part of which has been, in 
positions where I have had to do with the making of rates and meet- 
ing the conditions that are being discussed. 

The first effort of Arizona to bring about a rate adjustment of 
freight rates was a case brought by the Shippers Union of Phoenix, 
in 1898. That case, by the way, while an opinion was rendered by 
the Interstate Commerce Commission, was left undecided. They 
found the facts to be that the rates to Phoenix were some 200 or 300 
per cent higher than to the more distant coast points, but did not 
give them relief, stating that those conditions had long prevailed; 
that it woirld upset the traffic map of the world, and that they had 
other cases under consideration and would reach disposition oi that 
case later. That was the last of that case. Just about 10 years after 
that, or in 1908, T was engaged by the commercial organizations of 
Arizona to institute proceedings, and, without knowing of similar 
action on the part of Keno and Spokane, we filed our complaint^ and 
from that time to this time I have been rather intimately associated 
with the litigation before the courts and the Interstate Commerce 
Commission. 

I should like to say, in connection with this long-and-short-haiil 
proposition, that I made a statement at some length oefore the New- 
lands committee in San Francisco. It will be found in part 13, com- 
mencing at page 468. My observations there are confined almost 
exclusively to the long-and-short-haul situation. 

The Chairman. At that point, in order that there may be no mis- 
understanding about it, Mr. Shaughnessy spoke this morning about 
desiring to incorporate in this record son'ie portion of the statements 
made before that joint conmiittee. I don't know whether he under- 
stood what I said in response to that. I suggested that care be used 
not to duplicate the printing of unnecessary matter, but within 
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reasonable limit and what you consider vital portions of that testi- 
mony, I have no objection, and I do not think Senator Myers has, 
of incorporating it with your statement now. 

Senator Myers. No ; I have no objection. 

Mr. Jones. If I may be allowed later, then, to offer those portions 
for inclusion here. 

The Chairman. Yes ; you may submit it. 

Mr. Jones. That will shorten up my statement somewhat. The 
defenise of these higher intermediate rates on the part of the rail- 
roads has always been based upon water competition. That has 
been carried through periods where the water competition was nil, 
periods when it was controlled absolutely by whe railroads through 
ownership of steamship lines, and at all times, in every case, that 
has been offered as a defense. 

In 1908 the railroads then attempted to defend all of the rates to 
all intermediate points, undertaking to justify higher rates. That 
was irrespective as to whether the commodities were seagoing or not, 
and you will recognize, of course, that there are a great many com- 
modities that can not be shipped by water on accoimt of their perish- 
ability or their peculiar character. For instance, some oils and ex- 
plosives and acids are prohibited by the tariffs of the steamship lines 
on account of the hazard. 

The Chairman. Has there been a lower rate to the Pacific-coast 
terminals allowed on the basis of water competition for those goods ? 

Mr. Jones. Yes, sir. 

The Chairman. Notwithstanding the fact that they are not 
allowed to go by water ? 

Mr. Jones. Notwithstanding that fact. Notwithstanding the fact 
that in 1908 we called the attention of the Interstate Commerce Com- 
mission specifically to the prohibitions in the tariffs of the water 
carriers, and we were still charged rates from 50 to 100 per cent 
higher on such commodities. I am making that statement to show 
you that we can not tie ourselves up or rely upon the statements of 
our railroad friends in this matter, because their position has not 
been consistent. There are certain shipments that on account of 
their character and size could not be shipped by water — thrashing 
machines and other shipments of a delicate nature — but on all such 
shipments the practice in effect, up to 1910 and 1912, was to charge 
the interior higher rates, and that was all the time defended on the 
basis of water competition, which, of course, was a fallacy. 

iVnother feature in connection with the fallacy of the provision of 
the carriers in the terminal rates, was the fact that in the past, and 
until quite recently, they have accorded inland points in California 
terminal rates — points not located on* the sea — and have refused to 
accord points located on the sea terminal rates. For instance, in 
southern California* Los Angeles, 20 miles from tidewater, has 
always had terminal rates. San Pedro, to which the water-borne 
trafiic moves, was denied terminal rates. It can not be sustained. 
The position can not be sustained that this practice has been built up 
on sound traffic or transportation conditions. 

The Chairman. You mean to say that water-borne freight whose 
destination was Los Angeles, passing through San Pedro, and there 
overland to Los Angeles, and at Los Angeles was given terminal 
rates and that San Pedro was not? 
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Mr. Jones. That was exactly the case for many years, until San 
Pedro complained of that condition a very few years ago. There 
were some approximately a hundred points granted terminal rates. 
Po3sibly five of those points were where ships actually landed. San 
Jose had terminal rates. It has been spoken here of the period when 
the merchants of San Francisco attempted to drive the railroads into 
line, in getting better rates, by putting on what was known then as 
the clipper line of ships. About that time the Southern Pacific then 
threw a trench of terminal rates around the San Francisco Bay. At 
that time I was in California and knew something of the transpor- 
tation conditions there. The proposition wa^ that to punish San 
Francisco for her efforts in furthering water transportation they 
would give this cordon of inland points terminal rates, so that the 
inland points might redistribute and handle their business by rail. 

The Chairman. You don't mean to say that the railroads, having 
derived all of this benefit from water competition, actually did not 
want any water competition? 

Mr. Jones. In that case they went to considerable length to anni- 
hilate it, and did annihilate it. It cost the merchants of San Fran- 
cisco a great deal of money directly. Indirectly they may have 
Srofited through getting what they were after. Commercial con- 
itions in the past, up to at least the time of the opening of the canal, 
were the conditions that controlled the terminal rate situation. Now, 
there has been a good deal said about westbound rates. There has 
not been much said, if anything, about eastbound rates. The rates 
from California points into Arizona, say, for a distance of 400 miles — 
for a 400-mile haul, on almost all commodities, is as high as the rates 
on the same commodities over the same line, through those points to 
Kansas City and to Chicago. Formerly they were higher, but we 
did get — by some effort we did get an ironing out oi this incon- 
sistency in eastbound rates. 

Something has been mentioned about hides and wool. We sub- 
mitted a case to the Interstate Commerce Commission and showed 
that our rate on wool was $2.75 a hundred from Arizona points, a 
large wool-producing State, to Boston, and the rate from California 
was $1, at a time when there was no forcible water competition. 
The rates on hides are just about the same proportion. You could 
ship hides from Phoenix to Los Angeles, reconsign them to Mil- 
waukee, on a less rate than jou could ship them direct from Phoenix 
to Milwaukee. That was m deference to the people who assemble 
these shipments in California and agreed that if that assembling 
rate was made they would ship their business over particular lines 
that may have interested themselves in making those rates. I simply 
call attention to those facts to show what we have contended with in 
the past and to show also that the situation has been that the rail- 
roads have attempted to defend, absolutely inconsistent, and their 
position has not squared with the facts. 

The Chairman. Let me ask you just one more question on that 
point: How is water competition involved on rates from interior 

foints to Pacific coast terminals, say, from Cincinnati or Pittd^ur^f 
understand — I may be mistaken about it— that certain low rates aru 
made from Pittsburgh or from Cincinnati to San Francisco on the 
ground that there is water competition. How does the water cofn- 
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petition come in on that trip from Pittsburgh or Cincinnati to San 
Francisco ? 

Mr. Jones. It was claimed by the carriers, and I think in a few 
instances it was shown — we always felt that those were forced in- 
staiices — ^that shipments have moved as far west of the Atlantic sea- 
board as Chicago, by rail to the Atlantic .seaboard, then by water 
through the canal to Pacific coast terminals, at rates approximating, 
or, in some instances, a little less than direct rail lines, and they have 
attempted to justify blanketing the rates throughout the East, from 
points, say, east oi the Mississippi Eiver, on that theory, but the 
facts are that the business in the East, the manufacturing institu- 
tions and the big cbmmercial houses, have been strong enough to 
compel a leveling of rates in that territory ; that is to say, Detroit is 

foing to insist upon having as low a rate as New York, and New 
'ork as low as Detroit, and the result is the rates have been blanketed 
there, and that is another point in support of my statement that the 
conditions have been artincial to a great extent. There has never 
been a time in my railroad history, covering 30 years, where the 
lines in the East have set forth the same argument, or attempted in 
any way to charge higher rates from the interior than from tlie sea- 
board. If Spokane could properly be charged a higher rate than 
Seattle on westward-moving traffic, then certainly Pittsburgh or 
Buffalo or Cleveland ought to pay higher rates than New York City. 
The manager — ^the traffic manager — of the Pennsylvania lines tes- 
tified in Chicago before the Interstate Commerce Commission in one 
of these cases that the lines in the East had never contended for that, 
and in his opinion the principle was wrong, and another feature 
connected with that is the fact that but few lines participate in those 
excessive earnings, or what we call the back-haul revenue. Those 
are the lines west of Ogden and west of El Paso. For illustration, 
a carload of canned goods would move from Waterloo, Iowa, to Los 
Angeles on a rate of $200 a car. If that was dropped off in Phoenix 
the rate would be $300 a car. The Rock Island Ime, east of El Paso, 
which might participate in that haul, got the same revenue, whether 
the car was destined to Los Angeles or Phoenix. The Southern 
Pacific took up the hundred doUai-s as their proportion of the rev- 
enue. If there was good reason why the rates should be higher to 
the interior^ or if there was any reason why the rates to the terminal 
were insufficient, then you would find the lines east of these points 
contending for their share of the additional revenue, and they have 
never appeared in any of these cases with any such contention. 

Another feature connected with that that will appeal to you is the 
rates applying on products coming from a territory remote from 
water transportation. Take corn or corn products from the corn 
belt. That principle has been applied on such products; that is to 
say, a higher rate has been charged the interior, notwithstanding, as 
we all know, that the bulk of that traffic, if not all of it, moves from 
the com belt — ^wheat or flour. We paid for years $1.12 a hundred 
on flour from Kansas, when a rate at the same time was in effect over 
the same line, through those points, of 65 cents to the terminals. 
Of course, the production of flour is limited to a great extent to the 
wheat belt. I never heard of any in my traffic experience being 
shipped from the Atlantic seaboard, or from any pomt east of St. 
Paul ; that is, to the West. . 
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The Chairmax. Was it claimed that this low rate to the terminals 
was justified by water competition? 

Mr. Jones. That was the claim, and then when you would run 
down some particular commodity and try and get someone np in 
the comer on that, they would fall back on market competition. 
For instance, the rate on potatoes was always higher from Oregon 
or California to Arizona than to Chicago, for one-third the distance. 
They would say this : " You don't raise potatoes in Arizona. They 
raise lots of them in the vicinity of Chicago; that is market com- 
petition." But they justify that high scale of rates in the inter- 
mountain district. 

At the time I spoke of, in 1908, the rates, for illumination, on a 
certain commodity — on iron pipe — would be 80 cents from PittsS- 
burgh to Los Angeles, and the rate from Los Angeles to Phoenix 
would be $1.18, fifih-class rate. Our rate would be $1.98, and those 
rates were defended with just as much vigor as this situation to-day 
is being defended. 

Now, as a further illustration that the conditions are artificial, there 
^re certain commodities controlled by certain big interests that have 
not been subjected to these high rates. This is particularly true on 
coijper products that are produced extensively by big interests in 
Arizona. They have always had the same rate from those points 
that applv from points farther west, and on things entering into 
their production — on coke and on certain smelting machinery they 
have had approximately the same rate. So it all goes to show that 
it was a fictitious situation that existed, and if an institution was 
strong enough, they might bring around somersaults ; but, as I say, 
we have been working continuously for 10 years, and as has been 
stated here, the result we have got has just been a dent in the general 
situation — ^a piecemeal — and we never got what we think is anywhere 
near justice. 

Now, in making rates from the East to the West, and from the 
West to the East, there are certain defined territories that all rate 
men are familiar with, starting in at Missouri Kiver and common 
points; Mississippi Eiver and common points; Chicago, Detroit, 
and common points; Buffalo-Pittsburgh, and the Atlantic seaboard. 
Five territories, with a line drawn north and south through the map. 
The rates are stepped up as the distance increases, or down, as the 
case may be. We contend that that condition should prevail in the 
West. That is not a forced condition in the East. It is a condition 
brought about voluntarily by the railroads, the result of the com- 
bined wisdom of all of the railroad men there, in making those terri- 
torial divisions, and we are now contending for rates no higher than 
to the Pacific coast, and we still maintain that they should not be 
as high where distance is any measurable factor, and distance is a 
factor at Spokane, Reno, IPhoenix, and Salt Lake City. There 
should be that graduation. Our progress has been very, very slo^ 
and very unsatisfactory in dealing with the Interstat^e Connmerce 
Commission in these matters. I have presented cases to the Inter- 
state Commerce Commission for the Montrose and Delta County 
Freight Eates Bureau, where we showed absolute violations of the 
fourth section. We showed the rankest kind of discrimination. We 
showed a violation of eVery part of the act to regulate commerce, 
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and we got no relief. Those records are open to anyone for in- 
spection. 

There have been some statements made here, and I think possibly 
the ground has all been well covered, as to the necessity of building up 
our waterways and the conditions tnat the carriers have found them- 
selves in in the past year or two through an expansion of business. 
The railroads have jumped from one thing to another in an effort to 
straighten out affairs by placing embargoes upon certain lines or 
upon certain kinds of freight. That whole situation could be relieved 
very greatly if the country would encourage water competition in- 
stead of discouraging it, and the attitude of the Interstate Commerce 
Commission has oeen to discourage it by saying to the railroads, 
'* You may make rates unduly low, unreasonably low, for the purpose 
of taking business away from the water lines." It is a position that 
I can not reconcile with common sense. 

In response to a suggestion or request from a member of the In- 
tel-state Commerce Commission for cases where the railroads were 
doing back hauling, so called, cross hauling, or performing circui- 
tous routes, I prepared some maps, and these maps are marked with 
footnotes, showing those matters. I have also had laid out in here 
by our rate department, in a manner that is indicated on the map it- 
self, lines showing the absurditv of this long-and-short-haul proposi- 
tion, and if I mav, I should like to leave those with the committee. 
They are self-explanatory to a certain extent. 

The Chairman. They may be printed as a part of your state- 
ment. 

(The maps referred to are not published in this volume.) 

Mr. Jones. Xow, the one that I have indicated in pencil as map A 
shows that from New Orleans to San Diego the route is open in the 
tariff and traffic is solicited and carried over lines involving 3,362 
miles, when the short line is 2,000 miles. This s not an extreme llus- 
tration. I have others, but on the same map, in dotted lines, will be 
shown the route over which traffic passes to a considerable extent from 
Chicago to a point in Texas, and that is indicated here as Pyote. 
Now, the distance from Chicago to Pyote is 1,492 miles by that line, 
which is somewhat circuitous. It is not the most direct line. The 
rate to that point in Texas on electrical appliances, in carloads, is 
85 cents a hundred. Now, to a point on the main line of the Southern 
Pacific is mid- Arizona, Tucson, the distance is 2,070 miles and the 
rate is 90 cents. That rate is then reduced when it reaches San 
Pedro, a distance of 2,523 miles, to 85 cents, and then it is blanketed 
clear across the United States — from San Pedro to Portland. Ore^. — 
at the same rate, which involves a haul of 3,G94 miles. In other 
words, we are paying for 1,492 miles more than the short-line mile- 
age. 

Now, the other maps show a great deal greater disparity — show 
more circuitous routing. This shows what a waste there is in the 
present transportation situation. In one instance, on map B, the rate 
on structural steel and iron from Pittsburgh to Warfield, Tex., is 
90 cents for 1,900 miles; to California it is 90 cents for 3,076 miles. 
There is 2,100 miles intervening there that takes higher rates. To 
Tucson the rate is $1.05, 15 cents a ton higher on structural steel, and 
the remaining maps show a similar situation. 
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We have come to this conclusion after a great many years of effort, 
that there is just one solution of this situation, and that is a rigid 
long and short haul law. If the railroads can carry traffic in compe- 
tition with water lines, let them have it at reasonable rates. Let our 
coastal friends have the benefit of the water transportation and what- 
ever rates they can secure. Let us have in the interior what we de- 
serve by reason of our location and our shorter haul. Let us have a 
graduated scale of rates, similar to the rates which are made in the 
East. That, of course, is beyond this proposed amendment to the 
act. I do not think, gentlemen, there is anything further. The 
ground has been very well covered by Mr: Campbell, and there are 
others here who will cover certain features of it. I do not think I 
need take any more of your time. 

Mr. Wood. May I ask Mr. Jones a c[uestion ? 

The Chairman. Yes; give your initials and address and what in- 
terest you represent. 

Mr. Wood. F. H. Wood, general attorney and commerce counsel of 
the Southern Pacific Co. at New York. 

The Chairman. It might be better if you would sit up here at the 
table. 

Mr. Wood. Mr. Jones, in connection with your closing remarks 
about what you feel is the solution of this problem, it has been the 
contention of the railroads, has it not, that if they were compelled to 
apply at all intermediate stations rates which were low enough to 
enable them to compete with the ocean carriers at the coast, it would 
result in such a low level of rates within the intermediate country 
that their entire earnings would be endangered. Has not that been 
their position? 

Mr. Jones. They have contended that; yes, sir. 

Mr. Wood. That is what I am asking you. That has been their 
contention? 

Mr. Jones. Yes, sir. 

Mr. Wood. Xow, assume that that is so, for the sake of argument, 
and that there is a rigid long and short haul provision, and the rail- 
roads must elect whether they will retire from this business to the 
coast cities, or whether they will make these reductions in all of their 
intermediate rates and refuse to retire from the business to the coast, 
then how will that traffic get to the coast ? 

Mr. Jones. Well, of course, that is not a practical proposition. 

The Chairman. Let me make a suggestion here, and I would like 
the advice of Senator Myers in regard to it. This hearing will go on 
for some time, and this method of procedure is of some interest. It 
might be well to have an understanding in regard to it. Ordinaril\, 
where you have witnesses and cross-examination, and all of that, 
there are counsel on each side who are necessary regulators, and it 
would be impracticable at a hearing of this kind, where we haven't 
definite rules of evidence and counsel on each side, to go to the full 
length in that regard, and I would like to make this suggestion, if 
you will pardon me, that it seems to me that it would be proper to 
cross-examine, if you choose to use that term, a witness about matters 
that he has testified to, and of course that is the limit of cross- 
examination anyhow. As to arguments and questioning him as to 
your viewpoint and your side of the case, that has not come out in 
his testimony, I doubt the advisability of presenting it in tli«t 
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manner. I think you should have full opportunity to present it, but I 
scarcely think that it is proper cross-examination. 

Mr. Wood. I thought I was starting with the witness's concluding 
statement. Senator. 

The Chairman. I just make that suggestion. I will leave that 
matter with you. You want to confine it within some reasonable 
limit. 

Mr. Wood. Yes; I shall try to do that. 

Mr. Jones. Of course, your question is based upon a condition that 
will never arise. The railroads will never ask or expect to go out of 
any business. The great bulk of the business and the profitable busi- 
ness of the carriers of the Pacific Coast States, is perishable, which 
can not and never has been, at least, carried by water. In my opinion 
the carriers will not go out of any business, and I base that state- 
ment upon my past experience in the matter of rates, where, as a rule 
in the past, the railroads have taken the initiative in making rates 
and the water lines have followed them. That was departea from, 
Mr. Wood, as we know, when the Panama Canal was opened, but 
the steamship lines stated, and I think they stated in a session before 
the Interstate Commerce Commission, that they themselves made 
rates that were much lower than they could afford to maintain, but 
the conditions of the railroads to-day, where they can not haul the 
traffic, and the Southern Pacific especially has had an embargo on 
their Sunset-Gulf route for a long time. If they would lose 25 per 
cent of their traffic, they would not lose any more than they have 
not been able to carry, by i-eason of that congested condition. 

Mr. Wood. I understand. We are talkmg about after-the-war 
conditions, in large measure, in this discusison. 

Mr. Jones. Well, of course, we have got to consider the future. 
We hope that, and I believe that the traffic of the country is going to 
continue to grow. I do not believe that the extraordinary movement 
of traffic is due to the war conditions, but to the natural expansion 
of business. 

Mr. Wood. Then I understand that your attitude is based in part 
upon the assumption that if these two alternatives were presented, the 
rail carriers would never go out of the busincvss to the coast ? 

Mr. Jones. They will never go out of the business. 

Mr. Wood. But if they should, and the business should then be 
carried by water at water rates, you would not be any better off, would 
you, in your competition with the coast than you would be if it was 
carried by the railroad companies to the coast, at water rates? Your 
position would be the same either way. 

Mr. Jones. I am inclined to think the interior would respond in 
the way of increased production, so that the railroads might ter- 
minate* in the intermediate district, and possibly in time give up 
lower rates than they are now giving us. Those things have hap- 
pened. 

Mr. Wood. Now, you made some statements to the effect that this 
theory of water competition was a fallacy, and that the contention 
of the railroad companies has not squared with the facts. Beginning 
with the hearings just before the opening of the caftal and ending 
with the recent hearings of the Interstate Commerce Commission, has 
the commission had before it, not only the records of the railroad 
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companies but the records of the steamship companies as to the busi- 
ness they carried and the extent of their competition ? 

Mr. Jones. I do not know just as to what extent they have the rec- 
ords of the steamship companies. I assume they have access to the 
records of the railroad companies that they have control over. They 
have not control over the steamship lines. 

Mr. Wood. The representatives of the steamship lines appeared 
and made their presentation of the facts. 

Mr. Jones. There were some appearances of the steamship men. 
They originally appeared with the railroads in these matters, as you 
know, and later they abandoned the railroads, after the canal was 
opened. At least, tliey didn't abandon the railroads, but they found 
that their interests were not with the railroads and had taken an 
independent position. 

Mr. Wood. And they came in and testified as to the condition of 
their business and the condition of the competition with the rail- 
roads, did they not, in these cases'^ 

Mr. Jones. I would rather the record would speak for that, but I 
think your statement is true. 

Mr. Wood. And you came in and presented your views and theories, 
did you not, at length? 

Mr. Jones. Well, at as much length as we were able to. 

Mr. Wood. And we came in and presented ours at length ? 

Mr. Jones. Yes; at considerable length. 

Mr. Wood. Arid the commission made certain findings, and those 
findings supported the contentions of the railroads as to the extent 
and severity of the water competition? 

Mr. Jones. That is exactly why we are here. 

Mr. Wood. In other words, you think the commission can not prop- 
erly be intrusted to determine those questions of fact, and that i« 
why you want the power removed from them? 

Mr. Jones. I think history will sustain your statement. 

Mr. Wood. I think that is all I care to ask, Senator. 

The Chairman. Well. I would like to interpolate there on my own 
account in the record, tnat I regard it largely as a matter of deter- 
mining a policy, rather than as a decision of any set state of facts. 

We will take a recess until 10 o'clock to-morrow morning. 

(Thereupon, at 4.45 o'clock p. m., the committee adjourned to meet 
;s( 10 oci J(k a. m., lii:iiMJj»y, March 14, 1918.) 

TESTIMONY OF HON. F. A. JONES, CHAIRMAN BAILBOAD COM- 
MISSION OF ARIZONA, BEFORE NEWLANDS COMMITTEE, AT 
SAN FRANCISCO, NOVEMBER 1, 1917. 

Mr. Jones. My name is F. A. Jones, and I am chairman of the 
Corporation Commission of Arizona ; my residence is Phoenix. 

Tne Vice Chairman. Very well; make such statement as you 
desire, sir, in your own way. 

Mr. Jones. Gentlemen, I am here somewhat in response to a sug- 

festion from Senator Bristow, of ELansas, received just before I leit 
think possibly the suggestion was due to the fact that I have been 
chairman of an Association of Intermountain States, org:anized sev- 
eral years ago for the purpose, particularly, of following up the 
fourth section matter as related to the intermountain country. Since 
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coming here and hearing Mr. Thelen's statement — ^having read care- 
fully his statement made in Washingjton — ^I feel that I might shorten 
my testimony or statement by indorsing his in toto. 

*As I read Mr. Thelen's statement made in Washington^ it showed 
a great deal of study and thought, and was not only fair but very 
comprehensive and complete. There are some features of the prob- 
lems under consideration which confront the country which I do not 
think he discussed. One of them is what we now term the intermoun- 
tain-rate situation. My statement is based upon about 30 years' 
experience, gained largely in being connected with transportation 
lines in a traffic capacity, for the last 10 years equally divided as 
State commissioner and as representative of commercial organiza- 
tions seeking to bring about a readjustment of the situation that con- 
fronted them in the intermountain district in relation to the fourth 
section. 

Senator Cummins. Will you make that a little more definite? I 
suppose we all understand that, but the record might be made a 
little clearer if you would state what the fourth section is. You mean 
the fourth section of the interstate-commerce law, which relates to 
the long and short haul rates. 

Mr. ffoNEs. Yes, sir ; I first became intimately connected with those 
problems 10 years ago, when in a measure Spokane and Nevada 
and Arizona had filed complaints attacking the intermediate rate 
situation. Ten years have elapsed and we have had no definite 
decision. Orders have been entered and suspended, and we are 
to-day practically where we were 10 years ago in so far as the rate 
situation is concerned. I am not saying that in a spirit of criticism 
against the Interstate Commerce Commission, but merely stating it 
as a fact. 

In those days, when that case t^as first presented to the Inter- 
state Commerce Commission, every rate through our section in Ari- 
zona was higher by the addition of the local rate from the nearest 
terminal point back to the point, resulting in our rates being in some 
instances 300 per cent higher for a 500-mile shorter haul than to 
the terminal points. In the first presentation of that case that con- 
dition prevailed as to rates on all commodities, perishable and non- 
perishable, whether subject to water competition or not. The rail- 
roads in those days attempted to defend that situation just as vigor- 
ously as they are now defending a modified system of higher inter- 
mountain rates. They abandoned the proposition that all commodi- 
ties should have that rate, and through later adjustments have given 
the intermediate sections rates on perishable and nonseagoing com- 
modities as low and in some instances lower than the terminal 
cities.- 

Now, that brings the situation up to a solution of their difficulties. 
We had hoped that when Congress amended the fourth section of 
the act, permitting the commission, in its discretion, to permit car- 
riers to charge higher rates to intermediate points than to terminals, 
we would have some solution of that, based upon that principle. 
Since we have had no solution and no decision, we have almost 
come to the conclusion — and I am speaking officially for our com- 
mission and the Intermountain States — that the solution of that 
situation is a rigid long and short haul law, and that goes to the 
question I have heard a member of this committee ask as to the re- 
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lation of rates that may have been due to the development of water 
transportation. 

The transcontinental carriers have in the past controlled the rate 
situation to the coast, either through the ownership or partial owner- 
ship of boat lines, or by making unduly low rates and driving inde- 
pendent boat lines off of the sea. The records of the Interstate Com- 
merce Commission are complete in that respect, so that it seems to 
me that if the country wants to see water transportation developed 
that an application oj the long and short haul principle would go 
far in that direction. 

Now, if I may, I want to be permitted to say a few words with 
respect to the State and interstate regulation where it apparently 
overlaps and has been brought into conflict. I am somewhat familiar 
with tlie Shreveport case — ^that is, my familiarity goes through a 
careful reading of the opinion of the commission and of the court 
in that case — and that has always appeared to me to be a case de- 
serving the consideration of the Interstate Commerce Commission, 
but growing out of that there has been brought about by, I might 
say, the collusion of the carriers a condition where State rates have 
been adopted unfairly and unjustly, and the records of the Inter- 
state Commerce Commission will likewise bear that out. 

I am in favor of State regulation, but my mind is open on that sub- 
ject. It seems to me, gentlemen, that it would be a physical impossi- 
bility for a Federal commission to do what the State commissioners 
are now doing. Ninety per cent of our work, I think, is what we term 
informal, where a shipper or cowman or farmer or merchant comes to 
us informally and explains a condition where he would be entirely 
unable to present his case to the Federal Government on account of 
the expense and lack of knowledge of procedure. Those are disposed 
of, and usually we find no opposition on the part of the carriers to 
meet us and dispose of them informally. My statement that the In- 
terstate Commerce Commission could not well handle that work is 
based on an experience I had in Arizona in handling the traffic of a 
commercial organization under Territorial days. While we were a 
Territory our intraterritorial affairs were handled subject to the Inter- 
state Commerce Commi&sion, as you know. In 1910 an association 
complained of certain local rates, and our case was presented, and we 
believed the case was made. Up to this day there has been no decision 
rendered upon that case. Why it has not been rendered we have not 
been informed, but the facts are there. Of course, the case is unre- 
ported, but these cases can be identified on the records of the commis- 
sion. The case was continued along in a way until Commissioner 
Lane got on the commission, and I personally took the matter up 
with him, and at that time, after five years, it appeared we were going 
to be a State pretty soon, and Commissioner Lane said : " With those 
local matters out there your State can better deal with them, and I 
think we had better pass the matter up until your State commission is 
organized and gets into the cases." The matter was left in that 
shape. 

I have just been advised that Judge Bartine, of the Nevada com- 
mission, will be here Monday, and I am going to assume that before 
your hearings are closed you will have a very full exposition of the 
long-and-short-haul situation as related to the Intermountain States. 
There are representatives here from Utah, and I think Utah repre- 
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sents Idaho, and I will not dwell upon that subject. I think Judge 
Bartine is probably more able to present it than I am. 

I do not think of anything else that I care to present, gentlemen. 

Mr. EsGH. Under the original fourth section, prior to the amend- 
ment of 1910, the language inserted in that section was " Under sub- 
stantially similar circumstances and conditions.'^ Those words were 
omitted m the amendment of 1910. 

Mr. Jones. Yes, sir. 

Mr. EscH. In your opinion, was that amendment wise or unwise? 

Mr. Jones. In my opinion that amendment was wise, because the 
construction the courts have placed upon "Under similar circum- 
stances and conditions " was so broad that there could be no similar 
circumstances and conditions. 

Mr. EscH. In other words, through the courts the fourth section 
was rendered nugatory? 

Mr. Jones. Yes, sir ; absolutely. 

Mr. EscH. So Congress eliminated those words in the amendment 
of 1910 in order to give vitality to the section. Do you concede the 
justice of the commission permitting lower rates — ^transcontinental 
rates — ^to your Pacific seaboard than to the intermountain section? 

Mr. Jones. I think under present conditions that it is entirely un- 
justified. 

Mr. EscH. Now, why ? Go into that. 

Mr, Jones. In the first place, the railroads can not now take care 
of the business offered them, and in that connection, if I may be per- 
mitted 

Mr. EscH. Of course, I do not want you to consider this wholly 
under war conditions, you understand. Under present conditions the 
roads are congested, it is true, but suppose there were no war condi- 
tions. What would be your view ? 

Mr. Jones. My view is that the fourth section could well be ri^d 
with respect to the intermountain traffic. Take a representative 
point, if you please, in the intermountain district. Take Reno, Nev., 
or Salt Lake City farthet east, or Phoenix, and consider that the 
haulage from that point to the terminals is over mountains and 
deserts and ranges from 500 to 1,000 miles, it is my idea that any 
rate that would be compensatory to the terminal, it would appear to 
anyone would be amply compensatory to the intermediate point. 
Now, there may be conditions arise where the abrogation of the 
fourth section, or a modification of that, would be justified. That 
would be possible where two lines of carriers serve the same point, 
one having a circuitous line and the other a direct line and the 
circuitous line wanting to participate in that traffic. That presents 
to my mind a different situation. 

Mr. EscH. How tense is the competition just now? 

Mr. Jones. The commission found, and the facts are, that there is 
no water competition now. There has not been any water competi- 
tion for possibly two years, and the testimony of the larger water 
carriers was in substance to the effect that when it was it was their 
experience that they then had, notwithstanding the carriage through 
the canal, that the railroads would probably never have been con- 
fronted with the low scale of rates they first made. It seems to me 
that the railroads are placing themselves unnecessarily in a very in- 
consistent position — ^the transcontinental carriers — when they go to 
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the Federal commission or State commissions and ask for increased 
revenue to-day and for two years they have been sacrificing millions 
of dollars of revenue on intermountam and terminal rates that they 
claim are subnormal, unreasonably low, for no good reason that has 
ever been stated. There is a big slack there that can be taken up 
in the way of revenue, and discriminatory rates, being perpetuated 
against the interior could be eliminated to the great advantage of the 
interior. 

Mr. EscH. Is the Pacific Mail entirely separated from the South- 
ern Pacific? 

Mr. Jones. I understand it is. 

Mr. EscH. Of course a great deal of the Pacific shipping has been 
sent to the Atlantic, and that has led to a suspension or the competi- 
tion between the Panama Canal and the transcontinental lines. That 
may be a temporary condition due to the war. We have to look at 
the matter not only during war conditions but in time of peace. 

Mr. Jones. I understand, and, of course, my statement takes into 
consideration the fact that the conditions are not normal. All the 
large water carriers have abandoned the canal. There is no regular 
service through the canal. The American-Hawaiian Lines took their 
ships out of the service and paid the transcontinental carriers a 
premium for hauling sugar that they had contracted to haul through 
the canal, and still claimed they were making money in the trans- 
action. 

Mr. EscH. Does the Tehauntepec route still serve as a competitor 
with the transcontinental lines? 

Mr. Jones. No ; it is not an active competitor. The regular service 
is through the canal. As far as I know I do not believe the Tehaun- 
tepec route has been in effect since the opening of the canal. 

Mr. Sims. I would like to ask you what is the basis of the charge— 
you can name any place. You are from Arizona ? 

Mr. Jones. Yes, sir. 

Mr. Sims. I came through Arizona partly in the day time and 
partly at night. I do not know what particular place to name. 
What particular place is on the Southern Pacific between here and 
Arizona? 

Mr. Jones. The Southern Pacific traverses the State in the south- 
ern part. 

Mr. Sims. Just name some city on that line. 

Mr. Jones. Tucson. 

Mr. Sims. You are from Arizona ? 

Mr. Jones. Phoenix, Ariz. 

Mr. Sims. Phoenix, Ariz. ? 

Mr. Jones. Yes, sir. 

Mr. Sims. Suppose there is a shipment coming from, say, Atlanta, 
Ga., or Savannah, Ga. — ^that is on the ocean — say Savannah coming 
to Tucson. Is it a fact that the rate charged is Iho ocean mte from 
Savannah to — ^^vhat is the ocean port of the Southern Pacific here? 

Mr. Jones. San Pedro, or Los Angeles Harbor. 

Mr. Sims. Do they charge a rate from Atlanta to Tucson equal to 
the water rate to Los Angeles plus the railroad rate from Los Angeles 
to Tucson '{ How do they adju>st those charges? 

Mr. Jones. The rate from Savannah to Los Angeles is a fixed rate, 
made by conference and practically agreement of the transcontinental 
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carriers, and presumably made when water competition was a factor, 
and as high as it could be made and yet what the carriers believed 
was a fair part, of the traffic. There was no real basis, if that was 
your question — no combination of rates. The rail lines had hereto- 
fore really set the pace in rate making even for the water lines. 

Mr. Sims. Then the rate was not the water rate to the nearest 
point on the railroad plus the local from there to Tucson? 

Mr. Jones. Yes; I understand your question now. That was the 
basis of rates into all Arizona points prior to about three years ago, 
when, under the suggestion of the commission, a modification of that 
was made and to points as far east from tidewater as, say, 500 miles, 
the rates might be and frequently were comewhat less than the com- 
bination. For illustration, take a 75-cent rate on steel or iron from 
Birmingham to Los Angeles — the rate to an intermediate point would 
be 75 cents plus the local rate, as you moved east, up to a point where 
it might meet a direct rate made with some respect to, we might 
say, its reasonableness. 

Sir. Sims. Take Xew York; that is on the Atlantic Ocean. Now, 
then, the water rate from New York to San Francisco — the all-water 
rate through the canal — would be anything you want to make it — 
say, $10 a ton for some kinds of freight — and from San Francisco 
east on a direct line (on the railroad line that would probably take 
it, if it came all rail) to a point, say, 500 miles east of San "Fran- 
cisco; would the rate to this interior point be the water rate plus 
the local rate from San Francisco to this interior point, the freight 
going through by rail from New York to within 500 miles of the 
coast? 

Mr. Jones. Up to two or three years ago, when the Interstate 
Commerce Commission, through a decision of Commissioner Lane, 
condemned that in measured terms — that was the basis 

Mr. Sims. What is the basis now ? 

Mr. Jones. I will try to illustrate it and make it clear. The rate, 
say. to Phoenix, on a commodity will be $1, which was made because, 
in the opinion of the railroads, it was a reasonable rate. 

Mr. Sims. From some fixed point? 

Mr. Jones. From some particular- point — ^let that be from the 
Mississippi Eiver — from St. Louis. They would make a rate of 75 
cents to Los Angeles, a farther distance, which would be 25 cents 
lcs5i on the ground that that rate was necessary in order for the 
rail carriers to compete with the water carriers. Now^ the conditions 
to-day are that that rate to an intermediate point up to the point 
where you would reach the dollar rate would be the terminal rate 
plus 75 per cent of the local. That was done by the commission 
out of deference to an appeal from places like San Bernardino and 
points not far remote from tidewater, that with the full local back, 
they would be driven out of the distributing business, and that dif- 
ference in the combination was given. That prevails to-day. 

Mr. Sims. But the facts are that the intermediate place is charged 
higher for freight, although much nearer the starting point of the 
shipment, than the point having water competition ? 

Mr. Jones. That is true. 

Mr. Sims. That is the general rule, is it not? 

Mr. Jones. That is the general rule ; yes, sir. 
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Mr. Sims. Can you give me any idea as to how that charge is 
made up? What principle controls that — what measure of deter- 
mining that or means of determining that are employed? How do 
they arrive at how much they shaU charge ? 

Mr. Jones. There is no rule or principle that I could explain. It 
is just the result of probably what the railroads would say was the 
best judgment of their traffic officials. 

Mr. Sims. The railroad, then, does charge more to a nearer point 
than to a farther one if the farther one has water competition ? 

Mr. Jones. Yes, sir. 

Mr. Sims. But it does not always charge as much more as the full 
charge to the water point and then the local from there back to the 
destination of the freight as originally billed ? 

Mr. Jones. Not at this time. 

Mr. Sims. Not at this time? 

Mr. Jones. Not at this time. 

Mr. Sims. It is simply an arbitrary method of ascertaining what 
the rates shall be ? 

Mr. Jones. To a very great extent. The making of freight rates 
in their entirety is an arbitrary matter, to a very great extent. 

Mr. Sims. Is it based on the idea that the rate thejr do make is a 
reasonable one from the point of shipment to the point of destina- 
tion? 

Mr. Jones. It would be defended if attacked by the railroads as 
being reasonable. 

Mr. Sims. Per se? 

Mr. Jones. Yes, sir. 

Mr. Sims. Giving a cheaper rate to a farther point, although, 
going over the same line, would be defended on the theory they could 
not compete with the water competitor if not allowed to do that? 

Mr. Jones. Yes, sir. 

Mr. Silfs. And your theory is that this prevents interior develop- 
ment? 

Mr. Jones. Unquestionably. It is a discrimination. It is undue 
and unjust discrimination and has retarded the development of the 
interior. 

Mr. Sims. An industry that might locate out 500 miles from the 
shore will go to the shore in order to get the competitive water rates? 

Mr. Jones. They are practically, forced to the shores. 

Mr. Sims. And your contention is that that prevents the develop- 
ment of the interior, although the interior would enjoy reascmable 
rates if there was no water competition? 

Mr. Jones. That is the theory of the railroads in defending their 
rates, that the interior is getting reasonable rates, just as originally 
they defended the interior rates as being reasonable when they were 
the terminal rates plus the full locals back. 

Mr. Thom. May I ask, Judge Sims, that you bring out this point 
whether or not their rates to the interior have not been passed on 
and in most cases fixed by the Interstate Commerce Conmnssion and 
not by the carriers? 

Mr. Sims. The witness can answer that. 

Mr. Jones. My answer would be, no ; that has not been done. 

Mr, Sims. What is your remedy for what you claim to be an unjust 
discrimination? I understood you to say that we should abolish or 
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make the rates reasonable. You mean by that that if they do carry to 
the farther point and charge 75 cents they can not charge the interior 
more than 75 cents for just a portion of that distance? 

Mr. JoNBs. My theory is that the rates should be graduated from 
the point of origin to the points of destination and at any point inter- 
mediate; where distance is a factor have the rates commensurate with 
that distance. 

Mr. Sims. You mean to adopt rigidly the mileage basis? 

Mr. Jones. Yes, sir. 

Mr. Sims. And it is necessary to the development of the interior as 
against these points where there is water competition to maintain 
such a rule oi rates? 

Mr. Jones. Yes, sir. Now, I go this much further in that respect : 
When that adjustment is made (that adjustment should be made, in 
my opinion, and made at once) and when water transportation be- 
came a potent factor — and I have stated this to the Interstate Com- 
merce Conmiission, that personally I would not oppose it — ^I would 
join with the railroads in a readjustment that would give the rail- 
roads a fair part of the terminal traffic, if it could be done ; if they 
could hold that traffic and move it at a profit. But my experience in 
the rate situation is that where water competition is met with, that 
there is always a differential between the water and rail rates. The 
rail service is more valuable. It is more regular. The hazards are 
less, and if the steamship lines running through the canal find a basis 
of rates in effect to the terminal cities, that tney will only cut under 
those rates a sufficient amount to get what they consider a fair share 
of the traffic — ^what might fill their boats — ^but in the past the rail car- 
riers have rather taken the initiative and maintained rates, and the 
steamship lines have been obliged to cut under what the railroads say 
are unreasonable rates in the first instance. 

Mr. Sims. Then your theorv is to adopt rates for the whole coun- 
try upon a mileage basis or the value of the service rendered as de- 
termined by the length of haul? 

Mr. Jones. I believe to-day that is the solution of a great many 
discriminatory situations, and would be beneficial to the carriers. 

Mr. Sims. And would result in the development of the interior 
points, which are now suffering, as you claim, from such discrimi- 
nation? 

Mr. Jones. Yes, sir: I think that would follow, as a matter of fact. 

Mr. Sims. Have you known of any instances of industries being 
dismantled, so to speak, and goi^g to the water competitive points 
after having tried to survive on the interior rates? 

Mr. Jones. It would be almost foolhardy for anyone to establish 
an industry there in the first instance, although we have had some 
instances of industries that were established and abandoned, and that 
was given as the cause, that they could not compete with the indus- 
tries at the coast. I think Utah has cases of that kind, probably to a 
greater extent than Arizona. 

Mr. Sims. Then your contention would lead to a law providing 
that if the carriers carried traffic to Los Angeles for a certain rate . 
they could not charge any more than a just proportion of that rate to 
a point nearer the shipping point than Los Angeles, regardless of 
what effect it might have on ousiness in Los Angeles? 

eoe63— 18 47 
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Mr. Jones. I think so ; yes, sir. That is my position exactly. If 
Los Angeles is getting something she is not entitled to, why, it would 
be her misfortune ii she lost it. 

Mr. Sims. She is entitled to the water rates, is she not ? 

Mr. Jones. She is entitled to the water rates, and when water com- 
petition reappears she can avail herself of the water transportation. 

Mr. Sims. I am supposing it is present for the sake of argument. 
But, having that natural advantage, you do not think that her in- 
dustries should have an advantage, then, in competing where the 
railroad is the only means of service with the interior points, by giv- 
ing them that discrimination, on account of already having a natu- 
ral advantage in the way of water rates for water shipment ? 

Mr. Jones. I do not think terminal cities are entitled to that ad- 
vantage, and it is an advantag.e 

Mr. Sims. Can you state in a general way, so the people who will 
read this record can understand it, the reasons for your contention I 
You say you do not think so. You may assume we know your rea- 
sons, but we do not. What are your arguments in favor of your 
position as to what effect it has on the interior country and what 
advantage it gives to the water competing points, etc. ? Explain it 
just as though it was a new proposition and none of us knew any- 
thing about it. 

Mr. Jones. I have tried to make it clear that in the past, even 
where there was no water competition, where the carriers by water 
wefe owned by the rail lines, this rate situation still prevailed. It 
is a matter of record and a matter of history in this State that the 
merchants at one time attempted to free themselves from that con- 
dition, from the condition of rail ownership of steamship lines, 
through the institution of a line of sailing ships, and the rates were 
made so low by the carriers that they drove those ships off the sea. 
It does not seem to me to be a healthy condition when carriers, 
either by law or by an order of the Interstate Commerce Commis- 
sion, are permitted to continue that practice. 

Now, from a practical standpoint—from a practical rate mans 
standpoint — I have had some experience in rate making, and I 
would say that the time is most opportune now for the railroads to 
establish what they would feel — and I would leave it to their judg- 
ment — is a fair line of transcontinental rates. There is nothing in- 
tervening to prevent it in the way of competitive conditions. Tha^^e 
rates should be graduated back. From a practical standpoint, when 
the water carriers reappear, they are going to make rates slightly 
under those rail rates, having in mind that their service is inferion 
and they are going to take some of that business. If through their 
own competition or own greed — if you will permit that word — they 
should go very much lower, then 1 think it is a condition that we 
might all well get together on and discuss and I am sure that the 
Interstate Commerce Commission would be able to find some solu- 
tion. The carriers in presenting this matter of lat^ have adopted 
the proposition that they should be permitted to participate in thii^ 
competitive business — water competitive business — and if they can 
show the commission that the rates they make through tidewater 
covers the out-of-pocket cost, or probably a trifle more — and they 
have attempted to measure them and have* possibly measured them— 
but if they are allowed to carry on a transcontinental line 50 per 
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cent of their traiiic at cost and can make money on other traffic, the 
interior is going to bear an undue burden in giving them a profit. 

Mr. Sims. I have heard arguments presented in connection with a 
railroad bill, that trains, having to run perhaps according to schedule 
time, if they carried freight in competition with water at the water 
competing points, that all it makes on that is an increase in its facili- 
ties to serve the interior points at a lower rate than it could if it did 
not make anything on that water competing point ; in other words, if 
they did not carry any freight against water competition, even 
though the amount received might be small, that the interior point 
would have to pay more for its freight than it does now, because the 
carriers would be deprived of whatever they did make on the water 
competing business. Have you considered that point of it and in- 
vestigated it to see what is in it? 

Mr. Jones. I have heard that argument advanced by railroad 
traffic men. I am not willing to subscribe to that doctrine. 

Mr. Sims. You do not accept that? 

Mr. Jones. No, sir. 

The Vice Chairman. That is simply nothing more than the old 
doctrine that it is better to work for nothing than to do nothing. 

Mr. Jones. Yes, sir; that is a fair illustration. I think, gentle- 
men, in that connection, that the Interstate Commerce Commission 
should have jurisdiction over transportation from one point in the 
United States to another point in the United States wholly by water. 
That would solve the situation, in my opinion. 

Mr. Sims. Would you want the commission to have the right to 
fix a minimum water competing rate? 

Tlie Vice Chairman. My committee has been afraid to go to that 
extent for fear they would raise all the water rates to the level of 
the rail rates. We thought that would be the tendency. 

Mr. Jones. Of course if that would be attempted the rail lines 
would carry all the business. »Eail transportation is more valuable 
than water transportation. 

The Chairman. Why do you think rail transportation is more 
valuable than water transportation — say, transportation from New 
York to San Francisco by water as compared with transportation 
by rail? Can not the water transportation be conducted in a shorter 
time? 

Mr. Jones. As a rule, the transportation is conducted in a shorter 
time 

The Chairman. By water? 

Mr. Jones. Bv rail. I think when the American -Hawaiian Line 
and the Luckenbach Line had regular sailings, it was shown that 
the i-ail carriers, under their schedules, would transport the traffic 
in five days shorter time from San Francisco to New Xork. But the 
hazards and insurance features and loss and damage, and a great 
many other things, enter into it and make the rail carriage more 
attractive. The shipper stows his stuff in the car and unloads it and 
is not subject to storage like the water business is. I have never 
heard that fact disputed by either the rail or water carriers, that 
the rail transportation was the more desirable. 

Senator Cummins, You mentioned, I think, that it was your opin- 
ion that the fourth section of the interstate-commerce law should 
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be made rigid bv amendment. How would you express it? In what 
form should it be made rigid? 

Mr. Jones. Just a bare statement that a railroad should not 
charge more for a shorter than a longer haul on the same line in the 
same direction. 

Senator Cummins. It would then be rigid; but is there any more 
justification for charging as much for a shorter haul as for a longer 
haul over the same line m the same direction? 

Mr. Jones. There is no justification in practice in charging the 
short-line point as high a rate as the longer-distant point if the dis- 
tance is a measurable factor in rate making. 

Senator Cummins. The act before 1910, as you say — and I think 
that is historicallv true — ^was made practically inoperative by the 
construction whicn was put upon the phrase " under substantially 
similar circumstances ana conditions." Now, the act, as we amended 
it in 1910, gave to the Interstate Commerce Commission no criterion 
or no standard whatever, but left it entirely and absolutely in the 
discretion of the commission. Now, I have always believed — and I 
contended then — that the proviso of the fourth section as amended in 
1910 was unconstitutional. When you put that question up to the 
Interstate Commerce Commission, whether they shall exempt a par- 
ticular commodity or a particular railroad from the operation of the 
general language of the section, what is the standard which the com- 
mission must emplojr — ^by what rule do they measure that? 

Mr. Jones. Well, inasmuch as they have not yet rendered a final 
decision in these intermountain cases, of course I could not state 
what their measure would be in that instance. They have laid down 
an administrative ruling that where one line of greater mileage— a 
circuitous line — operates between two points in competition with a 
short line that certain things must be shown, and I would not under- 
take to state now just what those things are; but it is perfectly 
logical that their ruling in that respect was sound, that the longer 
line must show to their satisfaction certain things ; that the imposi- 
tion of the higher rate to the intermediate point will not result in 
imdue discrimination, and that they must be a certain percentage 
higher ; that is to say — and I would not want to state those figures— 
but the line must be'longer, by a certain percentage, than the shorter 
line, and has made what I believe to be a rather logical measure of 
relief in those instances as between two rail carriers. Of course the 
supposition is that, dealing with the water situation, it must be 
shown affirmatively that the lower rate must be made to preserve to 
the carriers a share in the traffic, and that the rate must be at least 
compensatory. 

Senator Cummins. That is entirely in the discretion of the com- 
mission ? 

Mr. Jones. Absolutely. 

Senator Cummins. What we said to the commission in 1910, or 
what we said to the country, was that there should be no greater 
charge for the shorter haul than the longer haul, but that the com- 
mission could repeal the law if it wanted to, without giving any 
reason or being subject to any rule or standard legislatively laiJ 
down. 
Mr. Jones. That is correct. That is my understanding of it 
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Senator Cummins. It has always seemed to me to be the mosf 
extraordinary legislation adopted for the guidance of a legislative 
body. 

Mr. Jones. In practice it has certainly worked out disastrously to 
tlie great intermountain section. We have felt that we are not being 
treated fairly. 

Senator Cummins. Is it your opinion that Congress ought now to 
declare positively and absolutely that there should be no greater 
charge for the shorter than the longer haul in the same direction 
over the same line? 

Mr. Jones. I would answer that in the affirmative, unless Congress 
could lay down some governing rule. 

Senator Cummins. Do you know of any governing rule we could 
lay down? Have you ever put it in form? Tliat is the problem we 
have to solve. 

Mr. Jones. As between competing rail lines, I think the rule — 
the administrative ruling of the commission — that they now operate 
under would be perfectly fair, but as between rail and water carriers, 
if you want to preserve for the country the value of water trans- 
portation, it must not be destroyed by a line of rail carriers making 
rates much less than reasonable rates for the transportation they per- 
form. 

Senator Cummins. Xow, I recognize that there is an essential dif- 
ference between competition between two land carriers and competi- 
tion between a land carrier and a water carrier; and^ as to the former, 
your idea would be that if one line is more circuitous or longer than 
the other, that we permit a lower rate to run back to the competing 
point 

Mr. Jones. I think that would be a verj^ fair rule. 

Senator Cummins. Would you permit that if the long rout^ was 
so much longer as to involve a carriage at less than costf 

Mr. Jones. I should not permit that if it resulted in transporta- 
tion at less than cost. 

Senator Cummins. Now, with regard to water carriers, does the 
same rule which the railroads have adopted for the western coast 
apply also to the eastern coast ? 

Mr. Jones. I am not so familiar with the eastern coast. It has been 
significant to us that the eastern trunk lines haye never supported 
the position of the transcontinental carriers in their applications for 
relief. 

Senator Cummins. Suppose they were shipping from San Fran- 
cisco to Pittsburgh, have the carriers ever insisted upon the rate to 
New York City and back to Pittsburgh? 

Mr. Jones. "Rates have never been constructed on that basis on 
the Atlantic seaboard. 

Senator Ci mmins. Do you know why that practice has been 
adopted for the western coast and not for the eastern coast ? 

Mr. Jones. I believe it is — putting it rather bluntly and frankly — 
because the carriers have gotten away with it, and it has been a 
source of a great deal of revenue that they have not earned; and, 
further, in connection with that, it can be stated that the lines east of 
El Paso and Ogden do not participate in the divisions of interme- 
diate higher rates, or did not the last time we went into the question — 
that is, a shipment fi-om Chicago, say, to San Francisco or Los An- 
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geles over the Rock Island to El Paso, on the Southern Pacific, 
where the freight was $200, and on the same train another shipment 
dropped off at Phoenix, 500 miles shorter haul, where the freight 
would be $300, the Rock Island in both instances got the same revenue 
and lines west of El Paso took up that flap. 

Senator Cummins. Have you any information with regard to the 
volume of business that any given railroad does — for instance, the 
Union Pacific or Southern Pacific — at its terminal on the coast, as 
compared with the volume of business in the intermountain country? 

Mr. Jones. I have not in my mind those figures, Senator; but, to 
the surprise, I think, of the Interstate Commerce Commission and. 
I know, to my surprise and others, there were put into the record at 
Salt Lake City, in the last hearing of that case, figures showing that 
the traffic to the intermountain district was vastly greater than to the 
terminals. 

Senator Cummins. Do you recognize the cost of the service as a 
fair basis for making rates ? 

Mr. Jones. In making freight rates, it is very doubtful whether 
the cost of the service should govern. It is obvious that it does not 
cost any more actually, aside from the hazard, to move a carload of 
20 tons of pig iron than it does to move 20 tons of tea. Of course, 
there is a greater hazard and insurance rates on the higher class of 
commodity. The ability of the traffic to pay the rate, whether it 
would move or not, often governs the movement of the low -class com- 
modity. I think' even to those that have studied the matter a great 
many years that the state of the freight rates and the relation one 
freight rate should bear to another, as to commodities, is somewhat 
complicated and should be so arranged that it would be flexible, and 
I believe the railroad companies have been heretofore, and are at 
this time, using very good judgment, and making few mistakes in 
making their rates so that one would bear the proper relationship to 
another. 

Senator Cummins. The ability of any particular traffic to pay the 
rate is only a paraphrase for making rates so that the public welfare 
will be best promoted, is it not — or ought to be ? 

Mr. Jones. That is one way to express it. It used to be expressed 
in perhaps a more forceful way in the past — ^what the traffic would 
bear. 

Senator Cummins. It is obvious, is it not, that there are some 
kinds of traffic which must be moved at a lower rate in order that 
the public may be properly served in its distribution ? 

Mr. Jones. Yes, sir. 

Senator Cummins. Because if the rates were made purely on the 
cost of service it would prohibit the distribution of the commodity, 
whatever it may be, and various parts of the country would be de- 
prived of the use of the commodity? 

Mr. Jones. I think that is unquevStionably true. 

Senator Cummins. If that is so, there must be a discretion reposed 
somewhere in adjusting these rates from the standpoint of the pub- 
lic welfare, and that would apply to the length of haul as well as to 
the kind of commodity, and what has always bothered me — and I 
would be very glad for some light on the subject — i? to prescrihc 
some rule by which an administrative body could be governed it) 
exercising that discretion. 
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Mr. Jones. I should hate to attempt to make an answer to that 
offhand. 

Senator Cummins. At the present time the carriers themselves ex- 
ercise it very largely, and they may do it sometimes wisely and some- 
times unwisely, sometimes justly and sometimes unjustly. If we 
take that discretion from the railways and repose it in a public body, • 
we have got to give that public body some guide so that it can pro- 
ceed, for I do not think it either practicable or legal, simply to say 
to a public body, "You take this and do what you please about it." 

Mr. Jones. The Interstate Commerce Commission have construed 
that proviso substantially to that effect. 

Senator Cummins. I know they have. 

Mr. Jones. That they can do just what they please about it. 

Senator Cummins. I am perfectly free to say that I am not as 
much opposed to the fourth section as amended now as I was when 
it was originally put up. Of course, you know it was a compromise 
at that time, at least in the Senate, between the demand for a rigid 
long-and-short-haul clause, such as you have suggested, and the 
law as it existed at that time. 

Mr. Jones. Yes, sir. 

Senator Cummins. And I have really doubted whether we have 
bettered the situation or not. 

The Vice Cil\irman. In the House we thought it sufficient to 
ti*ansfer the discretion from the railroads themselves to the commis- 
sion, thinking the commission would exercise it wisely, and if not, 
that the pjersonnel of the commission could be changed so that it 
would do it wisely. 

The Chairman. Have you any jobbing centers in Arizona? 

Mr. Jones. Yes, sir; we have several, and possibly in the order of 
their importance they would be Phoenix, Tucson, but practically all 
the towns of any importance have large mercantile institutions that 
job within a radius half way to their next town. That would take in 
Flagstaff, Winslow, on the Santa Fe, and Kingland to certain points 
in the oouthern part of the State. 

The Chairman. As to those jobbing centers, has their condition 
been improved at all by the amendment which was adopted to the 
fourth section of the interstate-commerce act in 1910? 

Mr. Jones. The conditions have improved wonderfully since that 
time, not wholly by reason of any final order of the commission, but 
bv reason of the suggestions of the commission and by reason, we 
ttiink.of the constant agitation by the Intermountain States threaten- 
ing against that situation. A question came up a moment ago as to 
whether the Interstate Commerce Commission had not prescribed the 
present scale of rates. I state my answer rather broadly, having in 
mind, however, Arizona particularly. They may have prescribed — 
and I think they did prescribe — a scale of rates to Salt Lake City, 
but there has been no line of rates prescribed by the commission. 

The Vice Chairman. If the chairman will permit, did not the car- 
riers themselves, following that amendment, make a general revision 
of their rates to meet that amendment ? 

Mr. Jones. There has been an effort in that direction and we are 
very much better off. and I think our country has responded in in- 
creased business, development, population, etc. 
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The Chairman. But the change has not been as beneficial as you 
expected, or as you had a right to believe ? 

Mr. Jones. We have not had out of the situation what we beUeve 
we are entitled to. 

The Chairman. You say this beneficial change has not come from 
the action of the commission, but from the action of the carriers 
themselves in an effort to meet the purpose that the amendment was 
intended to secure? 

Mr. Jones. I do not want to be understood as saying that no bene- 
fits have been derived through the action of the commission. The 
first order in the intermountain cases — comprehensive order — was 
written by Commissioner Lane 

The Chairman. When was that given? 

Mr. Jones. That was given — I do not want to be too sure about 
that, but it seems to me in 1912. 

Mr. EscH. Was that the Spokane case? 

Mr. Jones. Yes, sir. 

Mr. EscH. Well, that was in 1912. 

The Vice Chairman. Did not the carriers themselves make their 
own revision, following this amendment of the fourth section? Did 
they not then submit a revision to the commission with applications 
for permission to exercise their discretion as to permitting these 
exceptions ? 

Mr. Jones. The commission, by appropriate order or notice, gave 
the carriers a certain period within which they might apply for ex- 
emptions where they were then violating the fourth section,- and the 
carriers generally made such applications, and that order had the 
effect of sustaining^ or at least approving temporarily, a continuation 
of the rate condition existing until the commission could take up 
and dispose of those matters. There were a great many cases in- 
volved, both freight and passenger, and spread all over the United 
States, and it was a large task to meet those. 

Tlie Chairman. Has the commission, in any case, disposed of 
those cases? 

Mr. Jones. Yes, sir; it has disposed of a great many of those 
cases. I have not followed them all closely. 

The Chairman. Favorably to the intermountain region or un- 
favorably ? 

Mr. Jones. Not with respect to the intermountain situation, be- 
cause that, as I say, is still pending. The last order issued by the 
commission was to have been effective. I think, the 1st of October, 
wliere the long-and-short-haul provision of the law would have 
been regarded — it was suspended, I understand, by reason of an 
aiiiendnient or some act passed by Congress that rates could not be 
advanced without an application from the carriers and their appli- 
cation being justified. 

Mr. EscH. That is, to increase rates? 

Mr. Jones. Yes; increase rates. We understood that was without 
any official action. 

The Chairman. That was last October? 

Mr. Jones. My impression was that the order of the commission 
issued some time ago was made effective the 1st or the 15th of Oc- 
tober. 
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Senator Cummins. You remember that it was following the de- 
cision or following the application of the fourth section to many 
of the southern railways which gave rise to an increase in certain 
rates as to which Senator Smith of Georgia complained . so bitterly 
while we were passing the last act, and out of that grew his pro- 
posed amendment, which was put in in some form when we increased 
the Interstate Commerce Commission. That all followed the ap- 
plication of this section to the situation. 

The Chairman. How do you account for the delay of some seven 
years in reaching any conclusion on this subject? 

Mr. Jones. Well, by the first order, as I started to state, of Com- 
missioner Lane's, we were deprived of the benefits we might have 
under that order by an appeal by the railroads to the coui-ts. The 
Supreme Court affirmed the decision and then the canal came along 
and was completed and various things have interposed. 

The Chairman. How has the canal been a disturbing iactor? 

Mr. Jones. Well, the railroads, when the canal was completed 
claimed that the cases should be reopened because conditions had 
very materially changed — conditions of water transportation as be- 
tween the canal and between the Tehuantepec route. 

The Chairman. Was that contention disposed of ? 

Mr. Jones. Yes, sir; that contention was disposed of after a great 
many hearings and arguments and finally resulted in this order that 
I haVe spoken of which became effective a short time ago, and which 
has been, by reason of 

The Chairman. That order was suspended by reason of the legis- 
lative order of Congress in the bill increasing the Interstate Com- 
merce Commission which forbade railroads making any increases in 
rates without the approval of the commission. 

Mr. Jones. That is my understanding; yes, sir. 

Senator Cummins. Is it not true that there was one phase of the 
vSpokane case that had received rather careful consideration and 
rather a full opinion, which related mainly to eastbound traffic in 
which the country was divided into zones, and the rates were fixed 
from the west into each of those zones ? 

Mr. Jones. That was Commissioner Lane's opinion. 

Senator Cummins. That had little, if anything, to do with the 
westbound traffic? 

Mr. Jones. Well, that went to the westbound rate situation. Cer- 
tain zones were created starting at the Missouri River and ending 
at the Atlantic seaboard, where. the rates from those zones were built 
up on certain percentages to certain points up to the terminals. 

Mr. EscH. That is where they established the zone system of rates; 
that is, from the Missouri River points to the Pacific terminals, there 
is a blanket rate, from the territory between the Missouri and Mis- 
sissippi there is a differential of 7^ per cent, between the Mississippi 
River and the Pittsburgh line, a differential of 15 per cent, and for 
the whole Atlantic coast line a differential or 25 per cent? 

Mr. Jones. Yes, sir. 

Mr. EsGH. That did not become fully operative ? 

Mr. Jones. No, sir. 

Mr. EscH. If it had become operative, would you have been ad- 
vantaged ? 
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Mr. Jones. Well, it would have been an advantage. At that time 
when that order was entered, our rates were on the old basis of the 
full back haul — the full locals back. It would have given us the 
Missouri rate — ^the same rates that apply to the terminals— ^and the 
rates would have been very much lower than the locals back, and 
would have been a relief to us in a great many ways. 

Mr. EscH. If your contention that there should be distance tariffs 
established were put into effect, it would deprive our Pittsburgh 
and Atlantic coast people of the opportunity of supply your mar- 
kets unless through the Panama Canal, and an absorption of rates 
from the interior points of production to the coast points would meet 
that competition. 

Mr.'JoxES. I do not believe it would keep any district like Pitts- 
burgs out of the market. That is my judgment. 

Mr. EsGH. The ship lines have absorbed the rail rate from Pitts- 
burgh to the Atlantic, have they not ? 

Mr. Jones. There was a time when they did that. 

Mr. EscH. And then they absorbed some of the rates from the 
Pacific coast ports to your interior here. 

Mr. Jones. They did do certain points, for the reason that the 
railroads had given those points — namely, points like San Jose and 
Sacramento — ^had given them those rates, and water lines absorbed 
those rates to compete with the railroads. 

The Vice Chairman. You referred a time or two to the rail car- 
riers driving temporarily the water carriers out of business by re- 
ducing rates. There is an amendment to the fourth section, made 
in 1910, which you have not mentioned, by which we provided if a 
rail carrier did it, that it should not afterwards increase its rates 
without showing changed conditions not attributable to competition. 
What effect has that had on the situation? Has it benefited you 
any? 

Mr. Jones. As far as I know that has not been regarded by the 
Interstate Commerce Commission. It has not regarded it in dealing 
with this situation here, at least. 

The Vice Chairman. Has it been presented before them ? 

Mr. Jones. Yes, sir ; it has been presented to them, and rates have 
been increased, I think, over the protest of certain interests. 

The Vice Chairman. Probably they decided an issue of facts 
based on the language about changed conditions. 

Mr. Jones. That might have been it. I do not attempt to speak 
authoritatively on that because I have not given that situation very 
close study. 

The Chairman. From whom does the opposition to the relief 
which the intermountain region is seeking under the amendment of 
1910 come — from the railroads or from the jobbing centers that are 
the beneficiaries of water competition ? 

Mr. Jones. From both. Senator. The Pacific coast terminal citi<?s. 
through their commercial organizations, have naturally been veiT 
active in the matter, and they have substantially throughout the con- 
troversy supported the position of the railroads. 

The Chairman. Is that true of all the coast cities — San Francisco 
and Los Angeles ? 

Mr. Jones. And Portland and Seattle. 

The Chairman. Portland and Seattle? 
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Mr. Jones. Yes, sir- 
Mr. Sims. Is that for the reason that these local cities do the job- 
bing to the near-by points which they might lose in case there was a 
rate fixed based on mileage from the East? 

Mr. Jones. Of course, they have not stated their reasons, but it is 
obvious those are the reansons; that if Salt Lake City or Phoenix or 
Keno gets the same rate as San Francisco, San Francisco could not 
supply those towns with any particular commodity. 

Mr. Sims. Do they contend, on account of the water rate they have 
from the Ea^, that thev can supply these points cheaper than these 
points could be suppliea if they received their rates from the East — 
their all-rail rates from the East, such rates as would be declared to 
be reasonable? 

Mr. Jones. I think there was a period after the opening of the 
canal, when the traffic through the canal was dense, that that was true. 
The coast cities could ship their stuff by water and rail back into the 
interior to a certain distance, and I think it was shown that the in- 
terior cities themselves availed themselves of that water rate in com- 
bination with the rail rates. 

Mr. Sims. So the coast cities contend that the interior cities are not 
injured by reason of their having this cheaper rate? 

Mr. Jones. I do not know that they have contended they are not 
injured, because they have been injured ; but they have contended that 
the injury was the result of conditions that have grown up through 
a number of years, and they should not be deprived of the advantages 
they have previously had. To a very great extent it is a fictitious 
commercial condition that can not be perpetuated under any system 
of equity. 

The Vice Chairman, Under fin amendment contained' in section 11 
of the Panama Canal act the commission may compel a railroad to 
make a connection with any ship, and the commission may also pro- 
portion the land part of the charge; so, if, after the war is over, there 
IS sufficient shipping available for commercial transportation, it 
seems to me your interior points could very easily arrange transpor- 
tation around from the Atlantic coast, or from the interior towns 
in the East around via the Pacific Ocean, under that amendment. 
It seems to me if the terms of that amendment are availed of in time 
of peace it will prove invaluable to points in the interior. 

Mr. Jones. I felt that the construction of the Panama Canal was 
an asset to the entire country, including the intermountain districts, 
and that under certain adjustments we might use that method of 
transportation. 

The Vice Chairman. You can compel an adjustment if there are 
ships available. 

Mr. Jones. Yes, sir. 

The Chairman. Has the contention of Arizona been that the inter- 
mountain charge should be reduced to a proportional part of the total 
charge to the terminal points, or has it been that the charge to the 
termmal points should be increased ? 

Mr. Jones. Well, we have not, of course, advocated an increase 
of the terminal rates. The result would be if the old rates were 
sustained an increase in the terminal rates. We have taken the 
position that, since the canal has been closed, or virtually has not 
been a factor in rate making, the carriers should observe the fourth 
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by the shippers and the State, or by the State and the Interstate 
Commerce Commission, there is scarcely any of those problems which 
can not be fairly and justly disposed of. 

Mr. EscH. Mr. Edgerton claimed that that would mean a com- 
promise. 

Mr. Jones. Of course where two people diflfer and a solution is 
found it is generally in the nature of a compromise. I do not believe 
the Shreveport matter would have ever come to the attention of the 
country, possibly, if the Texas and Louisiana commissions could have 
gotten together, or even if the Texas commission had entered its 
appearance and supported its contention before the Interstate Com- 
merce Commission. That is just my personal view. But we have a 
Shreveport case, and we have had three hearings on that case. We 
feel, with all respect to the Interstate Commerce Commission, that 
we have been treated rather unfairly, in that we have been called to 
Washington three times and to Los Angeles two or three times to 
defend a scale of State rates when the ostensible party who was com- 
plaining dropped out and the railroads assumed the position of com- 
plainant. If the carriers are going to use that situation in that way. 
it is going to cause trouble; but if, in a spirit of fairness, those inter- 
estea in the matter will go over the matter, in ninety-nine out of a 
hundred cases the matter will be solved satisfactorily. We have 
adopted a great many schedules of the Interstate Commerce Com- 
mission — ^their express schedule, their classifications, and so forth, 
and as far as we can we have adopted their plan. The great trouble, 
in my opinion, with the Interstate Commerce Commission attempt- 
ing to handle State matters at this time would be the physical impos- 
sibility of ever reaching them and possibly the expense entailed on 
the country, because the States would have to maintain State bureaus 
for the regulation of other utilities. 

Mr. EscH. One of the chief complaints under the existing practice 
is delay in getting decisions for the commission, is it not? 

Mr. Jones. That is a source of considerable complaint. 

Mr. EscH. The carriers suggest that tliere be established through- 
out the country regional commissions covering certain traffic area.? 
with possibly the right of appeal to the Interstate Commerce Com- 
mission. Would that organization, in your opinion, expedite or 
delay final decisions? 

Mr. Jones. It seems to me that would delay a final decision, because 
if either party was finally displeased there would be an appeal. 

Mr. EscH. Supposing we gave the regional commissions final au- 
thority in a certain class of cases, would you think that would be 
advisable in the interest of expedition? Do you think it could be 
done — ^to deprive them of the right of appeal, or ought we to deprive 
them of the right of appeal? 

Mr. Jones. I do not believe that they ought to be deprived of uie 
right of appeal. I do not think it would work out in practice satis- 
factorily. 

The Vice Chairman. We have now provided for an increase in tlio 
commission and also permitted it to subdivide itself into four or 
more subdivisions, each subdivision with authority to act and decide 
cases subject to revision by the entire commission under certain 
conditions. If wc had enough commissioners ns able as they ought 
to be in those positions, and say that the commissioners shall taW 
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testimony and hear cases and consider them and pass on them, in- 
stead of sending lawyers and examiners and clerks around to dispose 
of them, do you not think that would expedite matters and be more 
satisfactory? 

Mr. Jones. I do. I think there has been a great deal of dissatis- 
faction and a disposition to criticism directed against the Interstate 
Conunerce Commission by reason of that very fact you speak of. I 
do not think there is anyone who started to work with the commission 
that has not at some time found some cases rendered by the commis- 
sion where the opinion, up to the point of order, would lead you to 
believe the order would go one way and would go the other, indicating 
that the examiner, or whoever handled the case, had his mind pretty 
well made up and wrote out his opinion with the idea of reaching a 
certain conclusion and the commission, or some one, got hold of it 
and changed it. 

The Chairman. Apart from any (juestion of invading the jurisdic- 
tion exercised by the State commissions, do you think mat the estab- 
lishment of regional commissions would advance the interests of 
shippers throughout the country ? 

Mr. Jones. I think possibly it could be done. I think the organiza- 
tion could be perfected where that could be done. If the work could 
be effectually kept up, it seems to me there should be as many, if not 
more, commissionei-s as there are States. 

The Chairman. That is what I wanted to get. Do you not think 
in the intermountain regions, for instance, that more than one com- 
.niissioner would be required there? 

Mr. Jones. If they had supervision over all intrastate matters, I 
do not see how it would be possible for them to reach all the cases 
promptly. 

The Chairman. Do you think they would have to have one in every 
State? 

Mr. Jones. I think possibly under some circumstances two States 
or more might be doubled up. and possibly in some instances one State 
would be a pretty big job. This State has five commissioners and they 
are pretty busy. 

The Chairman. They handle all public utilities? 

Mr. Jones. Yes, sir. 

The Chairman. And that alone is a pretty large field of juris- 
diction. 

Mr. Jones. Yes, sir ; my observation has been, as I stated a while 
ago, that any apparent conflict between Federal and State rate mak- 
ing might be obviated by the parties at interest. We have observed 
that the railroads are unnecessarily hampered by State legislative 
enactment going to so-called safety measures and operation limiting 
the number of cars and providing for a certain number of men, and 
that those things are really confusing to the railroads, and of course, 
if one State, for instance, Arizona, has a car-limit bill, a train on the 
Santa Fe leaving Gallop in New Mexico, and coasting down the 
grade to Winslow, can pull as many cars as it can start, and in that 
case when you reach the State line, which is simply nothing but a 
signpost, to say that the conditions on the other side of the signpost 
are different, compelling a change in the train, is absurd. 

I think, with Mr. Thelen, that in the matter of supervision of bond 
and stock issues, and those matters, going to a certain extent to the 
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regulation of safety appliances and matters of that kind, that those 
matters can be better handled by the Federal Government. 

Mr. EscH. Would you apply that to full crews and headlight laws! 

Mr. Jones. Yes, sir. 

The Chairman. So as to all matters relating to the size of trains, 
hours of labor, and the public safety you think it would be wiser to 
have that jurisdiction exercised under the national power than under 
the State? 

Mr. Jones. I feel that way about it. You take the 

The Chairman. What powers do you think it is essential that 
the States themselves should hold ? How is it with reference to the 
power of taxation ? Do you deem it wiser to have the same rule of 
taxation applied all over laid down by the National Government, 
or have each State prescribe its own system of taxation? 

Mr. Jones. Well, I do not know to what extent, if any, the present 
method of taxation might result in discrimination. I can see where 
it might. 

The Chairman. You would regard that as unfortunate, would 
you not, in railroad administration ? 

Mr. Jones. Yes, sir. 

The Chairman. Giving an unfair advantage to one State as 
against another? 

Mr. Jones. Yes, sir ; it might lay a burden upon one State where 
there were more moderate tax demands than in the other, although 
when you came to the question of values if the railroad properties 
were valued in the same way, a State commission might be better 
off in knowing what those values are. I heard the matter of taxa- 
tion discussed here, and I must confess I do not ^oiow which plan 
would be better. 

The Chairman. How do you view the question as to grade cross- 
ings? 

Mr. Jones. It seems to me that grade crossings could be much bet- 
ter handled by the State. 

The Chairman. Hqw about terminal expenditures, in the way 
of stations, freight accommodations, etc., side tracks, and other 
facilities of transportation — which jurisdiction could best exercise 
its powers in the interest of the public? 

Mr. Jones. Well, there is a question in thoee matters. I do not 
know why the State could not just as well, and possibly better, look 
after the terminals, etc. As I view it now, I should be inclined to 
that opinion. The State, of course, is in touch with the necessities 
of the business. 

The Chairman. Then your idea would be to leave both jurisdic- 
tions operative in that field. You would not make it exclusive in 
the State, would you? 

Mr. Jones. As tar as I have gone into the subject I believe that 
the matter of capitalization and bond issues and matters of safety ap- 
pliances, car limits, etc., and those matters, where the State boun- 
daries can not affect the situation, that the Federal Government can 
better handle them. As I say, when the matter of regional com- 
missioners came up I was somewhat inclined to take that view. We 
find the Interstate Commerce Commission, I think, is possibly tight- 
ening up in the matter of procedure and mahdn^ it more difficult 
for a layman to get in, while the State commissions generally are 



Digitized by VjOOQIC 



LOXG-AND-SHORT HAUL ON RAILROADS. 753 

holding the doors open and letting a shipper come in and get an ad- 
justment without very much formality. 

The Chairman. Of course, you understand the whole scheme of 
the revision of national control involves bringing the regulating 
power nearer the people and communities? 

Mr. Jones. Yes, sir; of course, mere State boundaries in the final 
analysis should not govern. 

The Chairman. I can understand how taking the matter away 
from the States and moving it to Washington and centralizing it, 
would have its advantages, but my criticism is that centralizing will 
not permit it being brought closer to the people. 

Mr. Sims. Suppose there should be 20 regional commissions, would 
it not usually follow in effect, and would it not usually be a fact, 
that unless tne decision of the regional commission was a matter of 
compromise and agreement between the complainant and the rail- 
roads, there would be an appeal to the commission by one party or 
the other? 

Mr. Jones. I think so. 

Mr. Sims. Suppose they do appeal to. the central commission and 
the central commission decides against the railroad company, and 
the railroad company immediately brings suit saying the commission 
has exceeded its authority and that the decision is confiscatory. You 
will have litigation in the courts. How can you prevent this litiga- 
tion ? Those matters can be alleged and an injunction obtained, and 
until the case is tried the order is suspended, and if it is suspended 
two years before the action of the court is had, it might as well not 
have been made in the first place. 

Mr. Jones. That has been the history in some of these matters. 

Mr. Sims. Will it not be likely to happen again in the case of 
regional commissions? 

Mr. Jokes. Of course it opens the door to that. I have no doubt 
there would be a great many appeals from the regional commissions, 
in the hopes of getting a reversal. 

Mr. Sims. If the matter happened to be one of substantial impor- 
tance, either party may take an appeal and if the railroad loses it 
will take an appeal always. Now, suppose the railroad company 
does not appeal from the action of the regional commission but brings 
its suit immediately and enjoins putting the order into effect on the 
ground that the commission exceeded its authority, or that the order 
is confiscatory? The courts could review the action of the regional 
as well as the central commission. 

Mr. Jones. It would just add that one more chance of appeal and 
litigation. 

Mr. Thom. I think you will find that that matter was decided by 
the Supreme Court in a case that went up from Virginia, the case of 
Prentiss t\ Atlantic Coast Line. 

Mr. Sims. Does it hold that unless the railroad appeals to the com- 
mission, it could not attack the validity of the order? 

Mr. Thom. Until the railroad or litigant exhausts its remedy 

afforded by the statute there is no justification for litigation. That 

case arose in this way : It arose under the Virginia system, and there 

had been a decision by the State Corporation Commission of Virginia 

60653—18 48 
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as to a rate, and immediately upon that decision there was an appeal 
to the courts; but the law provided that there might be an appeal 
from that decision, and the Supreme Court held that that attack in 
the courts was premature and that they ought to follow out the 
remedy afforded by statutory process beiore attacking the order of 
the suDordinate body. 

Mr. Sims. Of course, we could provide in the statute that an appeal 
could be had by either party, and in case there was no appeal taken 
it should be final on the idea that it had been consented to. But sup- 
pose the order of the regional commission was attacked as null and 
void, as being beyond the authority of law and not having authoriza- 
tion to act in the matter, having exceeded its authority. Would you 
say the courts would not have jurisdiction to try that? 

Mr. Thom. They did say that. It was attacked on the ground in 
that case that the corporation commission had exceeded its constitu- 
tional power. 

Mr. Troy. Did not the Federal Constitution give that commission 
judicial powders? Is not that the reason of that decision? 

Mr. Thom. No. The reason was that the Virginia constitution had 
afforded a supplemental remedy, which was an anpeal from the State 
corporation commission on the question itself. Now, instead of tak- 
ing that appeal there was an attack upon the validity of the order 
in the Federal court. The lower Federal court decided the case in 
favor of the attacking party, and an appeal was taken to the Supreme 
Court, and the Supreme Court said, in an opinion delivered by Mr. 
Justice Holmes, that that attack in tne Federal court was premature: 
that thev ought, by comity, to have pursued the remedy that was per- 
mitted by the system of law. 

The Vice Chairman. You say there was a prayer for injunction? 

Mr. Thom. Yes, sir. 

The Vice Chairman. The law will not grant relief to a man who 
can get relief elsewhere. 

Mr. Troy. Was not that because the Virginia constitution pre- 
scribed that they must appeal to the court from the decision of the 
Virginia commission? 

Mr. Thom. No ; it said they might appeal to the courts, but that in 
that case the remedy was not pursued. 

Mr. Sims. But from the action of each regional commission there 
will be an appeal to the central commission. It will be appealed by 
either side, and upon the final action of the central committee its 
action may be attacked in a suit in court for lack of authority, because 
it was confiscatory ; in other words, you can finally attack the order> 
of the central commission in every case in whicb you can attack the 
order of the Interstate Commerce Commission now, on the same 
grounds ? 

Mr. Jones. That is true. 

The Chairman. Are there any railroad corporations organized 
under the laws of Arizona ? 

Mr. Jones. Yes, sir. 

The Chair3ian. Are there any operating in your State that are not 
organized under the laws of Arizona? 

Mr. Jones. Yes, sir; a ninnber. 

The Chairman. Which preponderate? 
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Mr. Jones. Well, in mileage, of course, the foreign corporations 
preponderate. 

The Chairman. How about in number? 

Mr. Jones. In number I should think it would be about an even 
si>lit. That is just a very hurried guess. 

The Chairman. Now, take the great railway systems that pass 
through your State: There are the Southern Pacific, the Atchison, 
Topeka & Santa Fe 

Mr. Jones. The El Paso & Southwestern. 

The Chairman. The El Paso & Southwestern? 

Mr. Jones. Yes, sir. 

The Chairman. How about the El Paso & Southwestern; is that 
incorporated under the laws of your State? 

Mr. Jones. I think that is. The Arizona main line and branches 
are incorporated under our laws. 

The Chairman. A separate corporation which is a part of this 
system ? 
' Mr. Jones. Yes, sir. 

The Chairman. How is it with the Southern Pacific? 

Mr. Jones. The Southern Pacific, of course, is the parent corpora- 
tion. 

The Chairman. Organized under the laws of what State? 

Mr. Jones. I think the Southern Pacific Eailway Co. is composed 
of two corporations, one a Kentucky corporation, and, I think, the 
other is a California corporation ; one an operating company and one 
an owning company. 

The Chairman. The holding company is the Kentucky corpora- 
tion and the operating company is the California corporation? 

Mr. Jones. Yes, sir. 

The Chairman. How about the Atchison, Topeka & Santa Fe? 

Mr. Jones. Their main line is incorporated under the laws of 
Kansas, I understand. Thev have some branches that they own 
M'hich were incorporated uncfer our laws which have been recently 
absorbed by the parent corporation. 

The Chairman. So that the parent corporation in Kansas owns 
the line operating in your State? 

Mr. Jones. Yes, sir. 

The Chairman. Of course, Arizona had no share in the legislation 
of Kansas or Kentucky that led to the organization of these great 
corporations. I want to ask you what you regard as the best system, 
a system that permits of the incorporation of a great system that is 
to operate in many States, of which the State of Arizona would be 
one, to be organized under the laws of a single State, and which per- 
haps does not have a mile of that railroad within its boundary, or a 
system that would submit the framing of charters of these corpora- 
tions to the jurisdiction of the National Government? 

Sir. Jones. I have only studied that situation since the question 
has been discussed here at this hearing. I have never given it any 
pi'evious consideration. There may be good reasons why it would be 
f)etter to have a national corporation, but if the sole reason would 
l)e to deprive the States of their regulatory power, I think that would 
be nn\vise. In my opinion, T think very soon after we attempted to 
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centralize control of the railroads of the United States we are going 
to have a clamor for public ownership, and that it will come. 

The Chairman. You think it would be a step in that direction? 

Mr. Jones. I do. 

The Chairman. Would it necessarily lead to it? 

Mr. Jones. It need not necessarily lead to it. 

The Chairman. If it resulted in perfected regulation, such regu- 
lation as would satisfy the public, probably there would be no danger 
of public ownership. 

Mr. Jones. It might have that effect. 

The Chairman. Do you not think it wise, before coming to public 
ownership, to perfect in every way public regulation and only going 
to public ownership when the failure of public regulation is demon- 
strated ? 

Mr. Jones. I think that should be the last resort. I think it should 
be fully demonstrated that public regulation is defective before going 
to public ownership. 

The Chairman. Now, I am as anxious as you are, or as any repre- 
sentatives of the States are, to see to it that the rights and privilege> 
of the various communities and States are protected and guarded. 
Do you not think that in the scheme of incorporation — that in adopt- 
ing a scheme of incorporation of these great railway systems — ^that 
w^e are very much more likely to have wise legislation providing for 
incorporation of such great systems when that legislation is adopttMl 
by a body in which every i^tate of the Union has representative^, 
representatives in the Senate and popular representatives in the 
House, every district in the United States represented, than if you 
were to resort to the legislature of an individual State for such legis- 
lation, and possibly a State within whose boundary there would not 
be a mile of rail belonging to the organization sought to be effected? 
What do you think al^ut that? 

Mr. Jones. Well, it would seem on the face of it that the com- 
bined part of wisdom of the representatives of several States acting 
together might give us better results than one acting singly. If it 
would be the plan to confine that incorporation to railroads serving 
more than one State, I would see no objection to it, and there might 
be great advantages, but frequently railroads of but a few miles 
purely local in their character are incorporated. We have a great 
many in our State. Whether it would be wise to incorporate tho<e 
under Federal laws or not is questionable. 

The Vice Chairman. There are two kinds of persons in the law. 
There are artificial persons, such as corporations, and there are nat- 
ural persons, such as those born of man and woman. The Constitu- 
tion provides plenty of authority to regulate commerce between the 
States, regardless of whether the persons conducting the commerce 
are natural or artificial or where they may be bom. Do you think it 
any more logical to say we could regulate these railroad corporation> 
better if they were incorporated under the Federal law than to say 
that a man must be born in the District of Columbia in order to be 
amenable to the laws of the United States? 

Mr. Jones. I have not studied that, but I agree with you. Judge, 
that centralization is unwise as an abstract proposition. 

The Chairman. Now, Judge Bartine, you may proceed. 
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STATEMENT OF H. F. BAETINE, CHAIEMAN OF THE NEVABA 
RAILBOAD COMMISSION, CABSON CITY, NEV. 

Mr. Bartine. Mr. Chairman and gentlemen, I am chairman of the 
Nevada Railroad Commission, Carson City, Nev., and my Washing- 
ton address is Congress Hall Hotel. 

I feel, gentlemen of the conmiittee, that I am addressing you 
under a very serious disadvantage to me. Those who have been 
following the course of railroad procedure which this bill is intended 
to modify and change — a great many of them at any rate — ^know 
that I have been very active in this work for something more than a 
decade, and to come in here at 3 o'clock in the afternoon and attempt 
to make a statement that would come anywhere near being compre- 
hensive would exceed my best powers of compression. 

In the city of San Francisco some months ago, before the New- 
lands committee and in the presence of Judge Sims and Mr. Esch, I 
made a five-hour statement. A week or two ago before the Senate 
committee I made another five-hour statement. Necessarily I had 
to cover some of the same ground — perhaps a good deal ^f the same 
ground. It would seem that after a man has talked for 10 consecu- 
tive hours on this particular subject he ought to have pretty nearly 
talked himself out. The fact is that in that 10 hours' talk, I have 
only skimmed the subject. If the argiiments which I have made 
before the Interstate Connnerce Commission in the intermountain 
cases, which involve this long-and-short-haul proposition, were put 
into type, I do not believe that they could be compressed within less 
than two large octavo volumes. In one speech we make one point* 
in another we make another point, always trying to get to the same 
end. Having only about two hours, with your permission, I will 
endeaA'or to simply touch the high si3ots of what I have gone over 
before, and having done that I will endeavor to answer some of the 
cjuestions that have been propounded by members of the committee 
and present some thoughts of my own that have been suggested by 
those questions. 

First, let me say to you that the bill which is now before you is 
intended to correct the worst abuse that has ever arisen in tjie conduct 
and operation of railroads in the United States. If you examine the 
interstate-commerce law, taking sections 1, 2, 3, and 4, you will find 
that there are two fundamental propositions presented by the law, 
and two evils that it is sought to guard against. One is unreason- 
able rates per se as construed by the courts. That means that a 
rate shall be just and reasonable, expressed in terms of money for 
the service rendered. To my mind there is no such thing as a reason- 
able rate which is a discriminatory rate and which gives an advan- 
tage to one person or one community over another. But the courts 
have held the word "reasonable" down to the mere rate itself, so 
that if an individual or a community is not charged any more than 
is just and fair for the service rendered, it is deemed a reasonable 
rate. But sections 2, 3, and 4 deal with the subject of discrimination. 
I will not take up sections 2 and 3 in detail, as it would require too 
much time. 

Section 4 deals with a particular kind of discrimination, a dis- 
crimination which is manifestly and palpably wrong upon its face. 
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The charging of more for a shorter haul than for a longer one upon 
the same line in the same direction, the shorter being included within 
the longer, is prima facie wrong and has been so declared by the 
Interstate Commerce Commission itself. To my mind it is not only 
prima facie wrong, but it is wrong all the way through, and it is so 
intrinsically wrong that I do not see how any man who has a jiist 
conception of the difference between right and wrong can seriously 
undertake to defend it under any circumstances. 

Now, gentlemen, you can not have failed to note that every person 
who has appeared before you in opposition to this bill has either been 
the representative of a railroad or of some community or some special 
interest to be subserved by a violation of the lonff-and-short-haui 
principle. Every question that has been propounded by members of 
this committee has led us right to that identical point. My friend, 
Mr. Esch — you will pardon me for referring to you — mentioned the 
case of the people up in his neighborhood, in his part of the country, 
desiring to get coal at a certain rate, and if they could not get it they 
would have to go out of business. It is all right for his people to get 
their coal just as cheaply as they can. Nobody objects to that, pro- 
vided it can be done without doing injustice to somebody else. But 
neither his people nor any other people have a right to get the very 
lowest rate at which a railroad chooses to transport coal to them, if it 
is going to work an injustice to somebody else who lives along the 
line of that road and who has a shorter haul. I want to say right 
here that every argument that I have heard seems to rest upon the 
idea that the demand of this bill is that the people living at the nearer 
points should have lower rates, because of the shorter haul. There 
hasn't been a single illustration given by any member of this commit- 
tee — there hasn't been a single question propounded which can not be 
answered bv the provisions of this bill itself. If the railroads can 
carry freignt a thousand miles and deliver it at some profit at the 
thousand-mile point, all right; but if it can be carriea a thousand 
miles and delivered there at some profit, then I am wholly unable to 
see why a point which is only 500 miles distant from the point of ori- 
gin should not receive the same rate. Grant, if you please, that the 
return at the farthest point is a little less than the railroad might 
fairly expect to obtain ; grant that the same rate applied at the 500- 
mile point would not yield quite as much as the railroad might fairly 
and reasonably expect to obtain, but let me ask you, is the right of a 
railroad to ejirn money the only thing to be considered? Are not 
the rights of the people living along the line of that road, and who are 
<5ontributing to the support of it — are they not also to be considered! 
Franklin Iv. Lane in one of his leading opinions in the Twenty-firet 
I. C. C, the first fourth-section case, said that people who patronize a 
railroad arc entitled to something more than just a reasonable rate. 
They are entitled to a nondiscriminatory rate. 

The railroads are not built in this country for the one sole purpose 
of enabling the projectors of those enterprises to make money. They 
are built for the benefit of the country as a whole, and they are sup- 
ported by the country as a whole, and here is the point that has been 
steadily lost sight of— as it seems to me — through this entire hcaringi 
that when you lower the rate at the farther point in order to me^t 
competition — and I may take issue with my friend Gov. Sanders on 
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this point — whether it is rail or water, the very moment you lower 
that rate at the farther point to meet the competition, keeping the 
rates up at the nearer pomt on the same line, you are creating a dis- 
crimination which places the nearer people at a disadvantage in the 
doing of their business. It doesn't seem to me that it is possible to 
get away from that proposition. 

Sitting here the other day one of the members of the committee 
brought up the matter, as an illustration, the case of two railroads 
which come together like a bow, one railroad beii^g the short line, 
representing the string, and the other representing the wooden part, 
the bow. The bow of course would be the long line. I trust that it 
will not be considered vain if I say to you that that illustration 
originated with me, whether it is of any particular value or not. I 
used it before the Senate committee. It seemed to make an impres- 
sion upon the committee. It came to me suddenly on the spur of the 
moment, but as I think it over it seems a good one. Now, I want 
to put this proposition as bearing upon the railroad situation, 
and going to the question of rates. Why was that longer road made 
following the line or curve of the bow from point A, we will say, to 
point BF There must have been some reason for it The railroad 
company never built that longer line merely to have more mileage, 
merely to spend more money in the purchase of rails and ties and 
the building of stations and digging tunnels and all that sort of 
thing. They must have had some reason for it. They may have 
pursued that circuitous route because it was the best grade, because 
it was easier to travel ; and while it was longer in mileage, it might 
have been the cheaper way to get from point to point. That is one 
motive. If so, then there is no reason why they should make any 
lower — or have any higher rate all along that line than for the 
shorter line, if it is just as good as the shorter line is. 

Another reason probably, however, is that in making the cir- 
cuitous route they swung out around in order to take in different and 
sundry towns that they could not otherwise reach and get business 
that went all along that line. On a road of that kind, 500 miles in 
length, there might be 50 points along that circuitous route, each one 
of which would contribute to the support of that railroad. Suppose 
after all that is done, they get to the farther end, 500 miles away, 
and there meet another road. Suppose they do have to lose a little 
business at that point, and suppose that after losing the business at ' 
that point, they still have a good fair return upon the entire invest- 
ment. Isn't that all they can reasonably expect? It surely must be. 
Unless there is some good reason for the construction of that cir- 
cuitous route, then to make it longer than was necessary to get from 
point A to point B is a useless expenditure of money and a waste of 
transportation energj% All railroads seek to get the shortest line 
they can for operating purposes, while at the same time, as has been 
shown repeatedly here, they are constantly seeking to adjust their 
rates in such manner as to get the longest possible haul — ^f or instance, 
carrying it from point A to point B and then carrying it back half 
way along that line. 

Mr. Shaughnessy. A long haul plus a double haul. 

Mr. Bartinb. Long hauls and double hauls. 

I want to emphasize what my brother Shaughnessy said with ref- 
erence to Senator Bristow's statement as to the situation in Kansas. 
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There is one thing that occurs to me, and I speak of it merely to 
direct your attention to it, and I hope you will i^ead it carefully. 
He referred to the circumstance that through the efforts of the rail- 
roads to build up a great terminal at Kansas City the effect was that 
every steer that went from the western point of production to that 
terminal at Kaiisas City covered that track forward and backward 
three or four times over in the course of his life. You will find it 
all set out there in detail. I can not follow it, because I can not 
remember everything he said. 

Mr. EscH. That is because of the fact that the feeders take them 
out and feed them and then send them back to market. 

Mr. Bartine. Yes ; that is it exactly. 

Now, I am not going to deny to you gentlemen that this movement 
for an inronclad long and short haul has grown very largely out of 
what are known as the intermountain rate cases. In fact, I take a 
good deal of pride in the fact that it has come to this head, and I 
think I speak the sentiment of my associates upon that point. A 
dozen years ago those intermountain rate cases were begun. The 
Spokane case m 1906, the Reno case in 1908, the Phoenix and Salt 
Lake cases about the same time as the Reno case — possibly a little 
later — ^those four together constituted the intermountain rate cases. 
We fought them along year after year. We have proved as con- 
clusively as any case was ever proved in a court or law that the 
rates charged at the intermediate points were excessive and unreason- 
able per se, and that the lower rates applied at the coast terminals 
were not in truth and in fact forced by water competition, although 
that was the pretext. We have fought those cases with a small meas- 
ure of success for about 12 years, and we have at last got results. 
That is a little too long, gentlemen, to wait for justice. The last 
order proves that our contentions were right, and inasmuch as our 
contentions were right all the time, we should have had relief in less 
than 10 or 12 years. 

The plea of the railroads — and this covers the entire country, be- 
cause these intermountain cases are nation wide in their effectr— if I 
had time I would read to you from Chief Justice White's opening 
statement, on the fourth section cases, showing that the intermountain 
cases in their effects cover the whole UnitcS States, east and west 
and north and south. And for that reason reference to the inter- 
mountain cases will throw light upon the situation throughout the 
country generally. I want to pause here and say — and you will 
pardon me if I repeat an illustration which I made use of before the 
Senate committee, because I can not think of anything better. When 
any man convinces me that it is right for a baker to charge more for 
one loaf of bread of a given weight and quality than he does for two 
loaves of bread of the same weight and quality, at the same time and 
place, then he can convince me that it is right for a railroad to 
charge more for hauling a ton of freight 100 miles than it does for 
hauling the freight that 100 miles and then a hundred miles more. 
When you can convince me of that, you can convince me that I am 
wrong on this question. And that brings me back to the proposi- 
tion that I touched upon at the start. Every argument has been to 
the effect that a railroad must be permitted to get business wherever 
it can, even though it be only at a little more than out-of-pocket 
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cost : and that every community shall have a right to buy in as many 
maxKets as it can; all of which is absolutely true if it can be done 
without injury to anybody else. That brings us right to the crux of 
this question, that is what lies at the foundation of the objection. 

Take the section to which Mr. Esch referred. Now, it is all right 
for them to get their coal as cheaply as they can, but suppose they 
get their coal at a $3 rate per ton and another point 500 miles nearer 
to the source of supply of coal has to pay $5, isn't it self-evident that 
that nearer point hasn't the slightest chance of building up business 
in competition with the point to which Mr. Esch refers i Why, it is 
as clear as light. 

Mr. Esch. There is no long-and-short-haul question concerned 
with the case I cited. 

Mr. Bartixe. Then it has no bearing on this bill. 

Mr. Esch. No; I brought it up in connection with the establish- 
ment of arbitrary zones in the distribution of coal. 

Mr. Bartike. Let me say, in regard to your zones, that there is 
no reason in the world why the zone lines could not be changed. 
They have been changed in the past, and if it is necessary to change 
tliem again in order to comply with the law it can be done. The 
railroads never hesitate to change the lines of the zones whenever 
it is necessary to do so. 

Now, then conies the question, A\Tiy do we want this law amended? 
It is constantly thrown into our faces, in the Senate committee and 
here, that if we proceed to amend the fourth section in some way we 
are casting an imputation upon the Interstate Commerce Commis- 
sion, and it is plain to note that the railroad people and everybody 
who expect a favorable decision at the hands of the Interstate Com- 
merce Commission is here armed cap-a-pie^ booted, and spurred in 
defense of the Interstate Commerce Commission. I want to say to 
you, gentlemen, that I do not know of any branch of the American 
fcroverament that is above criticism. I have heard the House of 
Representatives criticized ; I have heard individual Members of the 
House criticized; I have heard the Senate criticized; I have heard 
the President of the United States critized, and I do not know of 
any reason why the Intei'state Commerce Commission should be 
immune. I want to say to you as I proceed and comment upon some 
of the things which the Interstate Commerce Commission has done, 
which will be in the line of criticism, that it will not be quite so 
direct and pointed, as severe as the criticism which I have leveled 
directly at that commission when making arguments before it. I 
have said to that commission that in making their sweeping fourth- 
section orders, covering the whole United States and calling them 
^* special," they had not only violated the plain meaning of the 
statute, but they had violated the principle of natural justice at the 
same time. You could not make a statement to a semijudicial body 
any plainer than that, could you? I have said to them that even if 
thev were right in the law the evidence did not justify them in the 
orders which they made. I have said to them, and I say to you. that 
you can not go into a justice court and recover a calf in a replevin 
suit upon the basis of such testimony as that upon which they made 
these sweeping orders covering the whole American continent, 
because eveiy particle of testimony upon which they acted was simply 
in the line of loose conjecture and guesswork. 
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This whole abuse to which I have referred has become settled in the 
policy of the Interstate Commerce Commission. And it began long 
ago. It began in this way : Cases arose before the law was amended, 
in w^hich a higher charge was made for the shorter than for the 
longer haul, and the people living at the nearer point made their 
plea that they were being discriminated against because they wei'e 
being charged more than their neighbors on beyond were. Those 
cases went Def ore the Interstate Commerce Commission and finally 
into the Supreme Court of the United States, and there it was held 
that there was no violation of the law, because the low^er charge at the 
farther point was justified by the plea of competition at that point 
which did not exist at the nearer, and therefore the conditions were 
not the same. In other words, the difference in charge was not made 
under similar circumstances and conditions — ^to borrow the formula 
of the statute. Well, now, the people that brought those cases did 
not have any proof at hand with reference to the reasonableness of the 
rates at either point, and the cases went off as a cold question of law. 
The statute had not been violated. But taking those decisions as a 
basis, the Interstate Commerce Commission has established the policy 
of allowing railroads, where they meet water competitors and othera, 
to lower their rates in order to meet the water competition. And 
this, it is claimed, is within the fair meaning of the statute. I will 
not say that in a proper case it is not within the fair meaning of the 
statute. It is clear that the amended fourth section does contem- 
plate that some exceptions may be made to the general rule, but it has 
been shown before this commission that the applications have been so 
numerous, that the orders granting relief have been so numerous, and 
that they have been so broad and sweeping in their character that the 
exemptions have practically become the rule, while the ironclad pro- 
vision is merely the exception. The very fact, gentlemen of the com- 
mittee, that immediately after the enactment of this law there were 
11,600 applications made to the Interstate Commerce Commission for 
exemption is an exceedinglv strong argmnent in favor of the abro- 
gation of the exemption feature, and bringing the country right 
down to the ironclad long-and-short-haul rule. Upon that point I 
want to say to you that there is no question as to its constitutionality. 
The decision by the Supreme Court in the fourth section cases set that 
question forever at rest. You will find it in the Two hundred and 
thirty-fourth U. S. 

The exemption clause comes in the form of a provis<i. Speaking 
generally as lawyers we may perhaps agree that usually a proviso ii^ 
the strongest pait of a statute, but when the proviso is in the nature 
of an exception or an exemption from a general law^ then it is not 
the strongest part of a statute, because every well-grounded lawyer 
knows that exceptions and exemptions are strictly construed, and 
that those who claim the benefit of an exception or an exemption have 
the burden cast upon them to sliow that they are entitled to it. I do 
not think there is a lawyer between the two oceans who will deny thl^ 
principle. Now, how has it been handled? The Interstate Com- 
merce Commission has said repeatedly in its opinions that the burden 
is cast upon the carriers to prove that they are entitled to the exemp- 
tion, and if they had only acted in accordance with that general dec- 
laration it would have been all right. They state the point correctly 
in principle, but they do not act upon it. All the way through these 
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interniountain eases — and when I say this to you gentlemen I am 
speaking by the record, and I challenge truthful contradiction from 
any source — those representing the intermountain points bringing 
these cases have held the laboring one. They have furnished the 
preponderance of proof right along. Now to illustrate — ^this is in 
the nature of a repetition. Judge Sims will remember it, and Mr. 
Esch will remember it, but Grov. Sanders will not because he was not 
there, and neither was Mr. Snook. 

The point made by the railroads in justification of the higher 
charge at Eeno than at San Francisco was that at San Francisco they 
had to meet water competition, which forced their rates down to a 
point that was not compensatory. It was a compelled rate. Now, it 
occurred to us — and I am not going to bring: myself into this matter, 
although I had a good deal to do with it — ^it occurred to us that that 
might be true: that the rate at San Francisco might not be fully 
compensatory, and yet by reason of the shorter haul at Reno and the 
enormous saving of expense in not having to haul freight over that 
lofty mountain range, it might make that same rate at Reno highly 
compensatory. You see that point, don't you? It is as plain as A B 
C; just as plain as that 2 and 2 make 4. We had on our commission 
at that tiihe a professor of mathematics attached to the University of 
Xevada, and having that idea in mind I said to him, " Prof. Thurtell, 
can you take this westbound traffic of the Southern Pacific Co. and 
a.ssume that it is all left off at Reno and charged for at the San 
Francisco rate, and figure up what return that will give the com- 
pany ? " He said he thought he could. He went away, and in a week 
he came back with his fibres. I am not going into any detail, but 
I am going to give you ]ust one w^hich illustrates it. What do you 
think he showed ? He showed tha,t the terminal rates as they were 
then in effect at San Francisco, applied at Reno, would give the 
Southern Pacific Co. almost 14 per cent return upon a valuation of 
$80,000 per mile, which was more than the road would cost. And I 
want to say to you, gentlemen, that those figures were introduced 
nearly 10 years ago. They have never been broken down. They have 
never even been controverted. The railroads fell back upon the 
ridiculous plea that you can not determine the reasonableness of a 
rate by mathematical calculations ; but when the rates do not figure 
up to the measure of their desires, do they ever hesitate to resort to 
mathematical calculations to show that they ought to have higher rates 
in order to get enough money ? Prof. Thurtell's figures, given in the 
Reno case, made such an impression upon the Interstate Conunerce 
Connnission that at the close of the first hearing they tendered him 
a position in their employ. He has been there ever since, and is to- 
day one of their most trusted lieutenants — one of their highest rank- 
ing examiners. 

I have never taken the position that we should cut rates generally 
because a road may be earning more than we think it ought to earn, 
but in that case we wei*e simply meeting railroads upon their own 
gi'ound. They claimed that the rates at the coast were not fairly 
remunerative. Well, that of course brought up the question at once 
as to what was fair remuneration. In the Spokane case it was held 
that 7 per cent was excessive, considering the enormous investment, 
the enormous amount of money involved. Seven per cent on four or 
five hundred million dollars is a pretty good return. Well, as I say, 
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if that were true, then 6 or 7 per cent in San Francisco wQuld surely 
be a fair return, and it follows inexorably — it followed .mathemati- 
cally — that if they were realizing a return of nearly 14 per cent at 
Reno, if they hauled it on over the mountains to San Francis<'o, the 
return could scarcely fall belcw 6 or 7 per cent. That represented 
about half of the total haul of the Southern Pacific Co., and it was 
the Southern Pacific Co. that was making all the excess charge that 
we were complaining of. Every dollar of that excess charge, claimed 
to be the result of water competition, was an arbitrary, imposed by 
the final carrier alone, and carried into its own treasury. It was not 
a question of division at all, and my former statements will show 
this in detail. It is perfectly evident, gentlemen, that if those low 
rates at the coast — ^those that were claimed to be low — were forced 
down by water competition, then every rail carrier engaged in that 
haul and connecting with each other was equally affected by it, and 
yet the low charge there was accepted by all of the other rail car- 
riers as fair and reasonable, and they took their just proportion of 
it — I think something like 54 per cent — it does not make any differ- 
ence what it was — and they divided the $3-rate on first-class goods 
among them; and then the Southern Pacific Co. arbitrarily, of its 
own sweet will, imposed what is popularly known as the " batk-haul " 
charge, which on first-class goods at that time was $1.29, which was 
the local rate from Sacramento, the nearest terminal, back to Reno. 
Taking these things all together, it was perfectly evident that water 
competition was not the true reason for the discrimination against the 
intermountain country. 

Mr. Shaughnessy referred to the fact that the out-of-pocket cost 
can be determined. It can, of course, where traffic moves as he ex- 

Jlained, in carload lots, train load .lots and all that. In fact, he and 
*rof. Thurtell together figured that out very closely in one of our 
local cases, comparing the expense of running a local train with that 
of running a through train. Of course, where the train load is 
made up of mixed merchandise, with several different kinds in one 
car, perhaps, it is impossible to take one particular commodity out 
of a train load and say just what it costs to carry that commodit)', 
because if it were taken out, the train would go on just the same and 
would cost practically the same. 

Mr. EscH. In those investigations did you seek to determine the 
percentage of such cost arising out of wear and tear to rolling stock 
and road bed? 

Mr. Bartine. No; I believe not. 

Mr. Shaughnesst. Yes; we did that. 

Mr. Bartinb. Well, I did not know about that, but it would not 
make any difference whether they did or not, Mr. Esch, because when 
it resolves itself simply into a transportion proposition it must 
be just the same. Whether you take the whole business or whether 
you take simply the cost of transportation — and I am coming to the 
matter of wear and tear in dealin|f with this very matter of out-of- 

Eocket cost, and I am going to do it for the purpose of showing you 
ow utterly fallacious it is; and like Mr. Shaughnessy I absolutely 
differ from Mr. Lyon on that point. 

Mr. EscH. I know that Mr. Erickson, of our railroad commission, 
made such a determination in our State. 
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Mr. Shaughnessy. He is one of the recognized authorities in 
the United States. We followed Mr. Erickson's plan, because I was 
later in Madison and compared with him his method of segregating 
and assigning costs, and Prof. Thurtell and myself had followed sub- 
stantially the same method that he followed, and we had assigned to 
the through train its proportion of all cost, maintenance of way, 
maintenance of equipment, transportation and traflSc and general 
overhead expenses and everything of that kind. And, Mr. Esch, I 
want to say for your information, that the actual cost of operation 
which I read into the record here is made up on that basis. 

Mr. Bartine. Now, as I have only a little time, I trust I may be 
permitted to go on. It is not necessary to meet and explain every 
point that is suggested, because when you come to the question of 
comparison between the through rate and the local rate, the wear 
and tear of the track really does not cut any figure. It does not 
make any difference whether you take all or just take simply trans- 
portation charges, because the wear and tear on the tracK is the 
same whether the car is going through or is confined within the 
State. There is no material difference so far as I can see about that, 
or with reference to the equipment. 

Now, here is the point — and it emphasizes what I have said be- 
fore : The Interstate Commerce Commission, acting upon insufficient 
testimony, and the courts, acting upon insufficient testimony — ^in the 
case of the courts, the courts were excusable because when the rail- 
roads appeared there and testified that they were carrying the 
fi'eight through to a point of competition at something above the 
out-of-pocket cost, and there was no testimony on the other side, 
there was nothing for the court to do but to accept that statement. 
That is all there was, and therefore it was assumed at all times that 
this freight carried through to the terminals was carried at some- 
thing above the out-of-pocKet cost ; that is to say, it brought a little 
more money into the treasury than it took out. Well, the court's 
action was all right ; but the Interstate Commerce Commission is the 
tribunal which is vested with jurisdiction to determine the facts, and 
that tribunal, before granting these exceptions, should have de- 
manded specific testimony bearing upon this question. I am going 
to repeat now the substance of a colloquy that took place between 
myself and the chief traffic man, who testified on behalf of the 
Southern Pacific Co. in the Reno case, Mr. George W. Luce, general 
freight agent. I cross-examined him at Salt Liake City, and he 
stilted, among other things, that their through traffic to the coast 
was carried at less than a fair profit but at something above the 
actual cost of transportation. T said to him : " Mr. Luce, how much 
does your traffic at the coast point yield you in excess of the cost of 
carrying the freight there?" His answer was: "I don't know." 
*' Well," I said, " if you don't know, how do your know that it yields 
you anything above the out-of-pocket cost?"' Well, he knew it' from 
his general understanding of the railroad business. Now, I will 
ask you gentlemen as lawyers, how far you think you would get in 
a court of law on the basis of testimony of that kind? A little later, 
I said to him : " Mr. Luce, you say that this freight hauled to the 
coast fails to give you a full and fair return, do you?" He said: 
" Yes." Then, I asked him : " How nuich does it lack of yielding a 
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fair retum?'' He didn't know. "Well," I asked, "how do you 
know that it lacks any?" He said: " Well, from my general knowl- 
edge of the business of the company " — ^the same thing right over 
again. There isn't a word in the entire record of all or those inter- 
mountain cases — which altogether will make a stack as large as this 
table — which controverts that simple proposition which I have pre- 
sented to you to-day, and I am ^oing it simply for the purpose of 
showing to you the character of the testimony upon whicn the rail- 
roads were allowed to make these differentials against the inter- 
mountain country and in favor of the coast terminals upon the 
specious plea of water competition. I am doing, it for the purpose 
of pointing out the danger of leaving an authority of that kind in 
the hands of any body. It is no imputation upon their intelligence 
or their integrit}^ but they are not infallible. The courts are criti- 
cised, too, hundred and hundreds and thousands of times. The laws 
are modified and amended, or absolutely repealed because the people 
are not satisfied with the interpretation which the courts have placed 
upon them. Every lawyer knows that; and, as I said before, the In- 
terstate Commerce Commission is neither infallible nor immune. 

Now you must bear in mind that the power to grant exemptions 
which is vested in the hands of a commission like this is a power to 
destroy. The commission can grant exemptions that will absolutely 
destroy the competitor. It can grant exemptions which will abso- 
lutely destroy one community while building up another — and it is 
being done right along. When the community which has thus been 
favored is built up to collossal proportions, it is then in a position 
to bring a gigantic influence to bear to prevent any change in the 
law or the policy, because they have vested rights, as they claim. 
Yet we have had strong appeal's put up here, " Why not leave it all 
to the Interstate Commerce Commission?" Why, I ask, have any 
details in the law at all ? Why not simply create an Interstate CJoni- 
merce Commission and 'direct that commission to regulate and con- 
trol the railroads; see that the rates are just, reasonable, and non- 
discriminatory ; that the safety appliances are all right ; and stop at 
that? And yet you have a lengthy law comprising many sections 

foing into an iniSnitude of details, telling the commission what to 
o and what not to do. The fouiih section, the long-and-short-haul 
clause, is simply one of those many provisions, and flie events of the 
last 10 or 12 years — more than that even — show that that provision 
of the law, that principle of transportation, has been violated to a 
greater extent and has been productive of greater evil than any 
other kind of discrimination denounced by the statute. And for 
that reason it was made the subject of a special section. 

Why, Franklin K. Lane himself said it was singled out and named 
specificall}' because it is a fonn of discrimination that is prima facie 
wrong, and, as I said before, it is wrong all the way tnrough. I 
don't believe the man ever lived under the blue sky of heaven who 
can show a single instance in whicli it is justifiable to charge more 
for the shorter than for the longer haul on the same line in the same 
direction and for the same comnjodity ; that is, if he takes the whole 
situation into consideration. If he looks simply at the interest of the 
railroad and assumes that it is necessary for the railroad to get busi- 
ness wherever it can, without actually paying out more money than 
it takes in, he can defend it from that standpoint, and that is what 
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the railroads do. If he takes the position of our coast cities, or any 
other great terminal that is in the enjoyment of gpecially preferential 
rates, and which chooses to argue that it is necessary to have those 
preferential rates in order to grow and thrive and prosper, he can 
defend it from that standpoint. But what does he do with the inter- 
mediate people who live along the line between? Have they no 
rights that the Government of the United States is bound to re- 
spect? And let me call your attention to this fact, gentlemen: It 
has been brought out here — 1 am speaking in a very disjointed way, 
but I can not help it. I have no written speech. The arguments 
made against this bill — some of them I have heard myself — ^would 
lead to uie conclusion that the wealth and population of this country 
should be practically concentrated upon the coast lines of the country. 

Now, how does that strike you, gentlemen ? Do you think that is 
sound doctrine ? The tendency of this policy of which we are com- 
plaining is to concentrate it upon the Atlantic seaboard and upon 
the Pacific seaboard and upon the Gulf coast line. I want to say to 
you that the coast line is the danger point of the United States. 
The ordinary guns of the great battleships which we have to-day 
can reduce to ashes more j)roperty, measured in dollars, than is 
contained in the whole Empire of Austria. And who is it that has 
to defend those cities? The danger points ai-e great cities, such as 
New York and Chicago, which have been favored as a market propo- 
sition — ^and San Francisco — they are the haunts of vice and crime, 
and they are the abode of widespread poverty. People talk about 
our little State of Nevada, the baby State of the Union in point of 
population, but I want to say to you, gentlemen, that you can not 
go into the State of Nevada and find any man selling shoestrings 
at a penny a pair, unless he is somebody that has just been suddenly 
dropped off the train. But you find them on every comer in your 
large cities. 

Mr. Hamilton. You have no change there less than a nickel, do 
you ? [Laughter.] 

Mr. Bartine. Oh, we have got down to the penny basis now. They 
never expect to get less than a nickel, anyway. The men who do 
that are men that just drop in casually^ and it is simply a form of 
begging. I am only speaking of the difference, and how unwise it 
is to attempt to concentrate all the business and population at certain 
great centers in the United States. It is vastly better for this coun- 
ti^y to have the wealth and the population somewhat equally dis- 
tributed throughout the whole United States. And you will pardon 
me if I make use of another illustration that I have used before. I 
have called attention to the fact that if you were to take the city 
of New York out of the great Empire State, which has more wealth 
and population than any other State in the Union, and also take the 
city of Philadelphia out of the State of Pennsylvania, Pennsyl- 
vania will be richer, more populous, and a more prosperous State 
than New York. New York outside of Greater New York does* not 
cotnpare with the State of Pennsylvania if you exclude the city 
of Philadelphia, and I think the records will bear me out in that 
statement. Go int^o Illinois and tak^ the city of Chicago out of 
Illinois — a hotbed of sedition and poverty and vice — and then take 
out of Ohio the largest city Ohio has, and while Illinois is 16,000 
square miles larger than the State of Ohio, Ohio will then be the 



Digitized by VjOOQIC 



768 LONG-ANI>-SHOfiT HAUL ON BAILBOAD6. 

more populous and the richer State of the two. The wealth is con- 
centrated in Chicago, and I submit that it would be a great deal 
better if a portion or that population and wealth of Chicago were 
diflfused throughout the State as a whole. It would mean very much 
greater productive capacity in the State. I don't want you to 
understand for a moment that I am so lacking in point of intelligence 
as not to appreciate the fact that there are bound to be great centers 
of population and wealth in every country. What I am trying to 
make clear is that they should not be artificially stimulated by 
giving to those points especially favorable transportation rat^s. 

Mr. Hamilton. Unfortunately, however, they are too much re- 
cruited from the country nowadays. 

Mr. Bartine. Undoubtedly, yes. Of course, aside from the ques- 
tion of transportation, those large cities become the centers of 
wealth, and wealth begets wealth. So it goes on by accretion, and 
the man who works out on a farm thinks he can do better in the 
city, and he floats oflf into the city. 

Mr. Hamilton. He is verj' much mistaken about it, however. 

Mr. Bartine. Yes; I think that is true in a great manv cases. 

I want to go one step farther now on the question of the pro- 
priety of amending the law and making this provision ironclad, 
and it in answer to the claim that the fiiterstate Commerce Com- 
mission should be entrusted with the execution of the law and mak- 
ing exemptions in proper cases. 

before Mr. Hamilton came in I had endeavored to make clear how 
and why I thought the Interstate Commerce Commission had most 
egregiously exceeded its powers and abused the provisions of that 
section by making general and sweeping orders covering the whole 
United States and calling them "special." If that is special, then 
I don't know the meaning of the word. If the word " special " were 
not there, and the Interstate Commerce Commission could not have 
made any broader or more sweeping orders than it has made, and we 
are bound to consider that Congress in using the word "special" 
had some purpose in doing it. It is another rule of law that we 
should interpret a statute m such a manner as to give force and 
effect to every word it contains, if it can be done. Isn't that so! 

I have shown how easy it is to abuse a provision of this kind and 
how serious the result when the abuse actually takes place. The 

Granting of a free pass to somebody is not a very serious matter, 
ut if you gi'ant exemptions and exceptions from this long-and- 
short-haul clause which enables one point to grow and thrive and 
prosper inordinately at the expense of other communities, that is 
a very serious thing, and if it should ever be done at all it ought 
only to be done upon the clearest and most conclusive evidence: 
whereas, as I have said, these orders have been made upon the Im^is 
of conjecture and guesswork, because the railroad people them.selre.^ 
have never attempted to show what the force and effect of the com- 
petition was which they had to meet. 

In all the States we have State constitutions. The legislature \s 
vested with the general power of making laws, but there are some 
things which are deemed so vital to the people that there is a con- 
stitutional safeguard imposed, and the legislature is prohibited from 
doing those things. That same principle is involved here, as 
we view this law. I can not imagine anything which is more likely 
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to be abused than the provision which we are attacking and which 
we seek to remedy by an arbitrary ironclad long-and-short-haul law. 

In defending the Interstate Commerce Commission I remarked 
that the railroad people and the favored points are always ready 
to come to the defense of that commission when they feel that they 
are reasonably assured that its action will be favorable to them. 
But they never fail to make a contest when they don't like it. Wlien 
the first fourth-section order was made — \'ou gentlemen may remem- 
ber — it was general in its character, and the railroads, 17 in number, 
l>etitioned to be entirely exempted from that provision, and be per- 
mitted to retain rates then in effect The Interstate Commerce Com- 
mission did not grant the full measure of the petition. It granted 
them something. It made an order which provided that from the 
Missouri River territory into the intermouutain country the rates 
should be no higher than to the coast ; that from Chicago and points 
west the rates should not exceed those to the intermouutain country 
more than 7 per cent ; from the Pittsburgh-Buffalo line by not more 
than 15 per cent, and from the Atlantic seaboard by not more than 
25. The railroads did not like that. They did not love the Inter- 
state Commerce Commission quite so well then as they profess to 
now. They at once rushed into the late-lamented Commerce Court 
for relief. They did not dare to go there and say that the Inter- 
state Commerce Commission had not marched up to the measure of 
their demands, because to whatever extent the commission failed to 
give them all they asked for, to just that extent the order was nega- 
tive in its character, and under the rulings of the court it was not 
appealable to the courts. 

It was not a matter for the court to pass upon. If the court under- 
took to do so, it simply resolved itself into a rate-making body, which 
everj^body knows a court is not. So they took their appeal on purely 
technical grounds and alleged the Interstate Commerce Commission 
had exceeded its authority by establishing a relation of rates instead 
of establishing rates that were reasonable, per se. And they also 
declared or alleged that the law was unconstitutional because there 
was no standard set by which the Interstate Commerce Commission 
could make its orders of exemption. Well, the Interstate Commerce 
Commission recognized that the latter point was well taken, but 
they invoked the principle laid down in the statute as a whole, that 
all rates must be reasonable, and in making any exemptions under 
the fourth section they must have in mind that general principle of 
reasonableness in rates. The Supreme Court of the United States 
sustained that view and said that in dealing with the fourth section 
you must also consider the first section, which provides for reason- 
abliB rates, and the second and the third sections, which in general 
terms denounce discrimination. That we can not take the fourth 
section and consider that by itself, but all must be considered to- 
gether. 

Now, then, what happened? The Commerce Court sustained the 
railroads in their contention, not that the law was unconstitutional, 
but that the commission had exceeded its authority in establishing 
a relation of rates in contradistinction to reasonable rates, and they 
granted a permanent injunction. What then? The order made by 
the Interstate Commerce Commission in that case was absolutely 
e065»— 18 49 
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the only thing that stood between the railroads and the ironclad rule 
of the law. Now what course should the commission have pursued 
in a case of that kind? I know what I would have done if I had 
been a member of the commission. I would have said : " Gentlemen, 
you say that this order is void. In the absence of this order there 

15 nothing between you and the law. Now you adjust your rates 
in conformity with the law." That is what I would have said. But 
instead of that, the Interstate Commerce Commission itself took an 
appeal to the Supreme Court of the United States, and we had the 
anomalous spectacle presented of the Interstate Commerce Com- 
mission defending an order which gave to the railroads a large 
measure of exemption, and the railroads themselves fighting that 
order in the Supreme Court of the United States. Is it any wonder 
that lawyers and even intelligent laymen who are familiar with the 
course or these intermountain cases feel that the Interstate Com- 
merce Commission is fairly open to a little criticism? Wliat ^as 
the eflfect of all that? It took nearly a year to get the case to the 
Supreme Court, and it took about two years more to get a decision. 
It was argued and submitted, and then there was a death on. the 
bench and a new justice was appointed, and then they reopened it 
for argument agam; and from the time the order was made until 
it was finally upheld and confirmed by the Supreme Court of the 
United States about three years elapsed. During all that time the 
intermountain country was right in the air, absolutely denied every 
measure of relief. 

We could not take any other step, because those cases that '^vere 
pending covered the whole ground. We would have been met imJoa^' 
diately with the plea that the whole matter was covered by ^^^ 
cases which were then in court. There we were tied up for 'thre^ 
years. Within a month or two after that — after the decision ^^^ 
rendered — ^the Panama Canal was opened. What then? Immedi- 
ately the railroads mentioned by the intermountain orders appli^" 
to the Interstate Commerce Commission for a modification or the 
order, upon the plea of the intensified competition through tbaj 
national waterway. They presented what they called " Schedule C 
containing two or three hundred articles, representing about 80 P^^ 
cent of their entire westbound tonnage which reached the int^^" 
mountain country and the Pacific coast. There were very few ooni- 
modities, by comparison, but heavy in tonnage, such as structural 
iron and steel, and those heavy things. And I may say here ti]^^ 
structural iron and steel represents about one-fourth of the entij^® 
westbound freight carried by these railroads to the coast and **^® 
intermountain country. That is the reason why that item is so ^ ^'^J 
quently spoken of as illustrative in these discussions. They a^^^ 
leave upon the Schedule C articles to reduce their rates, rang**?^ 
anywhere from 16 to 25 per cent below what they then were^ ^^ 
enable them to meet this competition through the canal. Now, m^y 
you, year in and year out they had been claiming that their ^ates "^ 
the coast points just barely covered the cost of transportation* an^ * 
little more; and yet in order to meet an intensified competition tb^^ 
actually go before the Interstate Commerce Commission, and up^^ 
the great bulk of their freight they asked leave to reduce those rfl^^ 

16 to 25 per cent more. Now, I will take up stnictural iron and fC^^ 
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you an illustration which I have used before, because it is one that 
absolutely can not be answered, and I can think of none better. 

Mr. Hamilton. How did they account for that apparent incon- 
sistency? 

Mr. Bartine. They have absolutely never accounted for it at all, 
and that is the reason we criticize the Interstate Commrece Commis- 
sion so strongly. 

;Mr. Hamilton. Didn't they discuss it anywhere ? 

Mr. Bartine. Why, just in general terms. That is all, but they 
don't go into details. 

Xow, let me give you some figures. I can give them to you right 
out of my head. The rate from Pittsburgh to San Francisco on 
structural iron was 80 cents per hundred, $16 a ton. To Reno it 
was 80 cents plus 62, the back haul charge from Sacramento, which 
was the nearest terminal, $1.42 all together. That was before the 
canal was opened. Now, they went before the Interstate Commerce 
Commission and they asked leave to reduce the rate on structural iron 
and steel from 80 cents to 65 from some points and 55 from other 
points, claiming always that the 80 cents was an unremunerative 
rate; that it brought them something just a little above the out-of- 
pocket cost. Now note the difference between the 80-cent rate and 
the 55-cent rate, 25 cents on a hundred, $5 on a ton, $200 on a car of 
40 tons, $10,000 on a train of 50 such cars. They were willing and 
ready to wipe out $10,000 of revenue upon a single train when they 
claimed that the revenue was already too small. What do you think 
of that now ? That is the undisputed evidence before the Interstate 
Commerce Commission. And the order to do it was granted. 

Mr. Sanders. Could both of those rates, the 80-cent rate and the 
55-cent rate, could they both have been out-of-pocket plus ? 

Mr. Bartine. You never heard anything else. 

Mr. Hamilton. One may have been a good deal out-of-pocket 
plus, more than the other. 

Mr. Bartine. The point is simply this : They could not have asked 
leave to put in a 55-cent rate unless in their view it was a compen- 
satory rate: that is to say, it had to be something above out-of-pocket 
cost. If the 55-cent rate will yield them something above out-of- 
pocket cost, what must the 80-cent rate yield them when there is no 
increase of expense at all? 

Mr. Hamilton. They might want to do business on a smaller 
margin. 

Mr. Bartine. Don't misunderstand me in urging these matters so 
earnestly. They may not seem to have any immediate and direct 
bearing on the long-and-short-haul proposition, but I am bringing 
them out to show you how easy it is to aouse the exemption clause im 
that section, and liow it has been abused. 

Before Mr. Hamilton came in I had stated that both before the 
Senate committee and this committee every opponent of this pro- 
posed legislation either represented a railroad, a combination of 
railroads, or some community which was in the enjoyment of prefer- 
ential ratBS or had been, and expected to have them restored after the 
war was over and normal conditions were brought about again ; or 
some special industry which was claiming an exemption upon the 
ground that it was necessary for it to get to present markets with 
its goods. I want to say to you, gentlemen, that I do not represent 
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any special industry. I do not represent anything in particular 
except tlie whole State of Nevada, including the railroads and every 
industry that is located within that State. And I would not 
willingly do an injustice or an injury to a railroad any more quickly 
than I would to the shipper. We are not looking for anything in 
the way of special privileges or advantages, and all that we ask in 
the enactment of this law is to have a condition created whereby a 
man shall not be compelled to pay more for the transportation of 
his goods 100 miles than somebody else is charged for the transporta- 
tion of those same goods 100 miles farther on. That is a fair proposi- 
tion and a conservative one. 

If you put the farther point of production — suppose it is iron 
and steel; suppose you put Pittsburgh and Chicago on the same 
footing. There is nothing in the world to prevent Pittsburgh from 
selling its product in competition with the product of Chicago — 
nothing in the world. Of course, if Chicago had a lower rate pro- 
portionate to the shortness of the haul, then Pittsburgh would be at a 
disadvantage. As a matter of fact that is the way it ought to be, 
but this bill does not go so far as that. It simply asks that there 
§hall be no higher charge from Chicago than from Pittsburgh, and 
that leaves the man who wants the Pittsburgh iron and steel, or the 
Chicago iron and steel, open to a selective market. He can go to 
either. 

Now, I want to touch on this matter of out-of-pocket cost, because 
in the way it has been used it has been productive, perhaps, of more 
harm than any other fallacious argument that has ever been made 
in connection with a rate case. I want to say to you gentlemen of the 
committee that out-of-pocket cost plus some infinitesimal fraction 
means a dead loss on that business. The Supreme Court of the 
United States does not say that. It says that if it brings in more 
money than it costs to handle the freight, it carries more money 
into the treasury than it takes out, and therefore it swells the aggre- 
gate income of the company. That sounds plausible, but how does it 
work out in practice? Let us look at it. Suppose you have a 
railroad, the total expenses of which — operatmg expenses — are 
$2,000,000. The evidence in the intermountain cases shows that the 
transportation charges represent just about one-half of the total. 
Now, suppose that freight is carried to a certain point and a large 
quantity of it over that line of road is carried at a rate which will 
pay the transportation cost of $1,000,000 and, saj', 1 per cent to the 

food. You have got $10,000 net out of that business. You have got 
990,000 more to make up. Where are you going to get it ? Out of 
the rest of the business, of course. How, then, can it possibly be said 
that it does not cast an additional burden upon the remainder of the 
business? 

Eet me carry the illustration a little further and give one in addi- 
tion and supplementary to the one I have already given. Let us sup- 
pose you have a railroad 800 miles long, like the Central Pacific. 
Suppose that one-half of the business of that road goes to the termi- 
nals — and the testimony was to that effect in the Reno case, that 
one-half went to the coast terminals. Let us suppose that that one- 
half nmst be carried at less than out-of-pocket cost — at a dead loss. 
If the railroad company expected to keep up its earnings it woiild cer- 
tainly have to raise rates somewhere else to do it. That is perfectly 
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clear. Now, there is literally no difference in principle between car- 
ry;:.g the jgoods at an absolute loss — that is, less than out-of-pocket 
cost, and a shade above. The difference is only in degree. That is 
all there is to it. This brings me to another point that has been 
urged upon these committees, and that is that if these railroads have 
to forego business at the terminals they' will recoupe for the loss 
by raismg the charges at the interior points. Well now, to carry 
on my illustration, suppose conditions were created on the Pacific 
coast which put the entire Central Pacific line west of Reno out of 
business. That is 244 miles, but it represents about half of the cost 
of the road, because of the expensive construction, snowsheds, great 
terminals, and the like. I believe terminals is a favorite subject of 
discussion with Judge Sims. But that is the situation. 

Suppose something happened to put that entire portion of the line 
out of Dusiness. Is there any man who has the slightest sense of jus- 
tice and the slightest particle of intelligence with which to apply 
the idea of justice who thinks for a moment that the railroad should 
or would be allowed to double its charges on the remaining portion 
of the road in order that the whole property should continue to pay 
a fair return upon its reproduction value? Is there anybody who 
thinks the Interstate Commerce Commission would allow it to do a 
thing of that kind ? If the Interstate Commerce Commission would 
allow it, I say to you gentlemen that every member who voted for it 
should be impeached. The very moment that question arises we are 
confronted by the question of what is a reasonable rate. The rea- 
sonableness of a rate does not depend upon how much money a com- 
pany is earning. It depends upon what is the fair and reasonable 
value of the senice. Isn't that true? Suppose the whole of the 
Southern Pacific were shut off from Eeno west, the value of the prop- 
erty used in the service to Reno would only be about one-half what 
it is now, and that would be all they would be entitled to earn any- 
thing on if Reno were the terminal. You would have exactly that 
condition if all the business west of Reno were to be eliminated. It 
would be just the same as if Reno were the terminal. 

Mr. Mann argues — and in arguing it I do not give him any copy- 
right, because I have made the same contention myself — ^that these 
roads would never have been constructed and the intermountain 
country would never have had the benefit of them if it had not been 
for the terminal points. That is true, but the argument works 
n^inst Mr. Mann when you follow it to its logical conclusion. 
Everyone of those great transcontinental lines was built across the 
country with the express purpose in view of reaching a coast ter- 
minal, and the most of them traversed a country that was to a very 
great extent unsettled and capable of furnishing very little traific. 
Dou you suppose that they would have gone to the coast and sought 
business at mat point if it was not a desirable thing to them? What 
becomes of their contention that the coast business is carried at a 
rate which is just a little above the out-of-pocket cost? And in 
goinff there they ran right into the very teeth of the competition 
which they claim to fear so greatly. 

Mr. Mann made another statement before this committee that I 
want to advert to for a moment. He spoke of the local business of Cali- 
fornia — ^the intrastate business — being so much larger in proportion 
than the general average. He said that the general average through- 
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out the United States broke in about equal proportions, 50-50, but 
he said that the local business — ^the distributing business — in Cali- 
fornia stood in the ratio of 75 per cent to 25 per cent interstate busi- 
ness. There he furnishes another argument which absolutely de- 
stroys him, so far as this case is concerned, and shows the unsound- 
ness of his position. It is'assumed that if the railroads are deprived 
of the west-bound traffic to the coast ports they will lose so large a 
percentage of their business that they will have to raise the rates 
everywhere else, when he shows by his own figures that the quantity 
which reaches the coast is only about one-third of the quantity 
that is distributed by the roads locally throughout the State of Cali- 
fornia. And you must bear in mind that if all of the freight were 
brought to San Fransico by water, that freight would still have to 
be distributed and those same roads would do the distributing. It 
would never come to California by water unless it were desirable 
and advantageous to bring it in that way, and if it were, that would 
certainly tend to the upbuilding of the State and lead to a greater 
demand for goods throughout the whole of the State of California. 

Mr. Shaughnessy. And the public would also be entitled to rea- 
sonable distributing rates. 

Mr. Bartine. Always. You can always go to the proper regu- 
lating body for a reasonable rate. But it is assumed that a railroad 
can put up its rates at its own volition in order to secure a fair re- 
turn upon the reproduction value of its property, even though per- 
haps half of it is unproductive. That is not true. No court ever 
laid down that rule. It is the g:eneral rule that under normal con- 
ditions and where the business is such as to justify the construction 
of a railroad, it will be entitled to make charges that will yield a 
fair return upon the fair value of the property. That rule was laid 
down by Justice Brewer in the Regan case, 154 U. S., but he im- 
mediately goes on to make the exception that a road may have been 
extravagantly conducted; it may have been built at unnecessary 
cost; it may have been built where business conditions did not 
justify it. In a case of that kind it would have to look into the 
future for its profits, and it could not expect to realize profits at 
once by putting rates up to exhorbitant figures. We had a ease 
just like that in the State of Nevada, the first rate case I ever tried in 
coui't. We had a maximum-rate law on our statute books at that 
time, providing certain maximum rates above which the railroads 
should not go. It was contested in court by six of the leading rail- 
roads operating in our State. One of them was a new one, what is 
generally spoken of as the San Pedro road, the Los Angeles and 
Salt Lake; and it was shown with reference to that road that the 
rates applied in Nevada would only leave it 4^ per cent return. 
It was claimed that the 4J per cent return was not a fair return 
on property in that section of the country — and ordinarily that is 
true. 

Small loans call for 12 per cent interest out there and large loans 
8 per cent interest, and gilt-edged bonds 5 and 6, Ordinarily 4 
I)er cent would not be a fair return upon a railroad. But what did 
the judge say about it? He said, " This is a new road that has jnst 
been constructed through a new country, a sparsely* settled country, 
and in order to give you G or 7 or 8 jier cent, that you might be 
entitled to, you would have to put your rates up to an unreasonable 
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figure, and that all things considered the rates as fixed by the law 
are reasonable, even though they only leave you a little more than 
4 per cent net." 

Mr. Hamilton. Are the rates on structural steel, say, the same 
from Pittsburgh to Salt Lake as they are from Chicago to Salt 
Lake? 

Mr. Bartine. I think they are. They were. 

Mr. Hamilton. Now, suppose jou folks in Nevada needed a whole 
lot of structural steel. Is it an advantage to you or otherwise to 
have two places of production competing for your market? 

Mr. Bartine. I am glad to answer that. 

Mr. Hamilton. It is an advantage, isn't it? 

Mr. Bartine. Yes, sir. 
- Mr. Ha3iilton. Then, that involves discrimination in favor of 
Pittsburgh. 

Mr. Bartine. Theoretically, yes: but practically, no; because 
either one of those places can furnish us with 10 times the steel that 
we need, and two manufacturers in Chicago compete with each other 
just the same as a manufacturer in Pittsburgh competes with one 
m Chicago. 

Mr. Hamilton. Then you think it would be better or just as well 
for you to have a restricted market, a restricted scope from which to 
draw supplies, as to have a larger market? 

Mr. Bartine. But let me suggest to you right there, Mr. Ham- 
ilton, the question does not go to the meat of this proposition, be- 
cause under the long-and-short-haul law there would not be any- 
thing to prevent the railroads from applying the same rate fro'm 
Pittsburgn to Reno as is applied from Chicago to Reno. The only 
restriction or prohibition is upon charging more from Chicago than 
from Pittsburgh. Now, suppose they charge more from Chicago 
than they do from Pittsburgh, that would cut us out of the two 
markets. We would have to go where we would get the lowest rate. 

Mr. Sanders. Isn't it your contention that you do not object to 
the same rate, but you object to the bigger rate for the shorter haul? 

Mr. Bartine. That is all there is to it. And one-half of the argu- 
ment that has been made before this committee and the others rests 
upon the theory that we are asking for a lower charge for a shorter 
haul. We are only asking for the same charge. 

Mr. Sanders. You are asking for the same charge for 500 miles 
that they ask for 1,000, but you don't want them to charge more for 
the 500 than they do for the 1,000? 

Mr. Bartine. Yes; of course that would be the case if this bill 
should be enacted into law, and after that of course would come in 
specific instances the question of whether a j)articular rate was rea- 
sonable^ and the Interstate Commerce Commission would pass upon 
that question. 

Mr. Sanders, I understand your position thoroughly. 

The Chairman. Y'^ou don't think they ought to charge more to 
Alexandria than the Richmond rate from this city? 

Mr. Bartine. No: of course not. 

Mr, Sanders. But the same charge is all right. 

Mr. Bartine. It may not be all right in all cases, but it is a good 
point at which to draw the line of limitation. That is what I mean. 

Mr. Hamilton. Isn't that in its essence discrimination in favor of 
the farthest point? 
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Mr. Bartine. Xo; because the law provides that nothing herein 
contained shall be so construed as to authorize the same charge for 
the shorter haul. It simply draws the line and says, " You shall not 
charge more for the shorter distance than for the longer," but when 
you get beyond that then it all resolves itself into the question 
of reasonableness. 

Mr. Snook. But don't that violate the principle of right that you 
are contending for, that each city has the right to have the advan- 
tage of its situation? 

Mr. Bartine. My dear, sir, we are not dealing with this on ab- 
stract principles. We are dealing with it as a business proposition. 

Mr. Snook. Yes; but I take your argument to be that it was a 
question of a principle of right that you are contending for. 

Mr. Bartine. Well, of course. 

Mr. Snook. And justice. 

Mr. Bartine. Certainly ; it is a question of right ; but we are not 
demanding all that we might ask for. Judge Prouty asked me that 
once before. That is not a new question to me. 

Mr. Snook. It seems to me that this violates the principle just as 
flagrantly as it violates it now — ^the principle of right and justice. 

Mr. Bartine. After we have done it, we simply draw the line here 
and say, " You shall not charge more for the shorter haul than for 
the long one." Then, if the charge is too high for the shorter haul 
as compared with the longer one, you can bring it up as an individual 
case and have the question of reasonableness determined. 

Mr. Snook. Yes. I understand your contention fully, but I under- 
stood you to say in the beginning of your argument — ^I may not 
have caught you right---that you are contending for this thing as a 
principle of right and justice, and as a principle of right and justice 
every city has a right to the advantage that its situation gives it. 

Mr. Bartine. Yes ; all right ; I am perfectly willing to meet you 
upon that proposition. You can contend for a principle upon the 
basis of right and still stop a little bit short of what you think you 
ought to have, can you not? Did you ever hear of a compromise 
in court? 

Mr. Snook. Yes. 

Mr. Bartine. You may think that a man owes you $1,000, but you 
can accept $500 if you want to. 

Mr. Snook. Certainly. 

Mr. Bartine. That is where it is. 

Mr. Hamilton. Carrying it to its logical conclusion, then, you say 
that, for instance, using Reno as the point that you have been refer- 
ring to, Reno should nave the privilege of buying a product, of 
having its product transported from New York to Reno as cheap as 
that product could be transported from Chicago to Reno. 

Mr. Bartine. No, sir; we don't say that, and the bill doesn't say 
that. 

Mr. Hamilton. I was simply substituting New York for Pitts- 
burgh. 

Mr. Bartine. It doesn't make any difference what place you sub- 
stitute fo;- it, the bill does not provide for anything of that kind. It 
simply provides that the charge from Chicago shall not he any 
higher. 

Mr. Hamilton. I am not referring to the bill. 
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Mr. Bartixe. I am addressing myself to Ithe bill. 

Mr. Hamilton. It seemed to me that that would be a discrimina- 
tion, returning to Pittsburgh, in favor of Pittsburgh as against 
Chicago, giving Pittsburgh the opportunity to get into your market 
as cheaply as Chicago. 

Mr. Bartine. Now, will you allow me to make that clear? 

Mr. Hamilton. And by the same reasoning, then, New York would 
be permitted to get into your market as cheaply as Chicago, 
wouldn't it? 

Mr. Bartine. I want you, Mr. Hamilton, to under3tand that this 
bill does not affirmatively provide for anything. It simply puts as a 
negation that they shall not charge more for the shorter than for 
the longer haul, and then comes the addition that " nothing herein 
contained shall be so construed as to authorize as high a charge for 
the shorter as for the longer haul, leaving it beyona that point en- 
tirely in the hands of the commission to determine what is reasonable 
and what is imreasonable. Then again, as I have said, when the 
Fourth Section case was before the Supreme Court of the United 
States it referred to these other sections, which provide that all rates 
shall be reasonable and that there shall be no discrimination. You 
must construe them all together. 

Mr. Hamilton. Then in the last analysis we must trust to the 
Interstate Commission to interpret what " reasonable " means. 

Mr. Bartine. Yes; but subject to the condition that they can not 
allow a higher charge for the shorter than for the longer haul. That 
is all. 

* Mr. Shaughnessy. It seems to me it is perfectly clear. The third 
section of the act would take care of the criticism you raise. 

Mr. Ha3iilton. It is not a criticism ; it is simply an inquiry. 

Mr. Shaughnessy. I should have said inquiry. Because that pro- 
vides that there shall be no undue preference as between communities. 

Mr. Bartine. Now, I want to address myself for a moment to the 
status of the Panama Canal. In my opinion that is the most im- 
portant point that has ever been brought to the attention of the 
Interstate Commerce Commission in these intermountain rate cases. 

Schedule C, authorizing the railroads to lower their rates in order 
to meet competition at these coast points, was based upon the argu- 
ment that the Panama Canal had been completed, and that moving 
through that waterway was a very largely increased tonnage. I have 
taken the position from the start that if the Interstate Commerce 
Commission could make any grant of exemption on the score of water 
competition, or should make it, the Panama Canal should be regarded 
as an exception to the rule. It is self-evident that if a railroad termi- 
nating at San Francisco is allowed to lower its rate or rates so as to 
meet the ships coming through the Canal, in order to have any effect 
at all it must stop some of those ships. Unless it gets some of that 
traffic it would not do the railroad any good. It would be simply 
throwing away so much revenue. The avowed purpose is to get a 
portion of the traffic that would otherwise go through the Canal. 
2^ow that canal is the property of the United States. It was built 
with the people's money. It is maintained and operated and con- 
trolled by the United States Government at a very great expense, and 
one feature of the Panama Canal act is that every vessel using that 
canal shall pay certain tolls, ily information is that it is $1.20 per 
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registered ton. A 10,000 ton ship pays $12,000 for the privilege of 
passing through it. If it comes back, it pays $12,000 more, loaded or 
light, $24,000 altogether. Now, the Interstate Commerce Commission 
makes an order authorizing the railroad to put down its rates, and 
stops one of those ships as a result. The treasur}'^ of the United States 
immediately loses $24,000. You have one branch of the Government 
pitting itself squarely against another. 

Not only that, but the language of the act shows that the Panama 
Canal should be made an exception to any general rule on this point. 
Let me call your attention to section 5 of the Interstate Commerce 
law as amended August 24, 1912, and I would like to invite par- 
ticular attention to this. I read from section 5, second paragraph: 

From and after the 1st day of .July. 1914, it shall be unlawful for any rail- 
road company or other common carrier subject t(» the act to repulate connnerr-^ 
to own, lease, operate, control, or have any interest whatsoever by stock owner- 
ship or otherwise, either directly, indirectly throu;:h any lioldins company «r 
by stockholder orjranizations, directors in cianuHm. or in any other manner, in 
any common carrier by water, operated throujrh the Panama Canal or pIs«^ 
where, with which said railroad or otber carrier aforesnid shall or may conii^'re 
for traffic, or any vessel carryhijr freiirht or passenjrers upon sal<l water routes 
or elsewhere, with which snid railroa<l t*r other carrier nf(»resaitl (h>es or amy 
compete for tratttc. xVnd in case of the violation (»f this i)rovision each clay in 
which such violati(ni continues shall be deemed a separate offense. 

I will skip the next paragraph. (Reading:) 

If the [nterstate Commerce Ccmunlsslon shall be of the opinion tliat any 
such existing cla.ssified service by water, other than throuj,'h the ranaiaa 
Canal, is beinj? oi)erated in the interest of the public and is of advantage to 
the ccmvenience and commerce of the people, and that such extensi(»tis will 
neither exclude, prevent, nor reduce competition on the routes by water uuiler 
consideration, the Interstate Commerce Conuuission may by onler extend ibe 
time during which such .service by water nuiy continue to be oi>erated lieyond 
July 1, 1914. 

It can extend the time in the case of all carriers, except those 
operating through the Panama Ctinal. Now, what is the manifest 
purpose of those provisions? Isn't it to protect the traffic throiigli 
that canal? Lsn't it in the first place intended to keep the railroads 
from buying up a lot of shij^s and oj^erating them through the canal 
thus keeping out all competition with themselves? Isn't that the 
purpose of it? Now, then, what benefit would it be to have a pro- 
vision of that kind and of that purpose upon the statute books, and 
then allow the Interstate Commerce Commission by a simple order 

Eermitting the railroads to reduce their rates at the coast points 
eeping them up everywhere else, to produce exactly the result which 
' Congress was attempting to guard against, and destroy traffic through 
that canal? Because when you once start you don't tnow where yon 
are going to stop. Xo human being can tell just where to draw the 
line. If you put the rates down at the coast low enough to head off 
one ship, you may head off 2 or 10, or all of them. 

Mr. Snook. Let me ask you a question there. I do not know as it 
has anything to do particularly with this subject, but this question 
occurred to me: If the war had not intervened, and the trade had 
continued up and down the coast and through the Panama Canal, 
and the railroads were not allowed to reduce their rates at cojist 
terminals to meet the rates charged by the l)oats, in your opiniim 
would there have been such an expansion of this ocean business fta 
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would have eventually taken up all the coast business away from the 
railroads? 

Mr. Bartine. I have always taken the position that there would 
never be enough of the coast-to-coast traffic by water to very seriously 
injure the railroads. Of course if 10,000 tons of freight is brought 
in by ships, that same 10,000 tons is not going to be carried by rail. 
That is a self-evident proposition. 

Mr. Snook. Would there be such an amount of that traffic carried 
by boat as to interfere with the operation of the roads ? 

"Mr. Bartine. Of course everybody admits that. An intensified 
water competition is going to take some traffic away from the rail- 
roads at the coast points, and why not ? Don't we want both means ? 

Mr. Snook. Surely, we do. I understand that. 

Mr. Bartine. Now, here is the danger: Let them meet on even 
terms, and then let whichever one get the traffic that can. There is 
nothing to prevent tlie railroad from putting the Panama Canal 
entirely out of business if it can do it on the square, but it has no 
right — it should not be allowed the right to lower the rate at coast 
points, keeping them up at the interior, and forming a camel's hump 
of rates in order to recoup its losses at the coast. 

Mr. Snook. What I wanted to get was whether, in your opinion, 
there would still be business enough left to the railroads at coast 
points? 

Mr. Bartine. Absolutely. As one witness here the other day 
said, the total tonnage handled by the Southern Pacific Co. was 
29,000,000 tons,, and there is only about 2,000,000 of it carried to the 
coast. 

The Chairman. 1,000,000 one way and 1,000,000 the other through 
the canal ? 

Mr. Bartine. Only a small fraction of the whole. I have already 
adverted to the fact that the local traffic in the State of California 
was so much greater than the interstate traffic, and the interstate 
traffic to the east would not be handled by boats. 

Mr. Snook. That is, in your opinion, there would be plenty of 
business for the railroads and the boats? 

Mr. Bartine. Certainly. And it is my opinion, sir, that the rail- 
it>ads must look to the interior for the great bulk of their business 
from this time on. It is only natural that there should be con- 
siderable movement of traffic from coast to coast by ships, but in the 
very nature of things, as improvements in railroads go on, that must 
be relatively smaller. Of course the aggregate volume may in- 
crease, but relatively it must become less and less as the interior of 
the country builds up. 

Mr. Snook. Of course the argument of the railroads is that they 
must have this business. 

Mr. Bartine. Yes; but the fallacy of that argument is that they 
should be permitted to make money at every point on their line, while 
my contention is that if they make enough in the aggregate they 
ought to be satisfied, and that they will do it. 

Now, there is one other point that I want to refer to. There is a 
constant assumption that the railroads are in danger because of water 
competition. The building of railroads in this countr}^ began at a 
time when all of our traffic practically was carried by water, and 
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to-day we have something like 250,000 miles of railroad in operation 
in the United States. It is self-evident that the water carriers have 
not retarded the progress of railroads very much in this country, but 
the assumption is further indulged in that all of the improvements 
in transportation are going to be by water, and therefore the rail- 
roads are going to be confronted by extraordinary danger, perhaps 
be driven mto the hands of receivers, and all that sort of talk, which 
we have had dinned into our ears year after year. 

Mr. Hamilton, Haven't the railroads been permitted to discrimi- 
nate — ^to cooperate as to reduce water transportation, as cited by 
Gov. Sanders — of the river-carrying business. 

Mr. Bartine. There is no question about it. Mr. Shaughnessy read 
one decision by the Interstate Commerce Commission in which they 
recognized potential competition to a certain line when there was no 
actual competition there, but the river is there and the lx)ats might 
come back; therefore they would allow the railroads to make prefer- 
ential rates in order to keep them from coming back. 

Mr. Hamilton. It seems to me that both methods of transporta- 
tion ought to be maintained for the good of the whole people. 

Mr. Bartine. Of course we all say that. 

Mr. Hamilton. But the scales of justice being as fairly adjusted 
as possible. 

Mr. Bartine. Now, if I might continue with my statement — I 
have only a few minutes longer. I was speaking about the claim of 
the great improvements in navigation, in ships being made so much 
larger and better, but we hear nothing from them concerning the tre- 
mendous improvement in railroad facilities. It has been shown that 
the capacity of a railroad, a given railroad, now as compared with 
what it was 20 years ago is practically doubled. We all know that 
the engines are double and sometimes treble the strength that they 
were 20 or 25 years ago. The cars are verjr much larger, and I have 
been informecl— I don't know whether it is true or not — that they 
have in contemplation at this time the construction of cars that will 
carry anywhere from 200 to 300 tons. There is practically no limit 
to the capacity of a railroad. They talk about a railroad being oper- 
ated to 100 per cent of efficiency, but that is misleading; 100 per 
cent efficiency can only apply at a particular time, because there is 
nothing to prevent it from increasing its efficiency* 

I want to go just a step farther on this matter of the competition of 
ships through the canal with the rail carriers. You gentlemen, I 
take it, all understand that the ships operating from coast to coast 
have nothing but their through traffic to go on. They load at New 
Yoik, and they unload at San Francisco or some other Pacific coast 
point. A railroad picks up business at every station along its way— 
that is, practically so. It has all of its local traffic everywhere, 
longer hauls and shorter hauls, and the local traffic is always charged 
higher rates than the through traffic. Now, when the Intcistate 
Commerce Commission allows the railroad to lower its rate at the 
coast point in order to head oif the ship, the railroad and the sliip do 
not meet on even terms, because that traffic is all that tlie ship has t« 
go on, and the railroad may go right down to the out-of-pocket cost 
and recoup its losses on other portions of its line. You see it isn't a 
fair proposition at all. It isn't a fair proposition, no matter what 
viewpoint you approach it from. It isn t fair to the Treasury of the 



Digitized by VjOOQIC 



LONG-AND-SHOBT HAUL ON RAILROADS. 781 

T'nited States, because it keeps out the tolls. It isn't fair to the ships 
that have just the same right to live and to business that the rail car- 
riers have, and it isn't fair to the intermediate interior country, which 
is subjected to a grinding and biting differential which amounts to a 
grave discrimination that very much retards the progress of that sec- 
tion of the country. Now, the gentleman who sat over there — I don't 
know what his name was — asked Mr. Shauglmessy about the removal 
of all differentials, and he referred to what had been done by the In- 
terstate Commerce Commission. Mr. Shauglmessy had referred to 
the circumstance that when the Reno case began, the charge — the 
freight charge — on structural iron and steel at Beno was 78 per cent 
higher than it was at San Francisco. Differejat orders Jiad been 
made reducing it, but finally before the last order was made remov- 
ing all of this differential it had been brought down to 48 
per cent. Then the gentleman said, " With 48 per cent differential 
against you, can the merchant in California receive structural iron 
from the East and send it back to Reno and undersell the Reno mer- 
chant?" Mr. Shaughnessy very properly answered, "No; he can 
not.*' The gentleman then said, " That is all I want to know." 

If that is all a member of this committee wants to know, his wants 
are certainly easily satisfied. I will venture to say that if that gen- 
tleman were living in Reno and wanted to engage in the iron and 
feteel business and wanted to go outside of Reno and sell some of his 
goods, as the Sacramento merchant does, and finds that when he gets 
20 or 25 miles away from Reno he is headed off by the Californian 
he wouldn't like that condition a little bit. He would want to know 
something more about it, and I am very sure he would immediately 
make application to the Interstate Commerce Commission for some- 
tliing in the way of relief. 

There was a young man here from Galveston — a very bright young 
boy. No doubt he understands the routine of his business all right, 
but when I want to know anything about the philosophy of a question 
like this I am not going to schoolboys for it. He said, among other 
things, that if the ships can not compete through the canal they 
ought to go out of business. So they ought, if they can not compete 
on fair and even terms, to be sure. If nothing is done artificially to 
injure the ships, and they can not maintain themselves they neces- 
sarily will go out of business. There is no " ought to " about it ; they 
will. But that is not the point. The question is, Should the ships 
be forced out of business by giving the railroads an advantage over 
them in the traffic ? Then this same young man showed how little he 
knew about these conditions by adverting to the fact that the fourth 
section contains a provision to the effect that if the rates are per- 
mitted to be lowered for the purpose of competing with water com- 
petition they can not be raised again unless for some reason other 
than the disappearance of the water competition, which he said was 
a fuU and complete protection. 

Let us see how that works out. It sounds nice. What did the 
Interstate Commerce Commission do in its last order, which canceled 
the Schedule C order and required the railroads to adjust their rates 
in conformity with the strict rule of the law ? The railroads immedi- 
ately filed their schedules raising the rates at the coast points, in 
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almost every instance to the high levels of the intermountain rates. 
And the Interstate Commerce Commission allowed them to do it, and 
that is the way the thing stands to-day. Instead of lowering the 
humpback rates of the interior to a level with the coast rates, the 
coast rates have been brought up to a level with the hump ; yet this 
young man is innocent enough to say that that provision in the 
statute is adequate protection to the people. 

Xow, gentlemen, if I had started out to talk five hours I would 
have adjusted myself to that condition, but I knew that I was not 
going to, and therefore I have been hurrying along and skimming, 
and, as usual, when one does that he sometimes limits himself a Uttle 
too much* I remember on one occasion I had 40 minutes assigned 
to me for argument before the Interstate Commerce Commission, and 
I limited myself still more and got along to 36 minutes and had 4 
minutes left and did not know just what to do with it. But I have 
only got about 5 minutes more and I hardly know what particular 
phase I could take up that I have not adequately covered from own 
viewpoint. If any member of the committee wishes to ask m^ any 
questions I will be glad to answer them as best I can. 

The Chairman. Does any member of the committee wish to ask 
any questions? I have heard the Judge for five hours before and 
was very much interested and very much profited by it, and I do not 
think of anything now in addition to what I have heard before and 
what I have heard to-day. 

Mr. Bartine. Of course there is vastly more that could be said if 
I had the time to sav it, but as the time is so nearly expired I will 
briefly submit the following in conclusion : 

First, there is no question of the constitutionality of the law con- 
templated by this bill. That is settled by the Supreme Court of the 
United States in the fourth section cases. (234, U. S.) 

Second, just such a law has been upon the statute books of Nevada 
for nine years, with no violations and no complaints. 

Third, such a law can not possibly interfere with the war purposes 
of the Government. It does not mean reduced revenue to the rail- 
roads. In the intermountain cases the adjustment to the rigid rule 
increased those revenues some millions annually, through the raising 
of the lower rates. 

Lastly, the discrimination is wrong and ought to be removed, 
no matter who owns, controls, or operates the railroads. 

Xow, gentlemen, T thank you very much for jour courteous atten- 
tion. I desire to insert, as a part of mv remarl«» the statement I 
made before the Joint Subcommittee on Interstate Commerce at the 
hearing held in San Francisco November 8 and 9, 1917; also my 
statement before the subcommittee of the Senate Committee on 
Interstate Commerce March 20 and 21, 1918. 

The Chair:vian. Without objection, you have that permission. 
(Note. — The statements referred to are herewith printed as an ap- 
pendix to the statement of Mr. Bartine.) 

The Chairman. We are very much obliged to you, Judge. We 
will adjourn until 10.30 Monday morning. 

(Whereupon, at 4.50 o'clock p. m., the committee adjourned.) 
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STATEHENT OF H. F. BAETINE BEFORE THE JOINT SUBCOMMITTEE 
ON DTTEBSTATE AND FOREIGN COMMERCE AT SAN FRANCISCO, 
CAL., NOVEMBER 8 AND 9, 1917. 

Mr. Bartixe. Qentlemen of the committee, I am chairman of the 
Nevada Railroad Commission, and my residence is Carson, Nev. I 
am under obligation to the committee for allowing me continuances 
in the matter of time before making my statement, because I am not 
in my usual robust physical condition. A week ago last Monday I 
siifl'ered a heavy fall, which jarred and bruised and shook me up 
badly, confining me to my room several days. My condition. to-day 
is not bad, but unfortunately just at the time when I should have 
been preparing something in concise, compact, and concrete form to 
lay before the committee I was unable to do so. Then I received a 
sudden call to come to San Francisco, expecting to be placed upon 
the stand Monday, but it has been post^Doned from time to time, and 
all the preparation that I have been able to make is in the form of a 
few rough notes, part of which have been based on points that have 
been developed during the hearing, and to some extent upon ques- 
tions which have been propounded by members of the committee to 
the various gentlemen who have appeared before it. 

I am not vain enough to image that I shall be able, under the 
circumstances to make quite so lucid a statement as Mr. Mann did; 
in fact, it is more than likely that it will be considerably broken and 
disjointed, but I do sincerely hope that by the time I have finished 
the committee will be impressed that I am at least as logical and con- 
sistent as my brilliant friend, Mann, and I also indulge the faint 
hope that by the time I have concluded you will all be prepared to 
admit that I have given you more solid and substantial information 
than Mr. Mann did. 

And you will pardon me, now, if I say, in appearing before you 
to-day, I do not represent any particular interest. I simply represent 
the entire State of Nevada officially, including all of its people of 
every kind and character, and every interest that is doing business 
within the confines of that State. 

In the part which I have taken in these intermountain cases and 
other cases, wherein it ha^ been necessary for me to engage in legal 
combat with the railroads, I have done so in no spirit of hostility, and 
I believe that the railroad attorneys who have met me before the 
Interstate Commerce Commission and in the courts will concede that 
although I have tried to fight them hard, I have always fought them 
fairly. I have never carried any concealed weapons, poisoned dag- 
gers, or marked cards up my sleeve to hand out to them at a particular 
time. I have even gone so far, before the Interstate Commerce Com- 
mission, as to come to the relief and defense of the leading railroad 
attorney, who was engaged in discussion there before the commission, 
when he was being pressed into a comer by one of the commissioners — 
and that commissioner the one who probably was the most friendly to 
niv view of any upon the bench. I saw that the commissioner was mis- 
talcen with regard to certain facts, and the attorney, who, like myself, 
was not a rate expert, was not prepared to meet the point that the 
commissioner was passing. The situation became painful. In the 
end I arose and explained the matter. It happened to be one of those 
few things that I know something about. I set the commissioner 
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right, eased up the situation, and oil was poured upon the troubled 
water. Thenceforth all was serene. In another case when my young 
and brilliant friend, Mr. Wood, was upon the other side, in colloquy 
with him — I think he will remember it — I stated that my position in 
antagonism to the railways in these intermountain cases was not due 
to any hostility or based upon any desire to cut and slash into the 
revenues of the carriers ; that I was not claiming that the Southern 
Pacific was earning too much money upon the whole, but that I felt 
and believed that it was getting too large a proportion of it out of the 
State of Nevada. 

So much by way of explanation, and if my logic — if I mav dignify 
what I say by that name — seems at times a little severe and cutting. 
I want it understood that I am discussing this matter just exactly 
the same as I would discuss a question in court, without the slightest 
personal ill feeling, but, on the contrary, with the kindliest feeling 
toward every utility to which I shall refer. 

Now for Mr. Mann's statement. That gentleman has represented 
the traflSc bureau of the Chamber of Commerce of San Francisco at 
just about every hearing that I have attended before the Interstate 
Commerce Commission. His statement yesterday that the coast 
cities do not claim that by reason of the deep water at their ports, 
they had a legal right to lower rates than were accorded at mter- 
mountain points where no such water existed — well, I have been 
connected with these cases for more than nine years, and I say to you 
gentlemen that this is the first time that I have heard any repre- 
sentative of the coast cities make that frank and candid admission. 
I do not say that they have claimed affirmatively that they had that 
right, but I do say that all their actions have indicated that they 
thought they had. Mr. Mann has appeared in all these cases regu- 
larly as attorney for the San Francisco Chamber of Commerce. 
Why was he there if they had no legal right ? Is there any man so 
ignorant as not to know that every decision of the Interstate Com- 
merce Commission must be kept between legal lines? It is well 
established that the commission has no right in fixing rates to con- 
sider the commercial interests of any city. That was settled in the 
Willamette Valley case. Yet these attorneys have been ever present 
and claiming time for discussion, and it was noticeable every time 
all the way tnrough, in dividing up in the hearing room, they always 
took their places among the representatives of the railroads. 

Mr. Mann concedes that it is the place of the railroads in the first 
instance to defend these cases and to defend their rates. That is 
absolutely true, but Mr. Mann and Mr. Gregson and Mr. Bradley 
and Mr. everybody else who has represented a coast city have never 
hesitated to lend a kindly and helping hand to the railroads, and you 
could not have failed to note yesterday from Mr. Mann's statement 
that no matter what his verbal meanderings may have been on every 
proposition put up to him affecting his rates, he always landed on 
the proposition that would be most favorable to the citv of San 
Francisco. That was notably true when Senator Cummins asked 
him about raising the rates of the water carriers. That would not 
do at all. The thing had to be equalized in his mind by lowerinfr the 
rates of the railroad carriers because that was clearly and manifestly 
to the interest of the people whom he represented. 
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Mr. Mann traveled a Icmg way afield to make a labored defense of 
the Interstate Commerce Commission. Upon that point I have only 
to say that the Interstate Commerce Commission, like every other 
official body in the United States, is fairly open to just and proper 
criticism. I do not know of any official body in the United States 
that has not been criticized. I have even heard the House of Repre- 
sentatives criticized ; have heard the United States Senate criticized ; 
and I fancy there is no man in the United States of America to-day 
who has undergone more criticism than Woodrow Wilson. Any 
criticism that I may level at the Interstate Commerce Commission 
is not intended as a reflection upon the character or integrity of pur- 
pose of any member of that body, but, like all the rest of us, they 
are only human beings. They are not infallible, and, as I said be- 
fore, they are not above criticism. My criticism will be of their acts 
and not of the individuals. 

Mr. Mann told us what a high regard and kindly feeling he and 
his people have for Eeno. ^ He told us that Keno had been one of 
their best customers, and judging from the way he and those for 
whom he speaks have acted during the last decade I very shrewdly 
suspect that they are in favor of keeping Keno one of their best 
customers instead of allowing that city to take her place as a dis- 
tributing center side by side with San Francisco, although, neces- 
sarily, on a smaller scale. He expressed confidence that San Fran- 
cisco would be able to grow and thrive even without the enjoyment 
of the distributing trade in the intermountain country. I am pre- 
pared to concede that this little village by the sea has some prospects 
ahead of it wholly irrespective of distributing goods in the inter- 
mountain cities, although I may admit that San Francisco is just a 
little bit handicapped in being located so far away from Keno. 

The Vice Chairman. It seems to me that Keno is farther from San 
Francisco than San Francisco is from Keno, according to your idea. 
[Laughter.] 

Mr. Bartine. We have been very seriously handicapped in being 
so far from San Francisco, too, under the conditions which exist. 
]Mr. Mann labored at very considerable length over the subject of 
water competition, and it seemed to him to be necessary to impress 
upon this committee that there was water competition. 

Now, if anyone representing any portion of the intermountain 
country has ever denied that there is water competition I never heard 
it. I certainly have not. On a number of occasions I have clearly 
and distinctly admitted the fact that there was water competition. 
I i-emember on one occasion I did it and my brilliant and bright 
little friend Durbrow sprang to his feet like a rubber ball and said, 
" There, Judge Bartine admits there is water competition." Who in 
the world will deny that where there is the ocean there is water com- 
petition? However, it depends on how much competition there is. 
A single scow passing through the canal from coast to coast consti- 
tutes competition, but how much effect would it have? That is the 
Eoint. We have always admitted that the water competition exists, 
ut we have insisted that its force and effect have been greatly exag- 
gerated. We have also claimed that notwithstanding water competi- 
tion and the coast terminals the business at these points was profitable 
per se. 

60653—18 50 
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Let me go into that just a little. The water-competition theory 
found its strongest indorsement and became intrenched in the policy 
of the Interstate Commerce Commission as a result of the first Spo- 
kane hearing, which was held by Judge Prouty, and Mr. Mann 
quoted from Judge Prouty in language which implied that Prouty 
tnought that there was not only water competition, but that it was 
controlling. I have always thought that Judge Prouty misspoke 
when he used the word " controlling." I think he simply meant to 
express the idea that it had an effect, because water competition has 
not been controlling in the sense in which the word " controlling " 
is generally used. At that time it was shown that the total amount 
of freight reaching the Washington coast line, the Puget Sound 
cities, was only about 14,000 tons, against several hundred thousand 
tons brought by rail, and weighing the one in the balance against 
the other it seems to me a self-evident proposition that 14,000 tons 
of freight carried by water could not control in the broad sense the 
rate charged by the railroads on several hundred thousand tons. At 
that hearmg Mr. Jackson, president of the Hawaiian Steamship Co., 
gave testimony on the side of the railroads. He gave it as his opin- 
ion that during the following year, 1907, the tonnage of his ships 
would amount to 250,000. 

In 1908 the Keno case was begun. Acting as the attorney for the 
commission, it occurred to me that if a showing could be nii^de that 
the estimate of the water tonnage was too large it would be a very 
important point gained. So we secured testimony from a thor- 
oughly reliable source showing just what the tonnage was during 
the year 1907, the year for which Mr. Jackson estimated 250.000 
tons. What do you think we found? We found that the total ton- 
nage reaching the Pacific coast from the eastern terminals was 
about 77,000 tons — ^less than one-third of the amount of Mi\ Jack- 
son's estimate — and it was some three or four years before the ton- 
nage reaching the coast equaled his estimate for 1007. 

Now, as it seems to be in connection, let me refer to a matter 
brought out by Mr. Esch in regard to the Tehuantepec Railroad. 
He suggested that in 1909, when Jud|s;e Prouty's opinion was written, 
the Tehuantepec Railroad was not in operation. Upon that point 
I can not speak with absolute assurance, but I am of the opinion 
that it was in operation in 1909, because I remember some years later 
when the fourth-section applications were under consideration before 
the Interstate Commerce Commission, Mr. Jackson was again upon 
the stand. He was then anticipating the opening of the Panama 
Canal. He stated that the total tonnage of Kis ships was 850.000, but 
with the opening of the Panama Canal the tonnage carried by his 
ships would be doubled. In order to show how uncertain such esti- 
mates are, I directed his attention to the fact that in 1906 he had 
predicted 250,000 tons for the following j^ear, and his answer was 
that his predict:ion did not make cood because of trouble on die 
Tehuantepec Railroad. I do not see how trouble could have occurred, 
if there was no railroad in operation. 

Mr. Esch. I think the Pierce brothers, who owned it, were double- 
tracking it. I do not think they had finished all the harbor improve- 
ments at Vera Cruz. 

The Vice Chairman. Perhaps the troubles to which President 
Jackson referred had put it out of operation. 
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Mr. Bartine. Probably it did, temporarily, from time to time, but 
the railroad must have been in existence. The railroad must have 
been there or he would not have spoken of it in that way. 

I have reason to believe that Judge Prouty's views on water com- 
petition underwent a very considerable change before he left the 
bench of the Interstate Commerce Commission, and I know you will 
pardon me if I refer to a circumstance which may seem to indicate 
something of egotism, for it was one in which I participated. Dur- 
ing the progress of the first intermountain cases — ^Eeno, Spokane, 
Salt Lake City, and Phoenix — ^I took part in the proceedings at Salt 
Lake City. The hearing was held by Judge Prouty and Mr. Clark, 
of Iowa, but in the latter part of the hearing Judge Prouty left. 
After Prouty left, the hearing went on before Mr. Clark alone, and 
bv the request of the people of Salt Lake City, who had the matter in 
charge, I conducted the examination of the railroad witnesses. I 
then went around to Spokane, Seattle, Portland, and San Francisco, 
and back to Reno. At Keno I met Judge Prouty. Senator New- 
lands was present at the time, but I do not know whether he recalls 
the instance. Prouty greeted me and said he had been reading the 
testimony taken at Salt Lake City, and particularly the cross- 
examination of certain witnesses conducted by myself. He said he 
had been very much interested and had come all the way back to 
Reno to listen to my argument. I told him I hoped that he would 
not be disappointed. I went into the argument and took the whole 
morning. 

At noon when it closed I walked down the street to the hotel ac- 
companied by Secretary Walker, and overtook Judge Prouty, accom- 
ganied by the stenographer of the Interstate Commerce Commission, 
[e greeted me courteously and said he had been much interested in 
my argument, and added, " I am still not convinced there is not some- 
thing in the water competition; neither am I convinced that the 
temnnal rates have not been profitable despite water competition." 
That was a great deal milder than anything he had said previously 
about water competition. But it is hard for a man to break away 
from any theory to which he has committed himself, and that is one 
of the difficulties with which we have had to contend in the inter- 
mountain cases. 

The railroad attorneys have assumed that if they could only show 
that there was some water competition that justified them in main- 
taining the differentials and discrimination of which we complain, 
regarclless of whether it was much or little. If the tonnage rose, 
of course they seized upon that instantly as a strong argument in 
their favor. If it fell, that did not make any difference, and they 
fell back on the theory of potential competition. I said in the first 
argument in the Reno case that you can not take potential com- 
petition as a definite element to be considered in rate making, be- 
cause where you have simply potential competition — ^that is to say, 
vou have the ocean — ^you can not tell when active competition will 
begin, and still less can you tell how much that competition will 
amount to. You are dealing with an uncertain quantity, and if the 
ocean is to be considered a potential element controlling rates, it is 
safe for us to say we will never get any relief, because the ocean 
will certainly be where it now is as long as any of us will live. 
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Now, while I am on the subject of water competition, I will try, 
as best I can, to complete it and say all that I desire to say upon it. 
I have already stated that it took several years for the water-borne 
tonnage to reach the figures given by Mr. Jackson at Spokane. I 
think for the years of 1911, 1912; and 1913 the average was about 
235,000 tons. It is claimed, as you gentlemen know, that the rates 
at the terminals are rates that are compelled by the force of water 
competition. 

At the first Reno hearing we had upon the witness stand the gen- 
eral freight agent of the Southern Pacific Co., Mr. Luce. I asked 
him the question point-blank, whether in making their rates they 
took the water carriers into conference and reached an agreement. 
He said they did not ; they entirely ignored the water carriers. He 
stated they inade rates to suit themselves and then let the water car- 
riers do whatever they pleased. He stated, further, that the averajre 
rates by rail were 30 to 40 per cent higher than the rates by water, 
as an average, and yet that schedule of higher rates up to that time, 
the railroads had succeeded in getting 93 per cent of the business 
and holding it. 

A marked increase of water-borne tonnage took place with the 
completion of the Panama Canal. 

In Franklin K. Lane's decision in the fourth-section case, the 
Reno case that was a part of the fourth-section applications, made 
so by the Interstate Commerce Commission itself, he anticipated 
that increased tonnage through the canal and endeavored to provide 
for it. He prescribed a schedule of relative rates which, in \\U 
judgment, would meet the situation directly before the commission 
and immediately in prospect. 

In the evidence at Chicago, when the railroads made their applica- 
tion for permission to lower their rates on the schedule C articles, 
of which you have heard, it was shown that for the month of Sep- 
tember — ^the first full month after the completion of the canal— the 
tonnage had increased to something more than 70,000 tons — I think 
it was 77,000 tons, or something like that — and it was estimated that 
if that ratio of increase for the year was maintained the total would 
be 1,000,000 tons. There was only one month's tonnage before the 
examiner — ^the month of September. It so happened that this ton- 
nage was maintained, and for that year there was about l,O00.fK)0 
tons of freight carried westbound through the canal from the At- 
lantic coast to the Pacific coast. Then came the slides and the 
European war and the traffic completely ceased. 

Then Spokane and Nevada jointly appealed to the Interstate 
Commerce Commission to reopen the fourth-section cases and to order 
the railroads to adjust their schedules in strict conformity with the 
long-and-short-haul clause, inasmuch as the railroads had repeatnlly 
declared that there was absolutely no justification for the differen- 
tials except water competition. They had admitted that to me on 
cross-examination many times and stated frequently that there was 
no other reason. We thought when competition of that kind had 
disappeared their argument failed and there was no reason why they 
should not conform strictly to the statute. And I want to sugge*Jt 
in that connection that the railroads themselves furnished no testi- 
mony whatever at that hearing, and I am making this suggestion 
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to show in what close accord these coast cities were with the railroads. 
Evei-y witness and business man who went on the stand sang a 
song that he had unexpired business contracts and that there should 
not be a change of the existing conditions. At the same time they 
were not averse to having changes made favorable to them on the 
basis of one month's showing through the canal. It seems that every- 
thing is temporary that appears to favor the railroads, and every- 
thing is permanent that appears to disadvantage the railroads. 
That is my experience in my own commission at home with the rail- 
roads. The upshot was that the Interstate Commerce Commission 
did make its order canceling the schedule C order and requiring the 
railroads to adjust their schedules in conformity with the long-and- 
short-haul clause. 

At the arguments at that time, to meet the contention that the 
railroads should get into line with the law and to remove the dis- 
criminations would make a serious cut into their revenues, I sug- 
gested to the commission that there were three ways in which that 
readjustment could be brought about — they could lower rates at 
the intermountain points to a level with the coast rates, they could 
raise the coast rates to the level of the intermountain points, or lower 
the intermountain some and raise the coast rates some, thus bringing 
them together at an intermediate level. It seems to me that the latter 
was the course pursued. How that will work out in the revenue 
sen.se I do not know, because I do not know exactly how the schedules 
stand, but it is quite obvious they could not lose very much in an 
adjustment of that kind because their heaviest tonnage is at the coast, 
as I understand it. 

I am not quite through with water competition. There are several 
reasons, in my mind, for believing that water competition is not the 
real basis for this system of rate making. In the first place, the evi- 
dence shows conclusively, and it is not disputed, that there are some 
160, 170, or 180 of what we call inland terminals in the State of 
California that have no more water competition than has Beno. 
They were near the cost terminals, it is true, and if a back-haul 
charge were to be applied, of course that would be less because the 
distance is le;ss. They were not entitled to terminal rates, but they 
had them, and it is manifest that there must have been something 
more than water competition that prompted the railroads to grant 
those rates to those inland terminals. Another reason is that the evi- 
dence in the Eeno and Salt Lake City cases showed that about one- 
half of the total westbound tonnage carried over the line of the Cen- 
tral Pacific Railroad went right through to the coast terminals. 
Now, if it was true that water competition was forcing down the ter- 
minal rates to a point that was not remunerative, it is incomprehen- 
sible to me that the railroads would carry one-half of their tonnage 
at less than remunerative rates. What I mean by "remunerative'^ 
is fully and fairly remunerative. Their claim .was that the rates at 
the coast terminals would pay something above the transportation 
charges, but not enough to amount to a full or fair compensation for 
the entire service, and upon that point I am sure you will pardon me 
if I restate the substance of a colloquy that took place between the 

feneral freight a^nt of the Southern Pacific Co. and myself at Salt 
jake City. I do it for the purpose of showing the loose and indefi- 
nite character of the testimony upon which the Interstate Commerce 
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Commission has granted these concessions to the railroads and re- 
fused to Reno, Spokane, and Salt Lake City the relief which they 
demanded. 

Mr. Luce had made the statement that I made about the rates to 
the coast terminals paying something above the cost of transporta- 
tion. He had to make that statement in order to make the rates 
lawful under the Supreme Court decisions. I asked Mr. Luce, 
"What do those rates lack of being fully and fairly remunerative T* 
He said he did not know. I said, " If you do not know how much 
they lack, how do you know they lack anything?" He answered. 
" I know it from my general understanding and familiarity with the 
business." Now, I understand that every member of tliis committee 
is a lawyer, and I will ask you as lawyers, How far do you think 
3'^ou could get in a court of Taw on testimony like that ? Later on I 
said, " Mr. Luce, you say you think these rates pay something more 
than the cost of transportation. Do you know how much ? " He 
answered, " Xo." I then asked, " How do you know thej' pay any- 
thing above the cost of transportation ? " And* he submitted the 
same stereotyped answer — from his general knowledge and imder- 
standing of the business. Again in the course of that same colloquy, 
and having reference to the excessive charge made at Reno, and hav- 
ing in mind his own statement that the terminal rates were not profit- 
able, being compelled by water competition, I said, " Mr. Luce, sup- 
pose a carload of freight from a point in eastern territory' is carried 
through to Sacramento, delivered to a Sacramento merchant, and 
unloaded there; is that business remunerative to your company?" 
" No, sir," he answered. I said, " Well, suppose that, in response to 
a call from Reno, that freight is reloaded upon the car and sent back 
to Reno and charged for at the local rate, $1.29, making the charge 
$4.29 at Reno on first-class goods," which it w-as at the commence- 
ment of the case, " would that be remunerative ? " 

He hesitated. He had to, because those two kinds of rates repre- 
sented pretty nearly all the business of the road, and if the through 
rate plus the local distributing rate is not remunerative we are at a 
loss to find out where the railroad is making any profit. He finally 
admitted that it was. I then said, " Suppose instead of hauling that 
carload of freight all the way fi-om Sacramento you drop it at Kena 
You get away from that heavy haul to Sacramento. Don't you think 
vou are getting too much from the man at Renol" He answered, 
"No." I said, "Why not?" His answer was that the Supreme 
Court had said his road did not have to make the haul. I said, "I 
am talking about this as a business proposition ; there you have saved 
a haul. Counting a mile on the mountain as equal' to 3 miles on 
the level, you have saved several hundred miles of haul, and you 
charge the same as if you made that haul. Have you not saved some- 
thing?" I could not get anything further out of him. I am not 
saying this in disparagement of Mr. Luce, but because it is typical 
of the testimony we have had to meet in all these cases. 

Now, there is a feature of this question of water competition that 
I would like to bring to the attention of this committee at this tiiiie. 
I. have made the point in argument before the Interstate Commerce 
Commission, but it does not seem to have weighed very heavily with 
that body, and perhaps they are right and perhaps I* am wrong. I 
have contended, and I thoroughly believe, that the Interstate Corn- 
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merce Commission has no right to make an order authorizing the 
raili'oads to lower their rates at the coast terminals for the purpose 
of heading off and appropriating to themselves a portion of the 
traffic that would otherwise pass through the Panama Canal. The 
Panama Canal was built with the people's money. It is owned, con- 
trolled, and operated by the United States Government. As one 
feature of the Panama Canal law we have the provision requiring 
every ship that passes through that canal to pay a toll of $1.20 per 
registered ton. A 10,000-ton ship pays $12,000 in tolls to the Treas- 
urv, and if it comes back, as it has to, it pays $12,000 more, making 
$24,000 for the round trip. 

It is impossible for the railroads to get that business without pre- 
venting some of those ships from passing through the canal, tlius 
defeating in part Congress's purpose in building the canal. Every 
time a ship is stopped fi'om going through the canal the Treasury of 
the United States loses $24,000. That is the department of the Gov- 
ernment whose duty it is to raise revenue for the support of the 
other departments of the Government, including the Interstate Com- 
merce Commission. To make clear the principle, suppose that canal, 
instead of a world canal, were strictly American and were confined 
to strictly American traffic from coast to coast, do you not see that 
the policy that has been pursued might easily put an absolute end 
to that canal as a revenue producer, and thus that aim of the Govern- 
ment be defeated ? The purpose of Congress in enacting that law on 
that line would be defeated. Another purpose of constructing the 
canal was to expedite travel between the two coasts, and that pur- 
pose would be defeated by the course to which I have referred. Xow, 
evidently in answer to that contention, in the opinion which was 
rendered by the commission, the statement was made that the canal 
was only one agency while the railroads were another, and they had 
to consider all. In this the Interstate Commerce Commission over- 
looked the broad distinction between a governmental agency and a 
private agency. Suppose we were dealing with taxation and the 
canal instead of being Government owned was strictly privately 
owned. A Government -owned railroad is not subject to taxation. 
Suppose when the Western Pacific got into trouble the Government 
had taken the road over; do you think that it would have been sound 
policy for the Government of the United States to allow the Inter- 
state Commerce Commission to make an order fixing rates in such 
manner as to put the Western Pacific out of business, which might 
easily be brought to pass if this policy is pursued ? 

I suggest further that the interstate commerce act is a law relating 
to commerce ; the Panama Canal act is also an act relating to com- 
merce, and it is a well-settled rule of statutory construction that 
laws in pari materia shall be construed together and in such manner 
as to give both the fullest effect. 

I believe that water competition through the Panama Canal should 
be deemed an exception to the general rule mentioned in the amended 
fourth section. 

The Vice Chairman. If the conditions are fair and just under 
which private corporations are operating, would you have the Gov- 
ernment disturb them because they were competitors in the same 
business? 

Mr. Bartine. What is that? _, ^ tj 
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The Vice Chairman. If the conditions and rales under which pri- 
vate corporations were operating are reasonable and just, would you 
have the Government, because it possesses the competing lines, to 
disregard water and those conditions ? 

Mr. Bartine. I certainly would not, and I do not think, Mr. Adani- 
son, there is anything in what I have said that would lead to that 
conclusion. I am dealing with a case where the railroads have come 
forward and asked for special privileges 

The Vice Chairman. Is it not the idea that if the Government 
owns one and private capital the other, that the Government, being 
the regulating sovereign, should treat one as fairly as the other? 

Mr. Bartine. I do not think you get the meat of what I am saying. 

The Vice Chairman. I think I do. You do not want the Govern- 
ment to rob itself. 

Mr. Bartine. If by legitimate competition a privately owned rail- 
road could put that Panama Canal out of business, I do not think 
there would be anything wrong about it, but I do not think the 
Government should help it to do it by any preferential rates at the 
terminals. The railroads and the canal do not meet on even terms. 
The canal does nothing but a through business. Vessels that go 
through the canal load at the Atlantic seaboard and unload at the 
Pacific. They do not take up traflSc all along the line. The rail- 
roads pick up way traflSc, and when they put down their rates at 
the coast terminals they fall back on the interior points with higher 
rates and recoup their losses, something that the water carriers can 
not do. So, an order of that kind works an injustice in various ways : 
First, it is unjust to the water carriers themselves, w^ho have just as 
much right to do business as the rail carriers; secondly, it is unjust 
to them because the competition is not equal — it is not equal for the 
reason I have given; thirdly, it is unjust to the Treasury of the 
United States, by depriving it of money that Congress decided should 
go there; and, lastly, it is unjust to the intermountain coimtry, l>e- 
cause it widens and increases the differential and discrimination 
against which we have been complaining all these years. I ask you 
gentlemen to give these points c*onsideration. 

Mr. Mann claimed that traffic through the canal would be resumed 
immediately after the war. I do not know how Mr. Mann knows that. 
I do not think any human being can tell how soon after the close of 
the war traffic will be resumed through the canal on any extensive 
scale. The evidence shows that the ships thatformerly used the canal 
have been diverted to other business — ^not to the European trade 
alone, but to the South American trade also, a line of trade we have 
been endeavoring to get for a great many years. Some of the Ha- 
waiian steamship lines are now engaged in that trade. It is declared 
that the business through the canal is the least desirable thai these 
ships can engage in, and it is a noteworthy fact that the Hawaiian 
steamship line was the only one that was able to sustain itself very 
long, and that was because the Hawaiian line had a complete monop- 
oly of the Hawaiian sugar business. Different lines have started 
from time to time, but, as Franklin K. Lane said in one of his opin- 
ions, in the Reno case, the railroads never had any trouble in toking 
care of t4iem. 

It has been suggested here that the shipbuilding program may have 
a bearing, and it may, but we do not know what it will he* It is gen- 
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erally believed that the new shipbuilding program is verly largely 
intended to make good war losses. Up to the present time it is quite 
certain that Great Britain has lost a great deal more tonnage than she 
has been able to replace, and the main purpose of the United States in 
shipbuilding on a large scale is to make good the losses sustained by 
Great Britain and France and some of the other entente allies. We 
have no way of knowing how many of these ships we are construct- 
ing will be destroyed. The more ships we have exposed the more 
targets there are for the submarines to fire at, and the greater and 
heavier the losses will be. At the hearing in Washington, to which 
I have referred and upon the basis of which the Schedule C order 
was canceled, the sTiipowners testified that there would be no resump- 
tion of traffic on a large scale through that canal until the close of 
the war. Xo human being can tell when it will close. We can not 
tell now whether it is any nearer the end than then. 

They went further and said that after the war was over the condi- 
tions would be so abnormal that it would be a considerable period of 
time before there would be any general return to traffic through the 
canal, and that the ships would never go back to that business as long 
as they could do better in other lines; that the coast-to-coast business 
was the most undesirable part of their ocean trade, due to the biting 
and keen competition of the railroads. 

There is another point in this connection brought out by Senator 
Cunmiins in one of his questions. He did not express an opinion, but 
the question suggested that the thought was in his mind : Assuming 
that carriers should lose a considerable portion of their terminal busi- 
ness, might not the growth and development of the country serve as 
more than an offset and keep their business still, upon the whole, 
fairly remunerative. That point is well taken. The United States 
is gi'owing by leaps and bounds, and I have said in argument that 
the addition of 1,000,000 people to the country lying west of the 
Rocky Mountains would bring to the railroads operating in that ter- 
ritory more business than there was any reasonable probability of its 
ever losing through water competition. The whole tlieory of the rail- 
roads in dealing with this question is that they must be permitted to 
make a profit at every point along their line. I do not know of any 
rule or any principle upon which a railroad can claim the right to 
make a profit everj^where, any more than anyone else can make a 
similar claim ; certainly the railroads have no right to make a claim 
of that kind and realize such a profit, when it can only be done by 
discriminating against a portion of their patronage. I think you 
gentlemen will concede this. If a railroad company, on the whole, is 
realizing a good and substantial profit upon its business, that is all 
it can reasonably ask for, even if it does have to give up business at 
one particular point. That is one of the vicissitudes of business that 
stares us all in the face. 

Senator Cummins propounded a question, I think, to Mr. Gardiner, 
bearing upon this point — because it is correlated — ^he asked how 
much the reduction of the intermountain rates to the coast level 
tt'ould cut into the revenue of the railroads. That question is very 
difficult to answer, because the subject is vast and complex and it is 
very hard to get the data. But I can give you some approximate 
figures which will be at least suggestive. As we figure it in our office 
by close approximation, the reductions thus far made in the Reno 
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case, in the State of Nevada, amount to about $180,000 a year, assum- 
ing a small increase in business since the Reno case was brought. 
We have figured that the reductions which we have secured amount 
to about one-third of the entire excess charge of which we complain. 
If we are somewhere near correct, the total cut into the revenue of 
the Southern Pacific Co., in the State of Nevada, would be about 
from five to six hundred thousand dollars annually upon a total earn- 
ing of something like thirty million upon the Central Pacific. 

With reference to whether the terminal rates themselves are fairly 
remunerative, let me give you some figures as nearly as I can re- 
member them offhand. It is hard to carry these things around in 
one's head for years, because while I have been active in these cases 
I have been doing a great many other things. 

Prof. Thurtell was one of our commission and he was a past master 
in mathematics. 

It occurred to me that the claim of the railroads that the terminal 
rates were unremunerative might be true, and that the rates were 
yielding a little less than they might reasonably expect to earn. 
Admitting that to be so, it seems to me that the saving in transporta- 
tion charges would be so great, when the freight was dropped off at 
Reno, that a rate that would not be quite compensatory at San 
Francisco would be a highly compensatory rate at Reno. So I had 
Mr. Thurtell take the entire mass of westbound traffic on the Central 
Pacific, and assume that it was left off at Reno and charged for there 
at the terminal rate in effect. Now, the evidence we had in the office, 
filed by the railroads, shows that about $216,000,000 has gone into the 
Central Pacific, which was about $146,000 per mile. That is not con- 
sidered a basis of valuation for rate making. The original cost is 
scarcely considered at all. Judge Brewer pointed out the reason for 
that in the Reagan case (154 U. S.). Prof. Thurtall went about it 
and he found, upon the basis of $216,000,000 total valuation, or 
$146,000 per mile, the terminal rates, laid off at Reno, would leave to 
the Southern Pacific Co. 7f per cent upon the capital. He further 
found that, assuming the reproduction value to be $100,000, the re- 
turn would be 10.75 per cent. He still further found, upon a valua- 
tion of $80,000 per mile, which is very much nearer the true repro- 
duction cost, as shown by the testimony of Mr. Kruttschnitt, at Salt 
Lake City, the return would be 13.75 per cent. So we have assumed 
that the fair value of that road does not exceed $80,000 per mile 
for rate-making purposes. If, upon that valuation, the return would 
be 13.75 per cent at Reno, it seems to me that it is impossible to avoid 
the concluusion that if the freight were carried on to San Francisco, 
the return would be at least reasonable, say 7 per cent, and that is a 
long way from being unremunerative. Upon a large investment like 
that, 7 per cent is a pretty fair return. In fact, Judge Prouty found 
7 per cent was excessive in the Spokane case. I omy say it is re^n- 
sonable, and fi'om that I drew the conclusion that the nites at the 
terminal points were reasonable in and of themselves. 

A great many nice and interesting points were brought out by the 
queries asked by you gentlemen. I did not make notes at the time, 
but carried them, as well as I could, in my memory, and I will now 
make a few general suggestions. 

The people of Nevada, I believe, are practically unanimous in 
believing that the only true and certain remedy is a long-and-short- 
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haul clause. I appreciate the force of certain questions propounded 
by Senator Cummins in which he suggests some peculiar condition 
which might exist in a particular case. Laws are made on general 
lines. If there be any case in which a long-and-short-haul clause, 
ironclad, would work an injustice to anyone or do an injustice to the 
railroads it has never come under my observation. We have just 
such a clause in our railroad commission law. It has been there for 
10 years, and it has never harmed anybody, and there has never been 
a whisper of complaint. This morning, questioning the gentleman 
from Spokane, Senator Cummins suggested a case ot freiglit hauled 
through to Seattle costing more than the freight which was left off 
at Spokane. In dealing with this matter it does not seem to me 
that we should indulge in mere abstractions. I can not imagine a 
possibility of freight from eastern defined territory being carried 
through Spokane and on to Seattle costing less at Seattle than at 
Spokane, because when it gets to Seattle it has borne all the expense 
necessary to bring it to Spokane and then something in addition to 
take it on to Seattle. 

We must remember that the long-and-short-haul clause is pe- 
culiarly worded. -I have only spoken of it as such in general terms, 
but the formula is this, that there shall be no higher charge for a 
shorter than a longer haul over the same line and in the same direc- 
tion, the shorter being included in the longer. I can not imagine 
how a case could arise under that language where the cost for the 
longer would be less than for the shorter haul, because in making 
the longer the longer haul would have to incur all the expense inci- 
dent to the shorter one and then some. 

Much has been said about delays. I do not particularly censure the 
Interstate Commerce Commission for these delays, except as I think 
they got off on the wrong foot at the start. I think they made an 
error at the very beginning which was responsible for a great part 
of the delay. In the first place, we had four intermountain cases — 
Keno, Spokane, Phoenix, Ariz., and Salt Lake City. As I suggested, 
we have gotten considerable relief in all these cases, but not enough. 
In 1910 the long-and-short-haul clause was amended, and shortly 
thereafter 13 railroads engaged in interstate commerce moved foV 
exemptions from the operation of that clause. I suppose that these 
13 cases were brought separately by separate petitions, but the Inter- 
state Commerce Commission grouped them all together and con- 
sidered them as if they were one. Not only that, but the Reno case, 
and these others that I have mentioned, which had been made up with 
infinite labor and at great expense, were thrown into hodgepodge 
with the others, it being the idea of the Interstate Commerce Com- 
mission that the whole matter might be settled in one or two cases. 
I suggested to them that if they attempted to settle the whole situa- 
tion by one or two general orders they would probably find, in the 
slang of the street, that they had bitten off more than they could 
chew, and I think they ratHer agree with me at the present time. 
This was what was done. 

These petitions asked for such exemptions from the long-and-short- 
haul clause as would leave the rates which they then had in effect in 
effect for the future. In other words, that they should not be 
effected at all by the law. The Interstate Commerce Commission did 
not give them all that they asked for. It gave them a measure 
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of exemption. I may say, in passing, that in the beginning of the Eeno 
case the closest calculations we could make show^ that the average 
differential against Xevada was 73 per cent in favor of the coast 
cities, and this in the face of a very much shorter haul. The fourth- 
section orders provided that from the Missouri River territory into 
the intermountain territory the rates should be no higher than to the 
coast; that from Chicago territory they might be 7 per cent 
higher; from Pittsburgh, 15 per cent; and New York, 25 per cent^ 
recognizing something more in the way of water competition as you 
get nearer to the Atlantic coast. The railroads were not satisfied 
with these ordei-s and attacked them in the Commerce Court. They 
attacked them not upon the ground that the commission had not 
given them the full measure of their demands. They did not attempt 
to do that, because to whatever extent an order feU short of giving 
them all they had asked for, it had the form and effect of a negative 
order, and the Supreme Court has decided that negations can not 
be appealed to the courts, because if the court gave relief where the 
commission refused the court would be making rates. The conten- 
tion of the railroads was that the commission had exceeded its juris- 
diction in establishing a relation of rates instead of reasonable rates. 
However, the Commerce Court sustained the contention of the rail- 
roads. I think Mr. Sims will remember that, because he was very 
instrumental in brining about the abolishment of that court, and the 
Xevada conmiission, in its small way, tried to help. 

The Commerce Court had reversed 23 out of 27 cases brought up 
to it from the Interstate Commerce Commission, and the Interstate 
Commerce Commission did not hesitate to indulge in a little mild 
criticism. But the point is this: The contention of the railroads in 
that case was only a technical ground for an appeal to the court. 
The case was then appealed by the Interstate Commerce Commission 
to the Supreme Court of the United States, and in this we have a 
most extraordinary spectacle presented. Here is where I think the 
Interstate Commerce Commission, viewed from a legal standpoint* is 
open to criticism. The order as tney made it was absolutely the only 
thing which stood between these railroads and an ironclad long-and- 
short-haul clause. We found the railroads attacking that order and 
the Interstate Commerce Commission defending it. There, I think, 
the Interstate Commerce Commission made a mistake. It should 
have said to these railroad managers, "You say that this order is 
void, and the Commerce Court has sustained you in that contention. 
We will take you* at your word ; we will concede that it is void. We 
Mill cancel it. Now, put yourselves in line with the law." That 
is what they should have done. I think; but, instead, they went to 
the Supreme Court of the United States, and it was nearly two 
years before that body decided it. It was submitted once, and then 
came a vacancy due to the death of one of the justices on the bendi. 
Mr. Justice Pitney was appointed, and the case was reopened so that 
he could hear the reargument. Finally, the decision was handed 
down by the Supreme Court of the t/nited States sustaining the 
order of the commission. 

In that opinion the Sunreme Court declared — and it was not dic- 
tum, either — that an absolute long-and-short-haul clause was consti- 
tutional. There we lost three years. Of course we could not fore© 
matters through the courts any more quickly. 
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I make the point, and have made it before, that these fourth-section 
orders, applying as they did to 13 railroads and four separate and dis- 
tinct cases — Spokane, RenOj Salt Lake, and Phoenix — could not fairly 
be considered as special within the meaning of the word "special" 
as used in the statute- If an order which practically covei-s and in- 
cludes all the westbound traffic of the United States to the Pacific 
coast, which applies to 13 railroads, no two of them being situated 
alike, every one surrounded by its own special conditions — if such an 
order as that can fairly be termed " special," I would like to have 
somebody who is better versed in the English language than I am to 
tell me what, in his judgment, would be a general case. It seems to 
me the commission has entirely wiped out all distinction between a 
special case and a general case and have made the word "special" 
of no force or effect in the statute. It is the same as if the word were 
not there. I suggested this at one of the hearings and one of the 
commissioners stated that the Supreme Court had sustained the 
order. True, but this point was not before the court. The Supreme 
Court decided the case on the issues as made. The Interstate Com- 
merce Commission w^ould not raise the point that it was too general, 
because by doing so they would have confessed error, and the rail- 
roads would not raise it because it was in their favor, and therefore it 
was not raised at all. Judge Archbald, of the Commerce Court, did 
touch it lightly, but it was purely dictum and outside of the record. 

It is not to be understood that we do not trust the members of the 
Interstate Commerce Commission in their personal character. There 
is no feeling of that kind. I have not the least doubt in the world 
that they are all highly honorable men and men of exceptional 
ability, but there are none of us perfect; none infallible; and every 
man is controlled more or less by his environment. The stronger he 
is the less that control will be, but there are very few who are not 
subject to environment to some extent. The manner in which these 
cases have been dealt with by the commission indicates to my mind 
that it is not strong enough and not forceful enough to be intrusted 
with a power like that. I go further, than that and say I do not 
think thei'e are nine men in the United States that should be invested 
with the power to make exceptions to the long-and-short haul clause 
of the amended section. I have given jrou some reasons for so think- 
ing by pointing out the exceedingly thin and unsatisfactory charac- 
ter of testimony upon which the railroad cases have been made. 
Every member of this committee knows that the main purpose of the 
fourth section was to establish an absolute long-and-short-haul 
clause. It was adopted as a substitute for the Dixon amendment, 
which provided such a clause. The idea existed in the minds of a 
great many Congressmen that it might be held unconstitutional and 
that we would get nothing. Manifestly, the purpose of Congress was 
to get just as near as it could to an absolute long-and-short-haul 
clause, at the same time avoiding anv possible constitutional objec- 
tion. It was thought that there might be some exceptional cases in 
which an exemption could properly be allowed, but primarily Con- 
gress had in mind that those cases would be few^ and far between — 
sporadic, I might say — and not so general and sweeping that one or 
two orders would exempt practically the whole United States from 
the operation of the law. 
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Mr. Mann stated yesterday that some 10,000 applications had been 
filed with the commission for exemptions. They have not been 
passed upon. I think I know why they have not. The commission 
wanted to get a decision upon the law. That, of coui'se, was for 
them to determine. I am not' criticising the commission's course on 
this point. I am only speaking of the fact that all tliese claims for 
exemption have been filed as indicating the unwisdom of having a. 
law that permits 10,000 claims for exemptions to be filed. Obvi- 
ously, if all should be granted there would be universal departure 
from the long-and-shoi-t-haul clause in the United States, and it 
would be useless. 

If an absolute long-and-short-haul clause were to work injury in 
any case, it seems to me it must \)e upon a small scale and the case 
would be unimportant for the reasons I have given, especially when 
it is guarded as this one is, the short haul being included within the 
long haul, running in the same direction. 

Another thing, that long-and-short-haul clause was amended very 
largely upon the strength of the strong and earnest protest that had 
been constantly going up from the intermountain country against 
the violation of tnat principle by the railroads. Our complaint was 
always about the back-haul charge, and I was amused to hear Mr. 
Mann say there was no such thing as a back haul and there never 
had been. He was mistaken. When the custom started, 30 years ago, 
the freight was actually hauled through and back. The return was 
charged for as a local rate. That certainly constitutes a back-haul 
charge. Later, the people complained of the delay and the railroads* 
seeing that it was cheaper for them to drop it off than to haul it 
over the mountains, and bring it back, adopted the method of drop- 
ping off the freight at Nevada points, but charged just the same as if 
they had hauled it through and back. 

Xow, this is enough to make it clear why, representing my people^ 
I favor a long-and-short-haul clause. As I told you at the start, 1 
am speaking in a broken and disjointed way, and I want to call at- 
tention to another fact that was disclosed by the testimony in these 
cases, which bears out my contention that the terminal rates are Y"^- 
munerative per se. Among the principal products carried to ^"^ 
Pacific coast are structural iron and steel. They are carried throug" 
at 80 cents per 100 pounds. At Reno, 62 cents per 100 poimds ^^^ 
added. We paid that as a local, making $1.42 in all. They — "^"^ 
railroads — always claimed that the 80-cent rate was not fairly ^^" 
munerative. Nevertheless, when the Panama Canal got into ^" 
swing, they applied to the Interstate Commerce Commission '^^^ 
leave to lower that 80-cent rate to 55 cents. Here was a case %^b^/^ 
they claimed that the rate in existence was unremunerative, an^^ ?' 
they applied to the Interstate Commerce Commission to permit tl*^?^ 
to put m A lower rate, which would mean a lost revenue of pt^^ 
cally $200 a car of 40 tons, and in a trainload of 50 cars woul<J ^^* 
volve a loss of $10,000. Xow, if a 55-cent rate is remunerative t^ |i^ 
extent of covering more than the cost of transportation, is it not ^ . 
evident than an 80-cent rate — about 45 per cent hiffher — must ^-j^ 
the highest degree remunerative? It seems to me there is no a^^' 
ing that conclusion. 

Aow. gentlemen. I see you are looking at your watches. I "^^ 
given to understand you were going to remain in session unti* 
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o'clock. As it is, I am leaving out some things which I had in mind 
to say, but I am sorry I am losing my audience. 

(At this point Senator Cummins was obliged to leave.) 

Mr. Si^kis. What you say will appear in the record, and we can all 
read it. 

Mr. Bartine. I want to give you one more reason for my belief 
that water competition is not the true reason for this discrimination. 
It is found in the fact that the entire excess charge of which we com- 
plain is levied and absorbed by the final carrier alone. Xow, if it is 
water competition which is forcing the rates of the terminals down 
to an unreasonably low figure, it is self-evident that eveiy connecting 
carrier engaged in that naul must suffer from that depression of 
rates; still the entire back-haul charge, as I have designated it, is 
levied by the final carrier alone and absorbed by the final carrier 
alone. 

In the Reno case, at the first hearing, I questioned Mr. Luce upon 
that point and asked how the rates were constructed, taking the first- 
class rate as a sample. I said, " How do you make up the $3 ? " 
(which was the first-class rate). And he said, "We and our eastern 
connections get together and agree upon it." I said, "Then you 
divide that among yourselves ? " He replied, " Yes." " How about 
the $1.29 excess charge levied at Reno? What agreement have you 
with your cocarriers on that? " " None whatever. They have noth- 
ing to do with it." " Xot a thing? You levy it yourself and you 
take the money unto yourself? " " Yes, sir. That is all there is to 

Yon can see just what principle there is involved. It is exactly 
the same as if you, Mr. Sims, should be making a trip across the 
continent from Xew York to San Francisco. You get as far as 
Reno — you have a through ticket — ^but you conclude you would like 
to stop off at Reno and stay. The conductor tells you you can not 

f:et off unless you pay him the price of the trip from San Francisco 
mck to Reno. That is the exact situation. In a case of that kind, 
what would these eastern connections have to do with it? Noth- 
ing. Take another illustration: Suppose that freight, as formerly, 
was being carried through to the coast and then brought back by 
the final carrier and charged for by the final carrier, what would 
the eastern carriers have to do with that? Nothing at all. The 
mere fact that thev have cut out the carriage over the mountain, 
and it is not carried back, does not change the principle in the 
least. It is an arbitrary levied by the final carrier and for the 
final carrier's benefit alone, and yet in all these cases the Interstate 
Coinmerce Commission has persisted in speaking of this as merely a 
division between the carriers. If this is a division between the car- 
riers* I am afraid my education in the English language has been 
sadly neglected. 

Now, gentlemen, in order that you may get away speedily, I will 
hurry along, and I will refer briefly to just one more matter, and 
that is the question of vesting all control of the commerce of this 
country in the hands of the Interstate Commerce Commission. Our 
people are absolutely opposed to that, and I think it will be an ex- 
ceedingly hard matter to get a majority of the American States to 
ever consent to surrender all control over local traffic, even though 
it may remotely and incidentally touch interstate commerce. There 
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is hardly any business on a large scale carried on in the country that 
has not some remote and incidental connection with business that is 
interstate. 

The argument is one of convenience. If we are going to approach 
there matters from the standpoint of convenience, I might say that 
the most convenient government in the world is a despotism. To 
invest all power in the Federal Government is contrary and opposed 
to the organization of the American Republic. The country is vast 
in its extent — ^lias an infinite variety of soil and prductibn. We 
have the country divided into States, the States divided into con- 
gressional districts, and still further subdivided into legislative dis- 
tricts, all being intended to give to every locality full and fau- rep- 
resentation. If we are called upon to give up control of our local 
traffic and hand it over to the National Government, it is an entering 
wedge for a similar demand concerning a great many other things. 
If I could be brought, under any circumstances, to favor it — and I 
do not know whether I might or might not, because I am as liable 
to change my mind as other people — perhaps there might be new de- 
velopments that would have some influence with me, but as I feel 
now, I may say that if under any circunistances I could look with 
favor upon handing over this entire business to the National Gov- 
ernment and letting the Interstate Commerce Commission take care 
of it, I could not- possibly consent to it with the Interstate Commerce 
Commission organized as it is now, not saying a word against the 
individual members. Here we have this great country stretching 
from British America to the Rio Grande River, from the summit of 
the Rocky Mountains to the summit of the Sierra Nevadas, more than 
double in area the two great central empii'es of Europe, standing in 
more pressing need of upbuilding than any other portion of the 
United States, absolutely without representation upon that body. 
There is only one man on the commission from west of the Rocky 
Mountains, and that is Mr. Aitchison, and he is from the coast region 
of Oregon, a region that has always been antagonistic to the inter- 
mountain region. 

Mr. EscH. There is Mr. Hall from Denver. 

Mr. Bartixe, Denver is in a class by itself, and we have found the 
Denver people quite generally against us in these inter mountain 
cases. The fixing of rates specifically to Denver is to our disad- 
vantage. Denver is looking out for Denver. Mr. Hall is from 
Denver, and as far as any intimations will give a guide to a man's 
feelings, I will say to you — and I say this respectfullv — that Mr. 
Hall's intimations from the bench have not indicated tliiat he Is in 
sympathy with the aspirations and desires of the intermountain 
country. He became so pointed on occasions that I was bold enough 
to rise and rebuke him. It is just one of those cases of a man being 
influenced by his environments. Perhaps I misjudged him in that 
case, because he afterwards joined in this order canceling the present 
exceptions. 

I do not want to be understood as intimating, for a moment, that 
there is anything wrong with these gentlemen. With the exception 
of the two new members, I am acquainted with them all. When I 
am regulated, however, in the intermountain territory* by the Inter- 
state Commerce Commission, I want to know at leaslt that we have 
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representation on the commission that knows a little about that 
legion. 

The Vice Chairmax. There is nothing in the law to prevent the 
selection of such men. 

Mr, Bartine. That is so, but there is the danger of it. We are 
dealing with an uncertainty. The very fact that the Interstate Com- 
merce Commission has wobbled around as it has, in dealing with 
these matters, shows how uncertain is our protection at the hands 
of that body. 

Mr. Sims. Would you have the law amended so as to require at 
least one member to be appointed from this intermountain territory ? 

Mr. Bartine. I merely made the statement to meet the situation 
as it exists to-day. Even if there were a member from the inter- 
mountain country, I would not be in favor of the plan at this time. 
I simply urge it' as an additional reason. I am not criticizing the 
President of the United States for not appointing a man from the 
intermountain territory. My understandmg is that he believes any 
man that is big enough to hold a seat on tnat bench is big enough 
to do justice to the whole countrj'. That is true, in a way. You can 
find enough able men in Massachusetts to administer the whole 
United States, but I do not believe the people of the country would 
stand for that. I know the people of Nevada would not. 

The Vice Chairman. If you are ever going to have Federal control 
of everything, under a plan of regional commissions, in order to 
preserve local protection and local interests and at the same time the 
spirit of our representative institutions, ought the commissions not 
be elected by the people of the particular districts affected ? 

Mr. Bartine. I think, if we were to get to that condition, then, 
that would be the proper way to do it. Then the voice of each par- 
ticular section would be heard. 

The Vice Chairman. And represented. 

Mr. Bartine. Yes, sir. As to a man being big enough to represent 
the whole country, that is not the question. There are big enough 
men in all parts of the country. I think I could pick out in Nevada 
nine men big enough for Interstate Commerce Commissioners. 

The Vice Chairman. But if he happened to be wrong he might 
be too big a man. 

Mr. Bartine. Yes, sir; but an ironclad long-and-short-haul clause 
would be the thing. We would be much safer under a long-and- 
short-haul clause, even if the Federal Government had full control. 
In any view of the matter the long-and-short-haul clause, to my mind, 
is going to be of advantage. It will be of advantage to the great 
bulk of the people of the United States, and if it does any injury at 
all it will only be in very few sporadic and small cases. 

The Vice Chairman. With reference to the organization of the 
Interstate Commerce Commission, or its reorganization, with a view 
to bringing the regulating power in closer touch with the communi- 
ties affected, have you any views to express? 

Mr. Bartine. Why, Mr. Chairman, I recognize the fact, which 

has been brought out here, that the Interstate Commerce Commission 

is an overworked body of men. Perhaps they exaggerate the amount 

of work which devolves upon them, because they have a formidable 
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corps of assistants to do the drudgery; but still there is no doubt 
that they have a great deal of work even after the drudgery has been 
done by subordinates. It is no small task to take a case after it has 
been made up, analyze it, and arrive at a fair and just conclusion. It 
seems to me it would be well to relieve that commission as far as 
possible by the appointment of regional commissioners, but not to 
abolish the State commissions. The regional commissions would be 
in close touch with the local conditions. The regional commissioner 
would sit very much as a district judge of the Federal court does. 
He could hear cases and render decisions, subject to appeal or revi- 
sion by the main body ; and it seems to me it might serve to help the 
Interstate Commerce Commission a great deal. 

You gentlemen remember that the circuit court of appeals was 
constituted for the purpose of relieving the Supreme Court of the 
United States. It might possibly be that the same principle could 
be applied to these regional commissions and allow their decisions to 
be final in cases of no great magnitude, the parties always, of course, 
having their appeal to the courts in proper cases. In that way, I 
think, the commission would be very greatly relieved, and I think 
that the various sections of the country would be able to make the 
commission, as a whole, better understand their wants and their 
needs than they can now. At the present time the commission acts 
almost entirely through subordinates in the taking of testimony. If 
we want a hearing in the city of Washington we nave to travel way 
across the continent, and it is a very expensive trip. I have been 
before that commission when the fourth-section cases were on — ^when 
the total representation from the intermountain country did not con- 
sist of more than 15 or 20 people, several of them appearing in the 
capacity of State conmiissioners, like myself, and it is conservative 
to say that the railroads were represented by 25 or 30 highly paid 
attorneys and at least 100 of the leading traffic men of the United 
States. Why, the atmosphere was simply surcharged with railroad 
sentiment. We are all more or less subject to environment 

The Chairman. Take the region west of the Mississippi River, in 
case we could follow out the line of this suggestion regarding re- 
gional commissions. How many regional commissions would you 
suggest, and what would be the area of each ? 

Mr. Bartine. I have not given it enough thought to figure that 
out. Of course, population alone would not be the only thing to 
consider. The wants and needs and general situation in the various 
sections should be taken into consideration. 

The Chairman. Take this Pacific coast region. Would you ha%'e 
the region constitute not only the Pacific Coast States, but some of 
the Intermountain States, or would you have the intermountain 
region a region by itself? 

Mr. Bartine. My feeling would be to ffive the Pacific Coast States 
proper a regional commissioner. I would divide the intermountain 
territory into two regional districts, because it is larger in extent and 
stands in more pressing need of care and attention, and more study 
would have to be given to the transportation problems that arise 
there. It has always been the policy of this Government to pursue 
such course as will lead to the best upbuilding of the country. It is 
not a question of population. The transportation problems that will 
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arise in the intermountain country might not be so numerous as those 
on the Pacific coast, but they would, generally speaking, be of great 
magnitude, because of the great size of the country. It is one of mag- 
nificent distances, where the hauls are exceedingly Ipng, and of course 
where the haul is very long the difference in freight charges is of 
enormous importance to those who have to pay the charges. There 
are cases of some lower-grade conmiodities which we consume and 
use in the intermountain country the freight charges upon which are 
very much greater than the initial cost of the commodity. 

The Chaibman. Suppose you should divide the intermountain ter- 
ritory into two regions, how would you segregate them? 

Mr. Bartine. Tnat is only a rough conjecture. I would like to sit 
down with a pencil and paper and figure it out. 

The Chairman. You have not given that subject reflection? 

Mr. Bartine. No, sir. 

The Vice Chairman. I can not understand myself the practica- 
bility of making artificial divisions of territory in which elections 
could be held, and yet I believe that in order to carry out our idea of 
representative government that if we have these regional commis- 
sions we should elect the commissioners, but I do insist, for what- 
ever it is worth here or elsewhere, diat instead of changing the system 
we simply enlarge the present commission. We have already taken 
a great step in advance. We have already authorized them to sub- 
divide into three or more divisions. I can see that they need more 
men, so that the commissioners can go themselves and examine cases 
instead of sending clerks and suboniinates. Why not increase the 
commission by enlarging the commission to say 15 or 16 members and 
have them subdivide themselves and have it understood that they 
will have departments over the country and have it so arranged that 
the intermountain country can have two or three members, and then 
they can go around and hear the cases. The Supreme Court itself 
designates judges to go around over the country, and it seems to me 
to be so much easier and more satisfactory than revolutionizing the 
system and getting up rather anomalous plans, having regional 
commissions to be appointed by Washington to represent the local 
districts. 

Mr. Bartine. I am not wedded to the regional commission idea. 
I simply mentioned that because it has been mentioned to me, and 
it was one thought that occurred to me. 

The Vice Chairman. Do you not think my idea is better — ^to use 
the present commission as a groundwork and extend that? 

iJj\ Bartine. I think, on the whole, it would be better to enlarge 
the commission itself to a sufficient number of members to cover the 
entire territory and have every portion of the territory properly rep- 
resented upon it and have 15 or whatever number may be necessary^ 
so that each one would stand on an equal footing with another^ 
whereas the regional commissioners would be in a sense inferior. 

The Vice Chairman. And not only give them enough members 
but if the present salaries are not enough to demand the talent of the 
country, increase the salary. W^e need the best talent in the country 
for that commission. 

Mr. Bartine. You can not get into an argument with me on that 
subject. 
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The Vice Chairman. I do not see how the suggestion about appel- 
late jurisdiction from the regional commissioners would be as good 
as the system we have at present. It looked so curious to me that it 
appeared to be almost a joke. I have been studying the lorig-and- 
short-haul clause a long time. If your idea of establishing a system 
should prevail, there would be no long-and-short-haul clause. As I 
understand these gentlemen, their idea is they would have transpor- 
tation facilities if there had not been any railroads built east of Reno 
to the Atlantic coast, and Reno would have paid the ocean transpor- 
tation plus the local east from San Francisco to Reno. By the con- 
struction and operation of a railroad from the Atlantic coast to 
Reno you lose nothing and you ought to be satisfied ; is not that their 
idea ? 

Mr. Bartine. That is their idea. 

The Vice Chairman. And then, if you do not lose anything, you 
should not complain. 

Mr. Bartine. In other words, when the Central Pacific line 
reached San Francisco it found the clipper ships plying around the 
Horn supplying that port. The means of distribution were mule 
teams and ox teams. That was the condition that confronted the 
Central Pacific. It immediately proceeded to adjust the rates in 
such manner as to put the clipper ships out of business, and it was 
done, and for a number of years this so-called back-haul charge was 
not imposed, but the charge increased with distance as the freight 
came fi-om the East. It increased with the increase in distance, 
although not strictly prorated. Afterwards came the other rail- 
roads across the continent, gridironing it from east to west and 
others gridironing it north and south, and others coming in all sorts 
of ways, so that the gridiron becomes a sort of spider web^ and the 
railroads' theory is that in fixing these rates we are still controlled 
by the same conditions as when the clipper ships were doing the 
business. 

The Vice Chairman. You can not complain that you are injured 
because the railroads give you the same rate as formerly. 

Mr. Bartine. We are not injured directly but are deprived of the 
benefits to which we are entitled. 

The Vice Chairman. Their theory is that if you have a reason- 
able and just rate in and of itself, the relationship between your rates 
and the port rates is entirely immaterial, because you have reasonable 
and just rates and you lose nothing by their going down and taking 
water-compelled freight at a lower rate; that you lose nothing l^e^ 
cause the water carriers would carry it anywaj\ What is the fact 
about that? Thev say if they have to raise their rate and lose their 
traffic, it will result in their raising rates on vour traffic. What is the 

gractical result of that ? Are your rates hfgher than they ought to 
B because they charge you for the revenue Tost on the Pacific coast 
business? 

Mr. Bartine. They are not higher if the method they have adopted 
is correct. 

The Vice Chairman. They say you lose nothing anyway; that if 
they did not come down to the coast and take that low-rate freight, 
they would have to charge you higher than they now do to make up 
the revenue. They say tney do not chai^ you higher by reason of 
taking this cheap freight at the coast. What is the truth? 
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ilr. Bartine. Let us deal with this not upon abstractions but upon 
the facts. 

The Vice Chairman. Is their rate to Reno and other intermoun- 
tain points higher than if they did not take the traffic ? 

Mr. Bartine. Did you hear my figures in my opening statement ? 

The Vice Chairman. Yes; I heard some of them. 

Mr. Bartine. They are as clear as I can state them. 

The Vice Chairman. I asked you whether or not it is your opinion 

Jrour rates are no higher, by reason of giving the other ports the 
ower rates. 

IVIr. Bartine. It is the natural disposition of the managers of the 
railroads, the same as all other business concerns, to realize as much 
profit as possible. Anyone who goes into business naturally expects 
to realize, if he can, a fair return upon the amount of his invest- 
ment. Now, if a railroad finds it is confronted by competition at a 
particular point, and it lowers its rates at that pomt so much as not 
to yield a fair return there, it is the natural disposition of that com- 
pany to try to make good in some other j)lace. 

The Vice Chairman. Do they not do it? 

Mr. Bartine. I think they do. 

The Vice Chairman. That is all. 

Mr. Bartine. I have shown that the terminal rates applied at 
Reno would yield an ample return. 

The Vice Chairman. Mr. Bartine, I think this is a good place to 
adjourn. The committee will stand adjourned until to-morrow, 
Friday, November 9, 1917, at 9.30 o'clock a. m. 

FBIDAY, NOVEMBEB 9, 1917. 

The committee met at the Palace Hotel Friday, November 9, 1917, 
at 9.30 o'clock a. m., pursuant to adjournment. Senator Francis G. 
Newlands presiding, Hon. William C. Adamson vice chairman. 

The Chair^fan. The committee will come to order. 

Mr. Thom. Mr. Chairman and gentlemen of the committee, when 
the committee came West it was our understanding that the purpose 
of the visit to the West was to afford convenience to gentlemen who 
desired to testify and who were resident on this coast and in this 
vicinity and that it would not be appropriate for the carriers to 
undertake here to consume any of the time. I desire to give notice, 
however, and have it understood, that we desire to present, when the 
committee finds it convenient in Washington, the carriers' views on 
this important question which has been so largely dwelt on here, 
namely, the long-and-short-haul clause, as well as the general subject. 

The Vice Chairman. It was understood and announced at the 
beginning of these hearings that Mr. Thom would be heard again in 
conclusion, if he desired. 

STATEMENT OF MR. H. F. BARTINE— Besumed. 

Mr. EscH. In the course of your testimony yesterday you intimated 
that in the earlier stages of this long-and-diort-haul controversy the 
coast cities justified the lower terminal rate on the ground of actual 
water competition and later they substituted the argument of a 
potential water competion. 
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Mr. Bartine. Yes, sir. 

Mr. EscH. But, of course, at the present time, owing to the war 
and the need of shipping, there is no actual competition. 

Mr. Bartine. That is the fact. 

Mr. EscH. I do not know whether you expressed your own opinion 
as to what the situation will be when peace comes, as to whether 
there will be actual water competition and whether or not that will 
be large or not. What are your views on that phase of it ? 

Mr. Bartine. That is a matter which rests largely in conjecture, 
Mr. Esch, and I do not know that my views would have any more 
weight than those of any other equally intelligent man. My views to 
some extent are based on testimony given bv the steamship managers 
themselves at the hearing on the basis of which the schedule C order 
was canceled and the carriers were directed to remove all differen- 
tials, harmonizing their schedules with the long-and-short-haul 
clause. But the opinion was very freely expressed that there would 
be no resumption of the traffic through the canal until after the war 
was ended, and no one could give any suggestion as to when the war 
would be ended; then the opinion was expressed by the steamship 
l^eople that the conditions after the war would be such for a number 
of years — ^two or three at least — that other lines of ocean traffic would 
be more profitable than business through the canal, and the opinion 
was also expressed that as the traffic was resumed it would be resumed 
gradually through the canal and that it would take a considerable 
period of time before it got again into full swing, as it was at the 
time it closed. 

My own deliberate jud^nent is that the traffic through that canal 
will never reach proportions that will seriously interfere with the 
traffic of the railroads. 

Mr. Esch. That is largely the point of my inquiry — whether or 
not it will. 

Mr. Bartine. Yes, sir. 

Mr. Esch. In arriving at your conclusions did you take into con- 
sideration the new situation of the Government with respect to mer- 
chant marine as indicated by the creation of a shipping board, and 
by reason of the appropriation of one and three-quarter billions of 
dollars for the building up of the merchant marine? 

Mr. Bartine. Taking into consideration everything, and looking 
at this matter as a purely commercial proposition, traffic through 
that canal by Avater will not be extended beyond the point of reason- 
able remuneration for those who are engaged in it; and that brings 
me back to a point I did not touch upon, and that is that the rail 
tonnage is increasing far more rapidly, by reason of the upbuilding 
of the country, than any water tonnage can, because the water ton- 
nage in the main must necessarily be confined to the products of a 
narrow field on the seaboards, and the tendency as the country de- 
velops is to move the great manufacturing and productive industries 
farther and farther inland, thus maintaining the rail haul and mak- 
ing water traffic less desirable. 

Mr. Escn. In this connection, it is not necessary f(U' us to keep 
in mind the fact that this enormous appropriation for merchant 
shipping, and which will pnxluce over a thousand ships, with i\ 
tonnage of 9,0()(),(K)0 tons, and the vessels that have been comman- 
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deered by the Government of private shipyards, making 2,000,000 
tons of shipping, will be an enormous amount of shipping after the 
war is over, notwithstanding the ravages of the U boats? 

Mr. Bartixe. Of course, I can not say whether that is true. No 
human being can say whether it is true or not, but I do say this, 
that it makes no diflFerence how much money the United States may 
invest in new shipping; we know perfectly well that the purpose 
of it is to offset the ravages of the U boats, and I claim that no 
money invested by the United States in building up the merchant, 
marine should be used in such a manner as to pit the interests of 
one part of the country against those of another. 

Competition of water with the rail would be all right if it did 
not result in unjust discrimination against other parts of the coun- 
try and injure other parts of the country, 

Mr. EscH. One would have to leave something to the Shipping 
Board in that regard under the powers granted to it, but my thought 
is this : That at the end of the war here will be our Government with 
millions of tonnage of merchant ships, owned by the Government: 
what is the Government going to do with it? 

Mr. Bartike. That brings me back to the views which I expressed 
concerning the legal status of the Panama Canal. Suppose the Gov- 
ernment does own a large number of ships, with those ships en- 
gaged in traffic between the Atlantic seaboard and the Pacific coast. 
Do you think it is in accord with sound public policj'^ or a correct 
interpretation of the law that the Interstate Commerce Commission 
should make an arbitrary order allowing the railroads to lower their 
rates at the coast terminals in such manner as to practically put a 
large number of those ships out of business? 

Mr. EscH. Would it not be possible for the Government to use 
those ships and send them through the canal and thus earn back, 
through the tonnage tax, a part of the cost of operation' of the canal? 

Mr. Bartine. Certainly, Mr. Esch, it is legitimate for the Govern- 
ment to do it, and it is desirable that it should do it; but, as ex- 
plained, everj^ time you lower the rates at the coast terminals of the 
rail carriers it is for the purpose of enabling the rail carriers to get 
a portion of the traffic that would otherwise go through the canal, 
and you are shutting off that revenue. 

Mr. Esch. You are sure that is the case? 

Mr. Bartine. Yes, sir. 

The Vice Chair^ian. I have been struck with that line of the 
argument, and I should suggest that he could carry it further b}' 
suggesting the benefit to the country by taking away that business 
from the railroads, permitting the railroads to develop the interior 
of the country. 

Mr. Bartine. I have that in mind, Mr. Adamson, but I can not 
express everything in an hour or two. I feel if the railroads were 
deprived of this privilege which they have been claiming of lowering 
their rates at the coast points that they would be actually forced to 
use more endeavors to build up the * intermediate country, which 
would mean to them a very large number of comparatively short 
hauls at verv much higher rates, because the short hauls are always 
paid for at higher rates per ton per mile than the long hauls. The 
intermediate traffic would be more profitable than the coast traffic. 
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especially as the coast traffic, as it is claimed, only brings a rate a 
little over the cost of actual transportation. 

Mr. EscH. The thought I have in asking these questions is that 
after peace will come there will be a very considerable water-borne 
traffic between the coasts and traffic which will be protected against 
competition under the coastwise law, and therefore traffic which 
would be owned by the Government, and which probably the Gov- 
ernment could not dispose of to other powers or would not dispose of 
it to other powers. What should the Government do with it? 

Mr. Bartine. I am very sure that I do not know ; but if my idea 
prevails, there would be a great deal less trouble devolving upon the 
Government and a great deal less loss than comes through the main- 
tenance of existing conditions. Suppose the Interstate Commerce 
Commission by an arbitrary order allows the railroad carriers to 
lower their rates so as to take unto themselves a large amount of the 
tonnage which would otherwise be carried by ships through the 
canal, the effect would be to put a large number of those ships out of 
commission and means a lass to the Government. I do not believe 
that the Government would stand for it very long, and that is what 
they are doing now with respect to the Panama Canal, because the 
principle is identical. Because I am earnest, Mr. Esch, do not think 
I am losing temper. 

Mr. Esch. Oh, we are trying to elicit your views, and I know every 
member of the committee wants to get your views, because you have 
studied the matter. 

Mr. Bartine. I have been used to debating all my life, and you 
know as well as I that you can not get anywhere in debate unless you 
are earnest. 

Mr. Escn. As to the blanket rates eastbound, how wide is the 
zone? 

Mr. Bartine. I do not know the exact geographical boundary 
lines of the various zones. There are some six or seven of them. If 
you will allow me, as you have brought up the zone theory, may I 
enlarge a little on that point ? 

Mr. Escii. Certainly. 

Mr. Bartine. Senator Cummins in questioning some of the wit- 
nesses wanted to know why the people of Nevada, with a shorter 
haul, were satisfied with the same rate that was accorded to the coast 
terminals with a longer haul. That exact question was propounds! 
to me by Judge Prouty at the first argument of the Reno case in 
Eeno. Speaking from the bench and interrupting me, he asked me 
if I could see any reason why Reno should not have a lower rate than 
Sacramento or San Francisco. I was compelled to admit, in prin- 
ciple, I could not, but I said the railroads themselves had adopted 
the zone theory or system, and that the Interstate Commerce Com- 
mission had accepted that zone theoi-y as sound ; and such being the 
situation, we did not feel we had the smallest chance of securing the 
application of rates on a strict mileage basis, and we felt that if we 
had rates as good as those to the coast we would at least be upon an 
equal footing and would have no grievance to complain of. 

Mr. Esch. Now, you still have not answered the question as to the 
extent of the blanket eastbound. 
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Mr. Bartine. I can not, Mr. Esch. I am not a rate expert and 
have not followed that closely. I have endeavored to deal with these 
questions on broad principles. 

Mr. Esch. .You are aware of the fact that under the zone system 
with the blanket provisions it is possible for the Pacific coast cities, 
and even the intermountain cities, to get the same rate for the eastern 
terminal points as to the cities east of the Rocky Mountains and the 
Missouri Valley ? 

Mr. Bartine. I should not suppose that the Pacific coast cities 
could get the same rates to the Atlantic coast as points 1,500 or 2,000 
miles nearer the* Atlantic coast. 

Mr. Esch. Suppose you found that the intermountain cities and 
intermountain States under the blanket system got the same rate as 
the Mississippi Valley 

Mr. Bartine. I would not expect it. We would expect to pay 
something in addition, because of the greater length of haul from 
the intermountain country. 

Mr. Esch. And such a blanket rate would give the intermountain 
cities the advantage over the cities immediately east of the Rockies 
on eastbound traffic? 

Mr. Bartine. Xo; not under the long-and-short-haul clause, be- 
cause under any circumstances we could not get any lower rates than 
they, and we would be only put on an even keel. We are not asking 
for an advantage ; we are asking to be placed on even terms, and 
that is what the long-and-short-haul clause, as it is formulated, is 
intended to do. It is not a mileage proposition. It simply provides 
that there shall not be a higher charge for the shorter than for the 
longer haul. 

Mr. Esch. That is the statute. 

Mr. Bartine. That is the statute. 

Mr. Esch. The application of those blanket rates on eastbound 
freight has given rise to a great deal of complaint on the part of 
communities and whole States in the central portion of the country, 
because they contended it brought a competition from a great dis- 
tance which they ought not to bear, and that they ought to have the 
natural advantages of their own section with reference to their own 
products. I merely cite it to show how difficult it is to make any 
rate scheme that will not cause some complaint in some part of the 
United States. 

Mr. Bartine. I am not optimistic enough to believe that it will 
ever be settled in such manner that some one will not feel he has a 
gi'ievance, but we want to eliminate the worst gi-ievance we have. 

Mr. Esch. Yesterday you intimated, with reference to the regional 
control of traffic matters, that you would prefer a region for the 
Pacific coast States proper and possibly two subdivisions in the in- 
termountain country. Do you think it would be better in a wise 
administration of traffic matters to make your regions based on State 
lines or geographic lines or based on traMc area? 

Mr. Bartine. Well, I should say upon geographic area rather 
than State lines and rather than population, for this reason: Take 
the State of Massachusetts, for example. If it were physically pos- 
sible, you could set 100 such States right down in the intermoun- 
tain country and then have a good-sized margin all around. At the 
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same time, Massachusetts contains just about as many people as there 
are in the whole intermountain country. But the transportation 
problem in the intermountain States is vastly more important than 
it is in Massachusetts because of its small area and shortness of 
their hauls, and you will pardon me if I say that in reading the 
decisions of the Interstate Commerce Commission I have been in- 
terested and amused in noting the fuss that is made in the eastern 
parts of the United States over a difference of 1 or 2 or 3 cents per 
hundred pounds in the freight rate on a given commodity between 
two points, it being claimed that there is a discrimination, and if 
they make such a mss over 1 or 2 or 3 cents per liundred pounds, 
how must the intermountain territory feel when there is a dififeren- 
tial of anywhere from 50 to 75 cents per hundred pounds against 
them? I bring this out just to emphasize the importance of the 
transportation questions of the intermountain country, with dis- 
tances so great, thus making the freight rates a vast item. 

Mr. EscH. You would prefer to adopt a regional system based on 
geographic lines, rather than traffic areas ? 

Mr. Bartine. I would say geographical lines, certainly, because 
if you have the geographical lines the traffic area is necessarily in- 
creased, and where there is a very large area of territory affected, 
there is very much more chance for the traffic area to be increased. 

Mr. EscH. In your opinion, if regional commissions were ap- 
pointed and that sj^stem of administration of the law were adopted, 
would it lead to expedition or would it add to the delays? 

Mr. Bartine. Well, I think I admitted in colloquy with Judge 
Adamson yesterday that I thought it might possibly make for delay. 
Now, understand me, Mr. Esch, I am not committed to this regional 
system at all. I would look with favor upon any method which 
would lead to a better geographical distribution of the membership 
of the Interstate Commerce Commission, the increase of its effective 
working strength, by an increase of the members or otherwise, but 
I am not committed to any particular method of doing that thing, 
but this thought has occurred to me : There is a great deal of weight. 
I think, to be attached to the suggestion of Mr. Adamson that the 
Interstate Commerce Commission itself could be increased and the 
15 members, or whatever number might be fixed upon, taken fairly 
and impartially from all parts of the country, so that all should he 
represented. Then let these individual commissioners go and hold 
hearings in the various districts, just as the Federal judges pass 
around and hold sessions in the various circuits of the United 
States, and then I would gO a step bej'ond that. I think — now, this 
is just a crude idea — I would go a step further and make a ruling 
similar to that which applies by law to the Circuit Court of Appeals. 
I would let the decsion of an individual commissoner who hears a 
particular case stand as finality in cases of comparatively small 
magnitude, drawing the line at some reasonable point. That would 
do no harm, because the individual still has his access to the courts 
as now, if he feels that he is wronged. 

Mr. Esch. If you have the regions, whether 8 or 12, there wouM 
always be the likelihood that the regional commissions would give 
diverse opinions upon traffic questions although the questions might 
be identical in the different regions. You would therefore have a 
diversity of views as far as the divisions were concerned, and unity 
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The Vice Chairman. But does not Senator Cummins in his ques- 
tions have reference to competition between different points? 

Senator Cummins. I was about to say that I did not make myself 
quite clear. I did not intend to bring into my question the fourth 
section at all. I was basing it entirely upon the third section. 

Mr. Bartine. Yes; but I think, Senator, you did refer to the 
fourth section and ask if it was intended to guard against discrimi- 
nation. 

Senator Cummins. I did formerly ; and I did not separate the 
two things sufficiently in mj' last' question, but I put it differently. 
Assume a rate from thicago to Portland imposed upon some given 
conunoditj' ; another rate from Omaha to Reno, there being no com- 
petition between the localities affected with respect to the commodity 
covered. Reno could not, under the third section, question the pro- 
priety of the rate from Chicago to Portland as being an unduly 
preferential rate. 

Mr. Bartine. It could not, there being no competition between 
them. 

Senator Cummins. Although considering the rates in and of them- 
selves there might be great disparity between them as compared with 
the service rendered in the two hauls. 

Mr. Bartine. But Reno would be in nowise injured. 

Senator Cummins. Precisely; and therefore, in construing and 
applying the third section of the interstate-commerce law upon a 
charge that any gix'en rate is unduly preferential or discriminatory, 
there must be, as a basis, a competition in business between the 
localities affected by the rates. 

Mr. Bartine. I think that is the case. That is intended to cover 
a situation where roads are actually in competition, or where com- 
munities are in competition. 

Senator Cummins. Now, disregarding the fourth section for a 
moment and supposing that it is not in the law at all. if Nevada were 
complaining, or the people of Nevada were complaining, of a rate 
to San Francisco given in each instance upon westbound traffic, it 
would be necessary to show that Nevada or its territory is in com- 
petition with the territory of California in business, and that the 
disparity between the two rates injuriously affected the business of 
Nevada, would it not? 

Mr. Bartine. It would be, and I think it has been shown. That 
is what we have insisted upon. 

Senator Cummins. I am examining it abstractly. I want to see, 
if I can, in what respect the law should be modified or strengthened 
to bring about more perfect justice. 

Mr. Bartine. Yes, sir. 

Senator Cummins. Now, in all your proceedings before the Inter- 
state Commerce Commission, that has been the underlying thought, 
has it not? 

Mr. Bartine. It certainly has. 

Senator Cummins. And you have shown, or believe that you have 
shown, all the time, that the lesser rate given to the terminal points 
injuriously affected the development and growth of j^our community? 

Mr. Bartine. We have tried to do that, and I think we have suc- 
ceeded. 
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Senator Cummins. Has that vital and fundamental proposition 
ever been disputed by the coast points? 

Mr. Bartine. Yes, sir; it has. It has been disputed in this way: 
They have persisted in carrying us back to the days of the clipper 
ships and ox teams^ and have insisted that the true method of i-ate 
making was to take the water rate to the coast plus the additional 
charge the railroads might make — plus the local charge back from 
the coast to the interior points — and in that way they have claimed 
that we have obtained the very best natural rates, but of course en- 
tirely ignoring all the improvements that have taken place, denying 
to us the benefit of the railroad system that has been constructed and 
built up in this country, and, as I said before, keeping us back in the 
age of the clipper ships and ox teams. 

Senator Cummins. Without regard to that, have they ever denied 
that you are in competition with the terminal territory and that you 
would develop faster if you had a rate that was properly propor- 
tioned to the terminal rate? 

Mr. Bartine. Well, they may have possibly denied that in a va^e, 
general way. They have assumed that Nevada was develmying just 
about as rapidly as its natural resources would permit. There has 
never been any satisfactory showing upon that point at all. It was 
never satisfactory to me, and I have always combated itj because it 
stands to reason that an unfavorable freight rate is a hmdrance to 
the development of any community. 

Senator Cummins. You believe, I assume, from the general course 
of your argument, that even if there had been no fourth section in the 
law you would have been entitled to the relief which you ask at the 
hands of the Interstate Commerce Commission? 

Mr. Bartine. I have not the slightest doubt of it, Senator Cununins. 

Senator Cummins. So that without any modification of the law, 
even with the elimination of the fourth section in your case, justice, 
from your standpoint, would be secured? 

Mr. Bartine. I have not any doubt about it, provided, of course^ 
that the law was properly administered. 

Senator Cummins. Now, we come to the fourth section. Your view 
of it is that in no case should the privileges given in the fouith sec- 
tion, if any are given, be extended to a case m which a violation of 
the third section would not be permitted? 

Mr. Bartine. Oh, I think that is fair. I think the fourth section 
is intended to make this one particular form of distinction per- 
fectly clear and objectionable and to guard against it specially* 

Senator Cummins. I understand that view, but if the Interstate 
Commerce Commission had been convinced of that, in the absence of 
a fourth section, the intermountain case was complete and furnished 
a reason for a remedy, is there anything in the decisions of the Inter- 
state Commerce Commission to indicate that it is fair to give that 
section, namely, the fourth section, an application that will destroy 
the third section? 

Mr. Bartine. I should say certainly not. It is an established rule 
of statutory interpretation, as you know as well as I do, that all 
statutes and parts of statutes in pari materia should be construed 
together and be made to stand together as far as possible. 

Senator Cummins. I am thoroughly familiar with the decisions of 
the Interstate Commerce Commission, and in this connection I do 
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not remember any reference in any of them to that point, that in 
allowing the exception provided for in the fourth section of the act 
they are, in fact, neutralizing and nullifying the third section of the 
law. 

Mr. Bartine. The only thing that I can recall. Senator, is the ex- 
pi-ession I have just mentioned as coming from Commissioner Lane,. 
and that only touched it remotely, that a shipper is entitled to some- 
thing more than a just and reasonable rate. He is entitled to a non- 
discriminatory rate, which would indicate to me 

Senator Cummins. Do you believe that if the fourth section had 
not been in existence that Eeno and Spokane and Salt Lake would 
have been given relief long ago under the third section ? 

Mr. Bartine. Well, it is asking too much of me to request me to 
state an opinion upon that point, because we would have had to deal 
with the Interstate Commerce Commission, and then we would have 
had to deal with the courts, as the matters were contested there ; but 
it is my opinion that we would have been better off in all these cases 
without the amended fourth section. 

Senator Cummins. If I have correctly interpreted your argument 
or your statement, the effect of it is, it is believed on your part that 
the fourth section, as applied to this western situation, instead of 
being a fortification of the third section, which forbids discrimina- 
tion, has been used to sustain a discrimination. 

Mr. Bartine. I think you are absolutely correct in the conclusion 
which you have drawn in reference to my testimony, and if it will 
not break in on your thought I should like ^o give a reason. May 1 1 

Senator Cummins. Certainly. 

Mr. Bartine. If the fourth section had not been enacted every 
railroad practicing discrimination would have been the subject of a 
complaint. There we would have had a special case, and each case 
would have been decided upon its own merits. The fourth section 
was amended, and the Interstate Commerce Commission has so con- 
strued that law, that any number of railroads may join in petitions 
and the commission may then make a general and sweeping order 
covering the whole United States and call it special. For that reason 
we are worse off than we were before. 

Senator Cu3Imins. If, then, as between the two alternatives of 
maintaining the fourth section as it is and repealing it entirely, 
making no provision in the law with regard to the long-and-short 
haul, I take it that you are of the opinion that the country would be 
better off, relying upon the third section alone, forbidding discrimi- 
nation. 

Mr. Bartine. I certainly feel that way, Senator Cummins. 

Senator Cummins. Why would that not be, after all, the beet solu- 
tion of that question, with a positive prohibition against discrimina- 
tion, leaving the Interstate Commerce Commission to apply that rule 
without any exception at all; that is, I mean undue or unjust dis- 
crimination, of course? Why would not that, in the end, with an in- 
telligent and, of course, honest. Interstate Commission, do more to 
bring about a proper adjustment of the railroads of the country than 
anything we can provide ? 

Mr. Bartine. For the simple reason. Senator Cummins, that you 
are putting the whole matter up to the Interstate Commerce Commis- 
sion, which is composed of nine members, not one of whom is infal- 
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lible, and in dealing with each particular case under that third sec- 
tion the Interstate Commerce Commission would take into consid- 
eration all the facts and circumstances, and it might find cases which, 
in its judgment, would justify a higher charge for a shorter than for 
a longer haul. Xow, if we have a plain, simple, brief provision pro- 
hibiting that particular form of discrimination then the Interstate 
Commerce Commission is deprived of all jurisdiction upon that point 
and can only deal with other forms of discrimination. 

Senator Cummins. I do not even mean to suggest that what I am 
about to say applies to this western situation, but can you not con- 
ceive a case in which a greater charge for the shorter distance would 
be fair and would not result in any discrimination between localities ? 

Mr. Bartine. Well, it would impose a considerable strain upon 
my imagination. I think I stated that yesterday. I can not con- 
ceive of a case and can not think of one. in which a higher charge for 
a shorter haul along the same line in the same direction is justifiable. 
I can not imagine a case. 

Senator Cummins. Viewed from the standpoint of the cost of 
service and operating expenses, I think you are right — at least I 
can not conceive of any such case — but viewed from the standpoint 
of the development of the country, it seems to me there may be such a 
case, but I agree with you that it always ought to be done with no 
unjust preference or discrimination. 

Mr. Bartine. Yes, sir. 

Senator Cummins. And I would like to see the law so amended, if 
it needs amendment, that that shall be the supreme command of the 
statute, that each community shall have* its fair chance to grow and 
develop, and, of course, be entitled to reasonable rates, and I have 
been suggesting these things because they have been running through 
my mind, and I have them in mind, and because this blanket rate is 
utterly mysterious to me. I do not understand why Beno should 
have the same rate to the East that San Francisco has, or to pay the 
same rate, and have the blanket rates as far east as Omaha — I do 
not think it does — but if it does, why Reno should get into the East 
at the same rate as Omaha gets into the East. There may be reasons 
for these things, but they are not obvious to me. 

Mr. Bartine. May I make a suggestion there? 

Senator Cummins. Yes, sir. 

Mr. Bartine. I am not here for the purpose of defending the zone 
system, which, of course, means the blanketing of rates, but I think 
I can see what the motive of the railroads was in establishing these 
zones and blanketing the rates as they have. Unless you have the 
zone system, you are going right back upon the mileage basis, if yoii 
consider nothing but distance. The fixing of rates upon that basis is 
almost impossible. It is at least impracticable, because there are so 
many communities and so large a number of commodities. 

Senator Cummins. I perceive that, and, of course, the zone system 
must be admitted into any practical adjustment, but the zone system 
can easily be abused just as easily as the long-and-short-haul clause. 
When the Government undertook to establish a zone system for the 
shipment of parcels post matter these zones were reasonably nar- 
row and have been practically all constructed upon what might be 
assumed to be the cost of service. But when it is said that California 
has a certain rate on citrus fruit to the eastern part of the United 
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States, and then when they began to grow it in Arizona, that Arizona 
should pa}r the same rate, that seems to be a widening of the field 
unnecessarily and unreasonably, possibly. What do you think of 
that? 

Mr. Barhnb. In view of the fact there are only six or seven zones 
in this vast domain of ours, I think your suggestion is a very good 
one and entitled to a great deal of weight. I have no doubt the zones 
are too large and great and varying conditions might arise in the 
same zone. A zone is based generally on the theory that the condi- 
tions are substantially the same throughout the entire zone, but if 
the zone covers an area of 500,000 square miles it is likely that there 
may be varying and different conditions in the zone. I think if the 
zone system is preserved, that it might be well to make the zones 
smaller. 

Senator Cum^iins. If I gather the views of the railways correctly 
in establishing these zones — and they are in all forms and cross each 
other at a thousand different points — they have tried in a general 
way to annihilate distance and to give every community producing 
a certain article an even opportunity to get into the market with that 
article on even terms. I have mentioned one of the cases of the lum- 
ber rates from the northwest part of the country to the Mississippi 
Biver Valley or the Mississippi and Missouri territory, in which 
there was an attempt made to enable the lumber of this country to get 
into this territory at about the same rate as lumber from the 
southern or northern part of the country got in at. Now, just how 
far we should disregard what might be termed the cost of service 
theory, in order to put in the postage-stamp theory in this country, 
I do not know. It seems to me that that question is involved in all 
this discussion about the long-and-short-haul clause. 

Mr. Bartine. Yesterday I suggested that every man was controlled 
more or less by his environment. You could not have failed to 
note from my statement that I am approaching this subject from 
the viewpoint of the intermountain countrj-, in which I am especially 
interested, and in which discrimination had presented itself in the 
most aggravated form. It is only natural that I should do this be- 
cause I have lived in that State not, like my young friend Gardiner, 
8 years, but 48 years. When you consider my extremely youthful 
appearance, you would hardly believe that, but it is one of those 
painful truths that we must admit at times. 

For 40 years of that period I have taken an active part in the pub- 
lic life of that section and, naturally, I approach this great question 
from the standpoint of the intermountain States and their interests. 
In all that I have said with regard to the long-and-short-haul clause 
I have had in mind the charging of more for a shorter than a longer 
haul on the same line within the formula of the statute. I recognize 
the fact that a haul from the north of 100 miles might be very much 
more expensive than a similar haul from the south, but that would 
not come within the principle of the long-and-short-haul clause. 

Mr. Sims. Mr. Bartine, speaking of the blanket system of rates, 
the present rates on parcel-post traffic is upon the blanket or zone 
system, is it not? 

Mr. Bartine. Yes, sir; I believe it is. 

Mr. Si3is. I do not know how many there are. 

«)653— 18 52 
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Senator Cummins. Seven, I think. • 
. Mr. Bartine. I have never had anything to do with it. 

Mr. SiMSi I suppose you will admit, for a short haul, including all 
unloading and forwarding expenses on a given quantity of freight, it 
is more expensive per mile on account of these charges than it is on 
a proportionately greater haul. 

Mr. Bartine. I think there is no question, Mr. Sims, that the 
cost per ton per mile is greater for a short haul than for a lon^r 
one if there is any material difference in the length of haul. I thmk 
it is generally conceded. 

Mr. Sims. Have you evei* heard of the railroads proposing to 
carry parcel-post packages to the sixth zone for less than they carry 
them to the fourth zone? 

Mr. Bartine. I have never heard of -their doing that, but the 
Parcel Post Service is purely a governmental proposition and the 
Post Office Department has been operated without any regard to dis- 
tances. There has never been a time when it cost any more to send a 
letter from New York to San Francisco than from New Y6rk to 
Jersey City, because the Government is not in the business for the 
purpose of making money. I do not know what the arrangement is 
between the Government and the railroads in regard to carrying 
parcel-post matter. I do not know what it is. 

Mr. Sims. The parcel-post matter is purely a traffic and freight 
transaction, is it not? 

Mr. Bartine. It is between the Government and the railroad. 

Mr. Sims. The actual service performed by the railroad company 
is a freight-traffic service ; it is not a passenger service — of course, I 
am not speaking of the first-class mail matter — but the conveying of 
parcel-post matter is simply the carrying of what the express com- 
panies would carry, what the railroads would also carry, if the Gov- 
ernment did not take charge of it, and the railroads do actually 
carry it as far as that is concerned, but the entire adjustment of rates 
on parcel post is by the zone system, is it not ? 

Mr. Bartine. I could not say that that is entii*ely true. It may 
be, but, as I say, I have had nothing whatever to do with that, but 
knowing what little I do about governmental affairs, I may say that 
the carrying of the parcel post is purely a matter of contract be- 
tween the (rovernment and the carriers, the carriers making the best 
contract with the Government that they can, and inasumch as, in its 
general mail service, the Government has never considered the ele- 
ment of distance at all, it is possible that that same principle would 
be maintained in the carriage of parcel-post matter. 

Mr. Sims. It does make a difference as the law is enacted and car- 
ried out; the Government charges one fee or price for zone 1. and a 
different price for zone 2, and so on, increasing as the zones increase 
in distance. 

Mr. Bartine. Yes, sir. 

Mr. EscH. You might make your analogy more perfect by citing 
the zone system as applied to express rates. 

ilr. Sims. I have my mind on this other proposition now. Before 
the (iovernment took from the railroads the carrying of this package 
freight — certain packages as go now by parcelpost — ^the railroads 
performed that same service before and covered the whole country, 
although it is true they did it through the form of express com- 
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I)anies, but the express company is nothing: but an arrangement by 
V. I.Ich the railroads still carry the business and do the work, but pet 
rid of a lot of clerical work, and detail work, and expense that they 
would otherwise as railroads incur. But the zone svstem, which is 
simply nothin<r more than a blanket system of rates l)etween certain 
distances, apnlies absolutely without exception, as I understand it, 
throughout the United States as far as the delivery of parcel-post 
packaires is concerned. Xow, supoose the steamship companies 
shoulu say, on the Pacific coast ana on the Atlantic coast, to the 
(fovernment of the Tnited States, "We will carrv' all these packaires 
that the railroads do, the same distance the railroads do, or to the 
same points that railroads carrj- them, for GO per cent of what the 
railroads carry them,'' would the railroads then, do you suj)pose, 
come in and make a proposition to the Government tKat **A\e will 
reduce our charge GO per cent on all water-competing parcel-post 



service?'' 

Mr. Bartixe. Of course I have no way of knowing what the rail- 
roads would do in that case. Like my learned and distinguished 
predecessor, Patrick Henry, I have onlv one light to guide my foot- 
stri)>, and that is experience. It would be up to the (iovernment, 
and optional with the (iovernment, as to whether or not it made a 
contract of that kind. 

Mr. Sims. I catch your idea, 

Mr. Bartine. May I go further? 

Mr. Sims. Yes. 

Mr. BAiniNE. I :im dcMiling with this whol > matter ns a practical 
proposition. The carriage 01' parcel ptM docs not present tlie i\\ws- 
tion of discrimination, whicli is the evil we are comphiining agauist. 
ThoM* packa;res are small in bulk and weight, and the Mutf in gen- 
eral i*i not <*arried in wholesale bulk for the purpose of being dis- 
tril»uted and sold, or anything of that kind. Now, it is not hanl 
upon A to pay a certain rate on a parcel-po-t pa<*kage, if point B 
farther on got a similar pjukage at the same rate or a lower rate, 
whi(*h. as a matter of fact, he dcn^-^ not. I^ut the objei'tion we are 
making is not that we should have the benefit of the shorter haul, 
but that we should not be charge<l anv more. That is all. But, in 
the parcel-post arrangement, while i am not familiar with it, I 
am perfectly sure there is no luL^lier charjr'* for a shorter than a 
longer lund on the same line in the "-ame direction. 

Mr. Sims. There is al»soluteIy none, an<l I was trying to nuike it 
apply to the present situation: that if the railroati carrier can not 
perform a *iervi<»e as cheaj)ly as the water carrier, that the water 
currier shcuUd not be pn»vented from carrying it as low as it n\\\ or 
is willing to carrv it. 

Mr. Baktink. t have taken the position all along that the water 
carriers have as much right to live as the rail carrier*^, and it is 
to the intere^t of this country to build up o<van carriage, whiih was 
one of the purposes of the constructi^m of the Panama Canal, and 
one should not be permitted by artificial mean•^ to beat down the 
other. 

Mr. Sims. But suppose the steamship lines plying between the 
Pacific and Atlantic see a va^t amount of pa rceN- package stntT 

{)as-«ing between these two sections of the country, and say to thu 
iovernn»ent of the United States, •* You are M*nding the>e packages 
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by the railroads. Now, we will carry them for just half what the 
railroads do and take the entire business from coast to coast." Sup- 
pose this amounted to $100,000,000; suppose the Postmaster General 
comes to Congress and says, "We have this offer to carry these 
packages for $50,000,000 less than the Government pays now.*' 
Suppose he says it will be just as well to carry them that way and 
asks Congress what to do? Do you not suppose Congress would 
say, "You accept the $50,000,000, provided they can serve the peo- 
ple of the country as well " ? 

Mr. Bartine. I think I catch your idea now. 

Mr. Sims. Now, the railroads come along and, as far as the coast- 
to-coast packages are concerned, say, "We have to run our trains 
in connection with the other mail service, and we will take this stuff 
at that rate." Would not Congress say, " We will let it go that way; 
anyhow. Congress saves $50,000,000 and the people are served " ( 

Mr. Bartine. Congress has a right to do as it pleases for the 
best interests of the people, but we are dealing with the Interstate 
Commerce Commission, which is not making laws but is administer- 
ing laws. I think, if you will pardon me, Mr. Sims, that a more 
parallel case would be this: Suppose the Govenmient made this 
advantageous contract with the water carriers and then the Inter- 
state Commerce Commission should step in and make an order al- 
lowing the rail carriers to apply the same rate at the coast termi- 
nals — which, I might say, I do not think would com? with'n its 
jurisdiction; I do not think the Interstate Commerce Commission 
could regulate the rate on mail matter, and I do not think it would 
attempt it 

Mr. Sims. They do now. . They consider it in making ocean rates. 

Senator Cummins. That is only between the Government and the 
carrier. It does not affect the rate paid by the person who receives 
the package. 

Mr. Bartine. That is so, but suppose the Government had an ad- 
vantageous contract of that kind with the water carriers and that 
contract was to run a considerable length of time, as thev always do, 
and suppose the Interstate Commerce Commission steps in and make 
an order that puts those water carriers out of business? 

Mr. Sims. 1 do not think the Intei'state Commerce Commission 
could overrule the direct authority of Congress to accept the 
lowest bid. 

Mr. Bartine. I was thinking of the i)rinciple, because that pre- 
sents a parallel case. 

Mr. Sims. Do you not think the Parcel Po^t Service, as far as it 
goes, has been decidedly of advantage and to the best interests of the 
public as compared with the former express service? 

Mr. Bartine. AVell, taking it as a whole, I would not be able to 
say whether it has or not. The express service in our section of the 
country has always been excedingly good. 1 do not think the 
Parcel Post Service is any bettor, and, as u rule, it is only «ise<l, 
generally speaking, for the carrying of small packages, but I am 
really not in a position to say whether it is better or worse, because 
we have had nothing whatever to do with that. 

Mr. Sims. It is much less cost to the people, 

Mr. Bartine. AYell, that is an advantage. 

Mr. Sims. It has lieen less than they formerly paid. 
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Mr. Bartine. Yes, sir. 

Mr. Sims. Is it not a fart that it is a better service and more 
pi*oinpt service than express service that is given? 

Mr. Bartine. I can not say that it is in our section. It may be 
so generally. 

Mr. EscH. The Government does not have a collection service and 
express companies do. 

Mr. Sims. Which is a very unnecessary service. When I left 
Ijexington last October I bought a Tennessee ham, and in order to 
be sure I would get it in time I expressed it and watched them load 
it. Three days later the man with whom we were stopping sent 
by parcel post some fresh string beans. We got them, but not the 
ham, and I do not know when we will get it. The railroads seem to 
have paid more attention to the mail matter, as to which they have 
a Government contract, than they did to the express matter. 

Senator Cummins. You ought not to tempt the employees by put- 
ting a ham in their possession. 

The Vice Chairman. Ham was more tempting than the string 
beans evidently. [Laughter.] 

ilr. Sims. My information, as far as it has gone, taken by and 
large, including the Rural Service, is that the Parcel Post Service is 
one of the most popular services in the United States, and it is 
nothing but a transportation service, being the transportation of 
such stuff as goes as freight and not intelligence, and making a ham 
postal matter was simply an act of law, and therefore making .a 
matter mailable is nothing but statutory law. 

The Vice Chairman, That is what you call malum prohibitum and 
not malum in se. 

^Ir. Sims. As far as I am concerned, I can not see any difference 
in principle, whatever, in mailing a ham and mailing a book the same 
way the same distance, or at the same cost, or sending it by express 
or ireight; and it seems to me we should view this question from the 
by and large viewpoint, what is best for the whole countn^ in all the 
details and ramifications of service to be performed. Having seen 
your State and having gone through it, and thinking it has not been 
as much favored by the Maker of me surface as others have, in le^s- 
lation I think you should have a square deal ; but we have to decide 
the matter with all the evidence before us. 

Senator Cummins. The railroads claim that the Parcel Post Serv- 
ice is not profitable, from the fact that the Government has made the 
railroads carry the parcel-post matter for nothing for the last four 
or five years. We make contracts for weights, and we make them 
only once in every four years. I have heard this complained of. 

Mr. Bartine. Mr. Sims carried me into a new field and took up the 
matter of parcel-post transportation, something with which I have 
had nothing whatever to do, and to which I have given no thought, 
and my answers are " right off the bat," to use a slang expression. In 
order to be secure on the record, I want it understood that I am not 
definitely committed to anything with regard to the Parcel Post 
Service. 

The Vice Chairman. I make the point that we should not discuss 
the parcel post without the presence of Judge Moon. 
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The Chairman. Your contention is that the public interests re- 
quire that the rail carriers should not be permitted to drive the water 
carriers out of business through the Panama Canal ? 

Mr. Bartine. That is my contention— by legal methods. If they 
can do it by natural competition, of course, they may. 

The Chairman. How far do you think the rail carriei's should be 
permitted to go in the line of competition ? 

Mr. Bartine. I think they should be nermitted to go just as far 
as they possibly can without practicinjg discrimination against their 
patrons, who are removed from the points of competition ; for exam- 
ple, if one of these transcontinental lines wishes to lower its rates at 
the coast in order to meet competition, they should be periAitted to 
do so, but it should not be permitted to do so under circumstances 
that would work a wrong and injustice to the people of Reno and 
Winnemucca and Elko. They should scale their rates justly. 

The Chairman. You believe that the public interest requires that, 
as far as the general public is concerned* 

Mr. Bartine. Yes, sir. 

The Chairman. Now, with reference to the interests of the coast 
ports, what do you think would be the effect upon them and the job- 
bers in these coast ports, and the prosperity of the coast ports gen- 
erally, if the policy upon which you insist should be carried outT 

Mr. Bartine. My opinion is that the coast points, upon the whole, 
would be benefited* by removing this discrimination. The objection 
to 'the contention of the intermountain territory, on the part of the 
coast cities, has always come from the jobbing interests. Now, the 
amount of the jobbing interests involved is scarcely a drop in the 
bucket here in the State of California compared with the aggregate 
of business. If this change were made which we ask for, these job- 
bers could never be put out of business. They would onlv be de- 
prived of a very small part of it, and that is the jobbing trade which 
consists of redistributing goods they have received from the east. 
It would still be in a position to job all the products of California; 
and if that resulted in the upbuilding, as it undoubtedly would, of 
the intermountain countrv, it would furnish a very much better 
market for the products of California. 

The Chairman. Do you think the jobbers are principally engaged 
in jobbing the products of California? 

Mr. Bartine. Yes. sir. 

The Chairman. Your contention is that the enlargement of the 
population of the intermountain region would be to great advantage 
of the coast cities ? 

Mr. Bartine. Why, I think there is no doubt about it : and taking 
Nevada as a sample, you will pardon me if I toot that State's horn 
a little bit. 

The Chairman. Certainly. 

Mr. Bartine. The commercial travelers and drummers have re- 
peatedly said that, in proportion to population, the State of Nevada 
is the best market in the United States for the sale of goods. It has 
always been a State where high wages prevail, where high price levels 
obtain, and the worker has men well paid for his services. He is a 
liberal spender and buys largely the best quality of goods. Now^ if 
the population of Nevada were increased — we will say 100*000, to 
follow your question propounded to Mr. Gardiner the' other dav — 
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there would be 100,000 additional consumers in the State of Xevada, 
and the railroads in bringing freight from the East would save, in 
the first place, by leaving off the goods there in Nevada, making the 
haul very much shorter and reducing the cost of transportation. 
That is only one thing. There would be a population of 100,000 
added along the lines of the railroad. These 100,000, I should ven- 
ture to say, on an average, would buy and consume twice as much as 
the same number of poorer people in San Francisco, because they are 
able to do it. 

The Vice Chairman. If the chairman will pardon me, would not 
that hundred thousand additional people also produce something 
additional for the railroads to haul outf 

Mr, Bartine. Surely. If they were there, they would certainly 
be doing something, and we are now, thanks to Senator Newlands s 
water projects, engaging more largely in agriculture. One hundred 
thousand people would have to be domg something, and there would 
be not only more goods brought in but more goods carried out and 
more gooas travelmg from point to point in the State, while the 
100,000 people living in San Francisco would simply receive the 
goods and consume them, and that is all there would be to it. 

The Chair3ian. The State of Nevada is mainly served by the 
Southern Pacific Railroad? 

Mr. Bartine. Yes, sir; and I think for a great many years it will 
be mainly served in that way. 

The Chairman. I believe, with you, that Nevada has been the 
Southern Pacific's neglected asset. 1 wanted to ask j'ou whether, so 
far as the Southern Pacific is concerned, 100,000 people added to the 
population of Nevada would be of more benefit to it than 100,000 
added to the population of San Francisco? 

Mr. Bartine. It seems tome, Senator, that what I have said prac- 
tically answers that question. I think they would be very much, 
for the reasons I have given you. 

The Chairman. Then I understand you to contend that the public 
interest demands that the water service, as the cheaper service, should 
not be lessened bv any artificial action. 

Mr. Bartine. That is my position; yes, sir. 

The Chairman. You also insist that, so far as the port cities of 
the Pacific coast are concerned, engaged in the jobbmg business, 
those cities and the entire production of California and the coast 
States would be benefited by a policy which would increase the popu- 
lation and the industries o{ the intermountain regions. 

Mr. Bartine. They would be benefited and at the same time a rank 
injustice would be wiped out. 

The Chairman. You have also claimed that the interests of the 
intermountain region itself would be largely enhanced by this 
policy ? 

Mr. Bartine. I have no doubt of it. 

The Chairman. Have you any idea as to whether the transporta- 
tion of rail tonnage has increased of late years ? 

Mi\ Bartine. Only a vague idea. I will not say vague, but a very 
general idea. A'tTien the Spokane case was under consideration in 
1906 the estimate was that the total amount of rail tonnage reaching 
the coast was 3,000,000. 

The Chairman. When was that? 
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Mr. Bartine. P^leven years ago, in 1906. In all subsequent hear- 
ings that figure, 3,000,000 tons, was accepted as being approximately 
the amount of rail tonnage, the assumption being that there had 
been no increase, although we knew that our western country had 
grown immensely during that time. Still, in our hearings, the rail 
carriers, in defense of the coast rates at the terminals, have constantly 
dwelt on the increase of the water tonnage, assuming that the rail 
tonnage remained the same. Just before the hearing in AVashington 
which led to the cancellation of the schedule C order I wrote to the 
traffic officials of the different railroads reaching the Pacific coa.st, 
asking for specific figures as to the amount of their tonnage. The 
Western Pacific was in the hands of a receiver at that time, and in 
one week I got the tonnage from that road. It was comparatively 
small because the road was in a bad way, but every other road po- 
litely declined to give the information, saying, it was too much 
trouble and too expensive. When we argued the matter before the 
Interstate Commerce Commission, I requested that the commission 
require the railroads to furnish the figures showing the amount of 
westbound tonnage that reach the Pacific coast. It could compel it. 
A State commission, of course, could not do so. I do not know 
what action, if any, the Interstate Commerce Commission ever tpok 
upon that request — I think it took none — but among the witnesses 
who testified there was a very prominent official of the Pennsylvania 
Railroad. I do not recollect his name, but he was evidently a man of 
high standing upon that road,, a very intelligent man. He was 
asked the question point-blank if he thought that 7,000,000 tons 
carried by rail was an overestimate, and he said he did not. He 
said he thought it was a moderate estimate, for the reason that there 
was about a million and a half tons of structural iron and steel alone. 

Xow, that is a little in the way of a basis to go on. There is no 
doubt in the world that these figures can be secured. Along that 
line. Senator Cummins has asked some of the witnesses whether the 
water competition was ever such as to put any considerable portion 
of the railways' equipment out of commission. The evidence at that 
time showed that the equipment was thoroughly employed, and had 
been even during the time when the traffic through the canal was at 
a high figure; that there was a congestion of freight in the rail- 
roads and an embargo directed. Then at that time I introduced as 
exhibits the petitions of the Southern Paricflc Co. to the California 
commisison and to the Arizona commission, asking leave to incur 
an indebtedness of $6,000,000 for the purchase of new equipment^ 
partly to rej^lace old and worn equipment and partly to meet the 
mcreasing demands of new business, all of which goes to show that 
the traffic to the coast must be increasing, and that it has always 
amounted to as much in volume as the railroads could handle. 

The Chairman. Then the largest tonnage that you have hoard 
mentioned in these proceedings that would be likely to go through 
the canal, if the canal had the free opportunitv to carry that tonnage, 
would not exceed 7,000,000 tons? 

Mr. Bartine. That would be the entire amount carried by rail. 

The Chairman. That is the rail tonnage, then? 

Mr. Bartine. Yes, sir. 

The Chairman. Very well. Now, then, the amount that the rail- 
roads would lose would not exceed 7,000,000 tons? 
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Mr. Bartine. They would have to lose it all to lose 7,000,000 tons, 
if that is the correct fi|i:ure. 

The Chairman. Very well, we will assume that the water carriers 
through the canal should make rates so low that it would get all 
the coast-to-coast tonnage. Have you any idea what that tonnage 
WDuld be? 

Mr. Bartine. Only in a rough way. We have the figures in our 
office, but I can not carry them around in my head. I suppose of 
the 7,000,000 tons of coast.-to-coast traffic that which would naturally 
move b}' water probably would not exceed one-fourth of the total 
tliat moves from the Atlantic seaboard, because the railroads furnish 
the more desirable service. If you will permit me, Senator, I wish 
to say that latterly the railroads have rather concentrated their 
efforts upon retention of the tonnage from the Atlantic coast sea- 
board region to the West, because it is from that region that tho 
tonnage to the Pacific coast mainly moves by water; and upon that 
point — having again in mind, Senator, Senator (^mmiins's suggestion 
about the development and growth of the interior coimtry — I desire 
to say that the Atlantic coast region must naturally expect to lose 
some of that coast-to-coast trade through the development of the 
coimtry. The natural eifect of the development of the country is to 
move the great manufacturing industries farther and farther back, 
and it has already been carried to such an extent that Cleveland, 
Detroit, Chicago, St. Louis, Omaha, Kansas City, and even Denver 
have become great manufacturing centers. They must, of necessity, 
take a great deal of business from New York and other easfem cities. 
ZS'ew YoTk will always have a great field, but it must expect to yield 
much to the interior of the country, because the tendency of all 
commerce is to seek the shortest lines of carriage. 

The Chairman. Assuming that there are ships ready to transport 
everything that could go through the canal, would there not be a 
large tonnage that would come to the intermountain region from the 
region to which you refer, the Mississippi Valley, and so forth ? 

Mr. Bartine. The evidence shows that the quantity from that sec- 
tion which has been carried by water is negligible; that any competi- 
tion of that kind is what our railroad friends call potential. It 
has been claimed that there is water competition between Iowa and 
the Pacific coast, and long years ago evidence was given showing 
that there had been a shipment of 3.000 tons of starch from lowa^ 
by water, to the Pacific coast. I think it was carried by rail to New 
York and taken by water to the Isthmus and across the Isthmus 
to the Pacific Ocean and up the Pacific coast to San Francisco. We 
have had those 3,000 tons of starch blown into our faces ever since. 
We have heard of no other water-borne freight from Iowa. 

The Vice Chairman. Why did it not come down the Mississippi 
River from Iowa ? That is potential, is it not ? 

Mr. Bartine. I do not know anything about that. 

The Chairman. Assuming the water carriage was developed to 
the highest degree, so that ships were available to carry at reasonable 
rates, the result of competition between each other, tonnage through 
the Panama Canal, whether that tonnage originated on the Atlantic 
coast or in the intermountain region, I wish to get some idea of how 
much tonnage the transcontinental carriers would lose by that oper- 
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ation, assuming that the water carriers were at the highest degree of 
efficiency. 

Mr. Bartine. It is not so much a question of water carriers being 
at the highest point of efficiency as it is the amount of freight avail- 
able for transportation that way. I have indicated that at the time 
the schedule C order was made the tonnage through the canal during 
that period of time was at a very high figure, and it was undoubtedly 
due to the fact that business men held back their shipments awaiting 
the opening of the canal. There are only certain classes and kinds of 
goods that can be advantageously shipped by water, being those 
in which the element of time is not important and those not likely to 
be damaged by salt water, storms, and so forth. These goods had 
usually come from the Atlantic ports, and it appeared at that time 
the ships had carried the maximum, which was about 1,000,000 tons. 
That 1,000,000 tons, added to the 7,000,000 tons carried by the rail 
carriers, amounted to 8,000,000 tons in all. So the amount carried 
by water was only one-eighth of the whole, or one-seventh of the 
rail carriage. 

The Chairman. Assuming that the water carriage through the 
canal was developed to a much higher degree of efficiency than ex- 
isted at that time and that the rates were what it is claimed, namely, 
that the water carriage through the canal can be profitably conducted 
for $6 a ton, and assuming that the canal would get the entire 
7,000,000 tons that you speak of of transcontinental traffic instead of 
having only 1,000,000 tons, that, at $6 a ton, would make $427,000,000 
for the transportation of that 7,000,000 tons through the canal to the 
Pacific coast. Now, then, on the other hand, assume that the rail- 
roads carried that 7,000.000 tons, at a cost of $15 a ton, which would 
make $105,000,000. Taking into consideration the interest of the 
entire Nation, do you think it is best that the service should be 
accomplished at a cost of $42,000,000 by the water carriers or 
$105,000,000 by the rail carriers? 

Mr. Bartine. Senator, you are suggesting a proposition now that, 
to my mind, is altogether abstract and a condition that can not pos- 
sibly arise. I am endeavoring to keep this qiiestion down to a practi- 
cal basis, so far as I can. If you consider just those two figures. I 
would hardly know what to say. I would say, considering the 
country as a whole, I think it would be better for the rail carriers to 
carry it atthe rate named. It would mean more for the development 
of the country. 

The Chairman. At $15 a ton? 

Mr. Bartine. Yes, sir ; because that is simplj^ a coast-to-coast 
proposition, while the rail carriers would pick up* enormous quanti- 
ties of freight alongthe lines, local and otherwise. 

The Chairman. But they would not be prevented from doing 
that 

Mr. Bartine. What is that? 

The Chairman. The railroad carriers would not lose any business 
except the 7,000,000 tons? Supposing both these carriers are in 
existence 

Mr. Bartine. I suppose you had in mind that that was the entire 
business of the rail carriers. In that case, putting it that way. I 
would say it would be better to have the water carriers carry the 
freight, if it can be done just as effectively. 
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The Chair^lan. From the standpoint of the public interest, it is 
much better that the service should be done for $42,000,000 than for 
$105,000,000? 

Mr. Barttne. Certainly; I did not quite catch the full scope of 
your question. 

The Chairman. I believe in the full development of water car- 
riage of this country and of every river from source to mouth, and I 
think it has been a very mistaken policy that has led to the almost 
extinction of water carriage, with a view to enabling the railroads to 
monopolize the carriage. I understand why they would be con- 
tentious for tonnage during the periods of their existence when they 
were the pioneer carriers reaching out for traffic, and I can under- 
stand why, as a business matter, they would resort to every expedient 
to take away and impair the water carriers in order that the rail 
carriers could absorb it, but we all know now that the railroads have 
gotten practically to the capacity of their equipment, and it seems to 
me it is unquestionable that it is to the public interest to develop 
water carriage to the fullest extent, whether on rivers or lakes or the 
great waterways provided along the Atlantic coast line. 

Mr. Bartine. I fully concur in that. 

The Chairman. I think, also, while I would be anxious to have 
that policy adopted, without any radical wrench, without imperiling 
the prosperity of any community such as these port cities, etc., I 
believe the time has now come when these things can be done with 
positive advantage to the railroads themselves and to the port cities' 
and every interest affected. I do not see how the processes of re- 
adjustment can injuriously affect anyone or anything. 

Mr. Bartine. Along that line, let me make one statement: I am 
in accord with that view, and it is my impression — and I will carrv it 
further — it is my firm opinion that, under the utmost stimulus that 
can be given to ocean navigation by this country, there will always 
be an ammdance of business for the railroads. The country is so 
vast in its extent that it is simply impossible, having a narrow fringe 
of coast line on each side, that if that traffic were all taken from the 
railroads, to put them out of business. 

The Chairman. How about the cost of service in Nevada as con- 
trasted with the general transcontinental service, we will say, from 
the Missouri west? 

Mr. Bartine. Why, it may sound strange to some j)eople, con- 
sidering the sparse population and apparently small business of the 
State of Nevada, when I say that the ratio of expense to earnings 
of that portion of the Central Pacific line traversing the State of 
Nevada is lower than it is on any other portion of the Southern 
Pacific System. That was shown by the railroad people themselves 
the first time we locked horns with them in a legal proceeding. 
They filed affidavits by their auditor showing that the cost of trans- 
portation in the State of Nevada was less in proportion to their earn- 
ings than obtained on any other part of the system. The reason 
is that it is nearly level and easily traversed. There are no hard 
mountain climbs within the State of Nevada, while outside, both 
ways, thei-e are difficult and very expensive transportation problems 
to meet. 

The Chairman. You were speaking to me about the effects in this 
connection, with reference to proposed increases in railroad rates, 
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in order to meet the war expenses — ^the so-called 15 per cent increase. 
Suppose you state to the committee what your views are with refer- 
ence to that. 

Mr. Bartine. The railroads of the country have an applicatioa 
pending before the Interstate Commerce Commission asking leave 
to make a general increase of their rates, amounting to 15 per cent. 
Upon that point I am in accord with Mr. Mann, and it is one of the 
very few things connected with this question of transportation that 
I do agree with him about. I do not think that a horizontal raise 
of 15 per cent or any other percentage would be just, because there 
are some freight rates now that are higher relatively than others, 
and if you raise them all 15 per cent it would increase the differential. 
Now, that point comes rignt home to us in Nevada. When that 
first petition for a horizontal advance of 15 per cent was filed by the 
railroads, we forwarded a protest against it, claiming that the action 
was then premature, that the developments had not proceeded far 
enough to justify the roads in asking for such an advance, and that 
in no event should it be horizontal. Then we proceeded to point out 
that the average scale of rates in the State of Nevada was much 
higher than almost anywhere else — certainly higher than anywhere 
else upon the systems of railroads which traverse our States, and if 
there was a horizontal advance or any advance, as long as that dif- 
ferential existed, it would widen the spread and increase the differen- 
tial against us. As an illustration : Suppose the rate to San Fran- 
cisco was $1, a 15 per cent advance would make $1.15; suppose the 
rate on the same product or commodity was at Eeno $1.50, there is a 
differential of 50 cents. Suppose we add 15 per cfent to that. It is 
$1,725; instead of having a 50 cent differential it is 57^. Therefore* 
we asked the commission to remove those differentials and put us 
upon an even keel, and then so far as providing fairly for the rail- 
roads is concerned, we will stand our share. 

The Chairman. Mr. Bartine, it appears that the Interstate Com- 
merce Commission on the 30th of June, this year, made an order 
which met the expectations of the people of the intermountain region. 
Is that the fact? 

Mr. Bartine. That is the fact. 

The Chairman. It did meet their expectations? 

Mr. Bartine. That is the fact. 

The Chairman. That order has been suspended in order to enable 
the commission to inquire into the reasonableness of the increase of 
the rates consequent upon that order? 

Mr. Bartine. Yes, sir. . 

The Chairman. And assuming that the commission will act upon 
that within a reasonable time, and that the order of June f30, 1917, 
will become effective, what need is there of legislation upon this 
subject? 

Mr. Bartine. The need for legislation is this : In the very opinion 
to which you refer, the Interstate Commerce Commission suggests 
that upon the recurrence of water competition the matter can be re- 
opened and proper concessions made to enable the railroads to meet 
that situation. As lon^ as it stands as it now is, and witli the inter- 
pretation placed upon it by the Interstate Commerce Commission, we 
are at the mercy of that commission, and we will never know wnm 
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the change may come and restore the grievances which we have been 
fighting so long. 

The Chairman. Your contention is that even if water competi- 
tion is fully restored that this discrimination should not be again 
authorized t 

' Mr. Bartine. My contention is that there never has been water 
competition to justify it, and my belief is that there never will be. 

The Chairman. Your contention is that even if that water com- 
petition is made fully effective it ought not to operate in such a way 
as to create a discrimination against the intermountain region ? 

Mr. Bartine. Certainly. 

The Chairman. We are now in war, Mr. Bartine, and there is, of 
course, a reluctance upon the part of Congress to engage in any le^s- 
lation that would be disturbing particularly to the transportation in- 
terests upon whose successful operation reallv depends the success of 
the war. Now, what have you to say with reference to that? 

Mr. Bartine. I have to say, Senator Newlands, that we have 
watched the course of the railroads since the war declaration was 
made with feelings of profound admiration. They have come to the 
aid of the Government with a magnificent patriotism and a desire to 
help that leaves nothing lacking, as it seems to me. I am willing, as 
I said before, that any legislation which is reasonable and which is 
necessary to enable them to meet the increasing burdens which they 
have taken upon themselves and are taking, but I am altogether un- 
able to see how any pressure brought about by the emergencies of 
the war can possibly justify discrimination against any portion of 
the railway companies' patronage. Wipe out the discrimination and 
then give to them all reasonable relief 

The Vice Chairman. I suppose Judge Bartine is aware that in 
recent legislation we made provision that the commission, if it found 
it proper, could allow a higher rate for material transported under 
the preferential order of the President. 

Mr. Bartine. That, of course, would have a bearing. 

The Vice Chairman. That is war legislation. It may, by rea- 
son of compliance with the President's order, find it reasonable — 
the commission may allow higher rates. 

Mr. Esch. Under the order of June 30, 1917, the discriminations 

?ermitted under the fourth section will, of course, be eliminated, 
'hat will permit the intermountain section during the period of the 
war, and tor a certain period beyond that, to enjoy a level of rates 
with the coast terminals. 

Mr. Bartine. The order of June 30 would put us for the timQ 
being — as long as it stood — in exactly the same position as if wer 
had an ironclad long-and-short-haul clause. 

Mr. EscH. And would eliminate the discriminations between the 
intermountain and coast terminals on schedule C commodities? 

Mr. Bartine. Yes, sir. 

Mr. EscH. You also stated in your opinion it would take several 
years after the war ceased before there could be a full restoration of 
water competition. 

Mr. Bartine. I think so. 

Mr. Esch. If that is true, that would permit the intermountain 
section, for the period of the war, and for a period of years after- 
say three or four years — even rates with the coast terminals. Do 
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you hope, or do you expect, that during that time the intermountain 
country can show such an advance m growth, development, and 
prosperity as to give you the final and conclusive argument, should 
the railroads seek to restore this differential? 

Mr. Bartine. Now, you are leading me again into the field of 
conjecture. I have no idea of what the development will be. It 
is purely a matter of conjecture as to when water competition is 
to be restored. If we are to judge from the way the Interstate Com- 
merce Comjnission has acted in the past, it would take only a little 
water competition for that body to restore the differentials that have 
been removed. I do not know what the development will be, and I 
think we have already made our case. The great principle of right 
and wrong is involved, and whether we grow or not, we are entitled 
to a fair deal. 

Mr. EscH. At any rate, some valuable experience will have been 
gained. 

Mr. Bartixe. It will take time to demonstrate such things, I admit. 
But we have had many long years of experience in these matters, but 
others have monopolized most of the substantial benefits. 

STATEMENT OF HON. H. F. BARTINE, CHAIEMAN NEVADA BAIL- 
ROAD COMMISSION, CARSON CITY, NEV. 

MADE BEFORE SUBCOMMITTEE OF SENATE COMMITTEE ON INTERSTATE 
COMMERCE, MARCH 20, 1018. 

Mr. Bartine. Mr. Chairman, permit me to say at the outset that 
I am not a rate expert. I have never made anything of a specialty 
of that line of railroad commission work. From the beginning I 
have acted as the attorney and my associates, together with the sec- 
retary, have given a great deal more attention to the matter of 
specific rates than I ever have. I have confined myself to the particu- 
lar branch of the work in which I thought I could render best serv- 
ice to the commission. I make this explanation in order that no sur- 
prise may be felt if I should be asked questions concerning specific 
rates and not be able to answer them. 

Looking at the questions involved in this bill, and which have led 
up to the proposal for legislation, I have mastered just enough of the 
detail to illustrate those principles to my own satisfaction, and I 
sincerely hope that I have been able to make myself clear to others. 
As I proceed I shall use my best endeavor to make every point that 
I take up clear, and if anyone attempts to improve upon my clearuess 
for the benefit of the Senators or the record, I sincerely hope that he 
will be more successful in the attempt than my friend Donnelly was 
the other day when he attempted to clarify the atmosphere for the 
benefit of Senator Pomerene. 

I have no manuscrij)t here. Mr. Chairman, and therefore I am not 
able to time myself with any degree of precision, but I will s;iy to 
you that I will pass along over the various points that seem to rie 
to be material and get through as speedily as I can, not continuing 
my discussion of the matter one moment after I have said what I 
deem it necessary to say. 

It can not have escaped attention that in the main the sho^\ing 
made at this hearing is based upon the intermountain-rate situation, 



Digitized by VjOOQIC 



LOXG-A>^I>-SHORT HAUL ON RAILROADS. 831 

and for an exceedingly good reason. The long-and-short-haiil clause 
in the fourth section of the interstate-commerce law lay at the 
foundation of all those intermountain cases. It was the violation 
of that principle, primarily, which led to the bringing of i he Spo- 
kane, the Beno, the Salt Lake, and Phoenix cases, which colle«"tive]y 
constitute the intermountain-rate cases. Primarily, I say, the objec- 
tion of the intermountain country was to the discrimination against 
that section in favor of the coast region. 

AMien the first complaint was prepared in the Reno case I pre- 
pared it myself, and I rested the cace solidly upon the dir.crimina- 
tory feature which existed in the rate. I assumed that if a certain 
rate was reasonable at San Francisco that a rate 50 or 60 or 70 per 
cent higher at some Xevada point, where the haul was shorter and 
the expense a great deal less, must necessarily be excessive. How- 
ever, after that first complaint was filed— and I was then inexperi- 
enced in that line of work — I examined the authorities a little further 
and found that I could not safely stand upon that proposition be- 
cause the railroad would at once come into court or come before 
the commission and claim that the conditions were dissimilar, and 
therefore the differentials were justified under the law. So I 
amended that complaint and embodied a specific averment that the 
rates charged Nevada points were excessive per se, unreasonable, 
and against the law. So that the question of reasonableness of rates 
was squarely in issue in the Reno case. I think that the question of 
the reasonableness of the rates was also introduced in the Spokane 
case, because we know that the rates upon several hundred commodi- 
ties were reduced at Spokane, and reduced by specific figures, and 
that it only had been so by finding that the rates were excessive, and 
if there had been no averment to that effect it would not have been 
at issue before the commission. 

The Nevada commission not only alleged that the rates to Nevada 
points were excessive, but, as we believe, proved that they were 
excessive with mathematical certainty. When we brought that pro- 
ceeding before the Interstate Commerce Commission we were, of 
course, immediately confronted by the provisions of the interstate 
commerce law, and, while we claimed that the rates were excessive 
per se, we also claimed that they were discriminatory and that we 
had a good cause of action' under both heads. 

A word further with regard to the intermountain cases. The 
proponents of this bill have relied very largely upon those cases, 
because they go to the very essence of the question and the principle 
which is involved in this bill and because the subsequent action 
of the Interstate Commerce Commission was so broad and so sweep- 
ing that it became a matter of national concern. 

I say this because the impression might prevail with some mem- 
bers of the committee that the intermountain rate cases were purely 
local in their character. That is not so, as I shall show you later 
on, because the orders of the commission itself were broadly national 
in character. 

There are four sections of the interstate commerce law which 
have some bearing upon the questions which are involved in 
this bill, and upon the question of whether a long-and-short-haul 
law, absolute and rigid, within the terms of this statute, the shorter 
being included within the longer, upon the same line in the same 
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direction, should be enacted into law. Section^ 1 of the interstate 
commerce law provides that all rates shall be just and reasonable. 
I take it that no rate can be just and reasonable if discriminatory, 
but in dealing with that section the commission and the courts have 
generally restricted the meaning of the words " just and reasonable" 
to the mere rate per se, and if the rate as charged expressed in ternih 
of money was none too high for the service rendered, then it was 
looked upon as a just and reasonable rate within the meaning of 
that section. But sections 2 and 3, as stated by Commissioner Clark 
this morning in his admirable address, go directly to the matter of 
discrimination in a different form, such as rebates, the granting of 
special privileges, etc. Most of these discriminations had been to a 
very great extent remedied by the action of the Interstate Com- 
merce Commission in various cases which they considered, but there 
was one form of discrimination that had been so prominent, that had 
been so extensively practiced, and which had been the subject of so 
much abuse and complaint that it was deemed advisable and neces- 
sary to mention it specifically. That was the case where a carrier 
charged a higher rate for a shorter than for a longer haul over the 
same line in the same direction, the shorter being included within the 
longer. 

In the interest of brevity, whenever I mention the long-and- 
short-haiil clause I want to be understood as using it within the 
formula of the statute. We had a fourth section which prohibited 
a higher charge for a shorter than for a longer haul under like cir- 
cumstances and conditions. As has been shown here, as the law 
then stood, the carriers were allowed to take the initiative and de- 
termine for themselves that the circumstances were dissimilar and 
apply a higher rate for the shorter haul than for the longer, and 
when their action was challenged they defended it on the ground that 
the conditions were dissimilar and the statute had not been violated. 
These contentions of the carrier had been quite generally, in fact 
always, sustained by the courts, and they had been sustained for the 
reason that the complainants, as I did at the commencement of the 
Beno case, relied solely upon the question of discrimination and 
never went into the question of the reasonableness of the rate. S«i 
the statute was amended. At the time of its amendment there ^va^ 
a strong movement in favor of an absolute long-and-short-haul law, 
I do not understand the sentiment of Congress as Mr. Commissioner 
Clark seems to have understood it. My understanding was that the 
sentiment in Congress was very strongly in favor of an ironclad 
rule upon the subject, but in some quarters there were lingering 
doubts as to whether a law of that kind would be constitutional, and 
they finally compromised by enacting the law in its present form. 

I have been informed by those who are familiar with that 
legislation that the champions of the ironclad rule yielded to per- 
suasion upon this point and with the understanding that the excep- 
tions and exemptions would be so few and so far between and upon 
so small a scale that the Interstate Conmierce Commission could be 
safely left to deal with them. Now, there are a ^at many cases of 
that kind. Commissioner Clark spoke of cases m the East. I pre- 
sume the violations are numerous in the East, but the conditions ifi 
the East are altogether different from the conditions in the We5t 
and I take it — and I think I am right in so taking it — ^that where 
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those violations occurred they occurred in cases where the hauls, 
generally speaking, were short, where the differential is not great, 
and where the injury inflicted upon those who are required to pay 
the higher charge for the shorter haul may be considered de mini- 
mus — so small that it makes very little difference in the general 
business of the community wherein they live, and they scarcely feel 
the additional burden. In our western country — which nobody 
knows better than yourself, Mr. Chairman — ^there is a vast extent of 
territory. 

The hauls are enormous in length, the freight charges, of course, 
amount to huge figures, and the differentials to which we have 
been subjected in that portion of the country have been on a 
tremendously high scale. As an illustration I may say that when 
the Reno case was brought, the closest and most careful calculation 
that we could make in our office was to the effect that the average 
differential against a Nevada point upon the main line of the Cen- 
tral Pacific Kailroad was 73 per cent in favor of the coast cities. 
That was figured out by Prof. Thurtell, who is now employed by the 
Interstate Commerce Commission as attorney-examiner and one of 
the best mathematicians in the whole country. That simply means 
this: That an article which was charged $1 for delivery at San 
Francisco was charged $1.73 for delivery at the average of the 
Nevada points. And it must be understood that what is called the 
Reno case is not distinctively a Reno case. We broadened it out and 
we made it a Nevada case and we demanded terminal rates for all 
the various points in Nevada — for all points, I may say, in the State 
of Nevada. In that way the question of the reasonableness of the 
rates was brought into the case. We said that to whatever extent we 
were being charged above the San Francisco or Sacramento rates, 
or the coast rates in general, to just that extent, at least that extent, 
our rates were excessive, and we claimed that if the rates in Nevada 
were reduced to the level of the coast rates they would be amply 
compensatory for the service rendered. 

Now, if that does not bring the question of reasonableness into a 
case I do not know what would. Not only did we bring that question 
into the case, not only did we raise the question of the reasonable- 
ness, not onl}' did we complain that the rates charged us were exces- 
sive, but, Mr. Chairman, we proved it. We proved it again by the 
evidence of Prof. Thurtell. What I say may involve some little rep- 
etition of what I said at San Francisco, but I can not make this 
statement connected without touching those points by way of empha- 
sis, and I take it, further, that this record will be read by all the 
members of the committee while perhaps what I said in San Francisco 
may not be, but I will not repeat any more than I have to in order to 
be clear and to give emphasis to my statement. 

It occurred to me, as the attorney having the matter in charge, that 
while it might be true, as claimed by the railroads, that the rates to 
the coast terminals were compelled by water competition and not 
fully compensatory, those same rates applying to Nevada points 
might be amply compensatory because oi the snorter haul and the 
great saving in transportation charges. Therefore, I asked Prof. 
Thurtell if he could take the entire mass of westbound traffic moving 
over the line of the Central Pacific and assume that that traffic was 



00653—18 53 



Digitized by VjOOQIC 



834 LONG-ANT>-SHORT HAUL ON BAILBOADS. 

laid down at Reno and charged the terminal rate and jBnd out what 
return it would give to the company upon the value of the property 
engaged .in the haul. He said he thought he could. I asked Mr. 
Shaughnessy — he being a practical railroad man — ^if he could gather 
data which would show something of the saving effected by not haul- 
ing the freight over the mountains. To do this it was necessary to 
ascertain the cost per ton per mile for hauling the freight from 
Ogden to Eeno, and then the cost per ton per mile, as nearly as might 
be, for hauling it from Reno over the mountains to California. 

Mr. Shaughnessy. You mean the Sierra Nevada Mountains? 

Mr. Bartine. Yes; over the Sierra Nevada Mountains into Cali- 
fornia. Both of those gentlemen did their work most admirably. 
To some little extent they had to cover the same ground. Mr. Shaugh- 
nessy prepared a most elaborate statement which showed — well, so 
conclusively that its correctness has never been challenged — that 
upon an average it cost at least twice as much per ton per mile to 
haul freight from Reno to Sacramento as it did to haul the same 
freight from Ogden to Reno, and this testimony by Mr. Shaughnessy 
was supplemented in a most remarkable way. "W'hen the case came 
on for hearing first in Reno, in the course of his testimony Mr. Luce. 
the principal railroad witness, introduced an exhibit showing that 
the haul from Sacramento to Reno, a distance of 154 miles, was equal 
to 446 on a level. So that, taking Mr. Shaughnessy's statement, 
which dealt with westbound freight, and coupling it with the rail- 
road exhibit, which dealt with the eastbound freight, we could 
scarcely reach any other conclusion than that the average cost over 
the mountains was two and a half times as great as the average cost 
on the level. Now, all of that tremendously expensive haul was 
saved when the freight was left at Reno, and a great deal more mile- 
age was saved when the freight was left at Winnemucka, which is 
170 miles east of Reno, and still more was saved when the freight was 
left at Elko, about 315 miles east of Reno. Elko is only 226 miles 
west of Ogden, and yet the charge at Elko by the Southern Pacific 
Co. for hauling the freight 226 miles was equivalent to what they 
charged for about 1,200 miles farther on, making due allowance for 
the difference between the mountain mileage and the level mileage, 
dealing with the mountain mileage from the equated basis of 2i to 1. 
It is a very remarkable thing to illustrate in figures. The rate on first- 
class goods, when we began the Reno case, to the coast terminals was 
$3 per hundred. The rate at Nevada points was that $3 plus the 
local charge back from the nearest terminal, which at that time wa? 
Sacramento. That was $1.29. The local charge from Reno back to 
Winnemucka was $1.62 and a fraction. The local charge from Sac- 
ramento back to Elko, more than 500 miles, was $1.72 and a fraction. 

So we were confronted bv this anomaly, that the shorter the haul 
made by the Southern Pacific Co. the higher was the charge for hatil- 
ing the freight to Elko, a distance of 226 miles. The charge was 
just the same as if it had been hauled 769 miles to San Francisco and 
thon from Sacramento, 90 miles east of San Francisco, back to Elko. 

Now, that was the transportation situation which confronted us at 
that time. We had a number of hearings in the Reno case 

The Chairman. About what year was that? 

Mr. BARTrNB. That was in 1908. I will go back just a little. 
Pardon me if I interrupt the course of my statement, liecause I can 
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not carry these things around in mv head with accuracy. Mr. 
Campbell was right when he stated that Spokane was the pioneer 
in this case. The first Spokane case, in which no final order has been 
rendered to this day, was begun in 1906. The Reno case was begun 
in the summer of 1908. The Salt Lake and Phoenix cases were begun 
jilst about the same time as the Reno case was — ^I am not siire as to 
exactly how they stand in the matter of precedence — ^but after the 
first Reno hearing, which was early in the spring of 1909, these four 
cases were tried together, and by mutual agreement testimony intro- 
duced in all four of them was used with regard to each one, in so 
far as it was applicable, and it was nearly all applicable. In the 
first Reno case an order was entered which dealt simply and solely 
with class rates. That order provided that from the Missouri River 
country to Reno and other Nevada points the rate should be no higher 
than to the coast; that from Chicago to intermountain points in 
Xevada — that was our case — there might be a 7 per cent differential 
against the intermountain country. From Pittsburgh the differential 
might be 15 per cent and from New York 25 per cent, and there was 
a similar order in the Spokane case, was there not, Mr. Campbell ? 

Mr. Shaughnessy. You are referring to the first fourth section 
order now? 

Mr. Bartixe. No; I am referring to the Reno case proper — ^the 
order made by Franklin K. Lane with reference to class rates. 

Mr. Shaughnessy. No; you are mistaken. That percentage ap- 
plies to the first fourth section case, in which Hon. Franklin K. 
Lane wrote the order. 

Mr. Barttxe. Well, I would like to correct that statement. I thank 
you for the suggestion. The class rate proper provided for a rate, 
I think, of $2.10 per hundred from the Missouri River country to 
Reno, did it not ? 

Mr. Shaughnessy. Yes. 

Mr. BARTI^'E. $2.90 from Chicago to Reno, which was 10 cents 
less than the terminal; $3.15 from the Pittsburgh-Buffalo line; and 
$3.25 from New York. Now I have it right ; I am sure I am stating 
it correctly now. 

Mr. Shaughxessy. It is already in the record. 

Mr. Bartine. Yes. I am simply stating it for the purpose of 
showing that in the matter of class rates we did receive concessions 
that seemed very near placing us on a terminal base, and those re- 
ductions were made upon the basis of the testimony introduced in 
the Reno case, showing that the rates at Nevada points were exces- 
sive per se. 

I aid not quite complete my statement with regard to Prof. Thur- 
tell's testimony, and what it showed with regard to the working of 
the terminal rates to Nevada points. It is exceedingly interesting. 
He did his work very carefully and methodically as he always does, 
and found that taking the very highest valuation that had ever 
been attached to the Central Pacific Railroad, which was the amount 
of money that had gone into it altogether — ^$216,000,000, an average 
of $146,000 per mile — ^the terminal rate applied at Reno would leave 
the Central Pacific Co. about 7 J cents per mile. But everybody 
knows that that is not a fair basis of valuation. The Central Pacific 
Railroad was built in the greenback time, when the average dollar 
was not worth much more than .70 cents in gold, but it counted the 
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same in the record as if it had been gold. So he took $100,000 a mile 
as a fair reproduction value of that property and he found that the 
terminal rates applied at Reno would leave the company 10| per 
cent net return. Then he took a valuatfon of $80,000 per mile and 
found it would leave a net return of 13J per cent at the town of Reno. 

The valuation of $80,000 per mile was by far the nearest of all 
valuations that he treated, because later on our own engineers found 
that the entire track of the Central Pacific road could be reproduced 
for $72,000 a mile. 

The Chairman. Was that report of Mr. Thurtell printed? 

Mr. Bartine. Oh, yes; it is in the form of an exhibit, and I can 
get it for you. I thought I had it with me, but I find that I have not 

The Chairman. I would like you to get it, and such part of it 
as relates to what you are now saying please put into the record. 

Mr. Bartine. I will do so. The exhibit covers more ground than 
that, but that portion can be furnished. 

The Chairman. I understand that these calculations that you have 
referred to were based on the entire volume of traffic moving over 
the Central Pacific. 

Mr. Bartine. Yes; he took the entire volume of traffic moving 
over the Central Pacific and assumed that it was left off at the town 
of Reno for the purpose of showing what return it would yield to the 
company. The purpose was to show that even if these rates at coast 
terminals, with the additional expense of hauling freight over the 
mountains, might not* be compensatory they were compensatory at 
Reno. The $80,000 per mile was taken very largely from figures 
given by Mr. Kruttschnitt in Salt Lake City, in which he estimated 
that the Union Pacific could be reproduced for from $75,000 to 
$80,000 a mile, and in reaching his figures he took in three hundred 
and twenty-odd miles of the Central Pacific Railroad in order. to 
make his estimate, and it corresponded pretty closely with the figures 
of our own engineer. 

Now, with regard to those figures, Mr. Chairman, I want to say 
this: Instead of ever having been broken down by railroad people, 
they have never even been challenged. They stand as the proof of 
record in the Reno case, absolutely uncontradicted. So conclusive 
were they in the minds of the railroad people that in their first 
brief they practically admitted their correctness and fell back upon 
the proposition that you can not determine the reasonableness of rates 
by mathematical calculation. They always succeeded in doing that 
though, Mr. Chairman, whenever the figures happened to be against 
them. They immediately raised the crv that they are not getting 
revenue enough and they must have higher rates. 

These intermountain cases ran their course for about two years 
and some orders were made. The class rate order was made, 
and some orders were made respecting particular commodities, 500 
or 600, I think, at Spokane; 100 or so at Reno, but before they were 
finally disposed of the fourth section was amended, as has been de- 
scribed here, and almost immediately all of the railroads reaching 
the Pacific coast and some of their eastern connections, making some 
13 or 14 in all, filed petitions with the Interstate Commerce Commis- 
sion under the fourth section asking to be excepted from the opera- 
tion of the rigid rule of the law. Those are what are popularly 
known as the fourth section cases. 
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When the hearing of those cases came on the Interstate Commerce 
Commission took the four intermountain cases which had not been 
finally and definitely settled, bunched them in with these fourth 
secvion applications and treated them altogether. The evidence) 
that had been introduced in the Reno, Spokane, Phoenix, and Salt 
Lake cases was all made evidence in the fourth section applications 
to be considered for whatever it was worth. A two- weeks hearing 
took place and the whole matter was argued and finally this order, 
124, tnat has been so much discussed, was made, and that is the order 
in which the percentage ratio was applied. Now I am getting my 
bearings a little bit better. The intermountain country was given 
through rates from the Missouri River, 7 per cent higher from Chi- 
cagOi 15 per cent higher from Pittsburgh, and 25 per cent from New 
York. It was a tremendous cut in the differential against the inter- 
mountain country, provided the rate at the coast points remained the 
same. But you will see it did not reduce the rates per se at all ; it 
did not deal with a specific rate. It simply estabhshed a relation 
of rates, and it is for that reason that the claim has been so frequently 
made that we have received no reduction of rates under the operation 
of the amended fourth section. That order was contested by the 
railroads in the Commerce Court. They did not dare to go into court 
and claim that they had not received the amount of reduction they 
had asked for, because to whatever extent .the Interstate Commerce 
Commission refused to give them the full measure of relief which 
they asked for the order was negative ; so they appealed to the court 
on purely technical grounds. They claimed first that the law was un- 
constitutional, and secondly that the Interstate Commerce Commis- 
sion had exceeded its authority by establishing a relation of rates 
instead of establishing a reasonable rate per se. The Commerce 
Court upheld the constitutionality of the law, but decided that the 
Interstate Commerce Commission had exceeded its authority in not 
fixing reasonable rates but simply establishing a relation of rates. 

Now, there comes one of the most remarkable features connected 
with those cases, and it is one upon which I have criticized the Inter- 
state Commerce Commission, but I have done it without any rancor, 
without anything of personality. I criticized it just the same as I 
would criticize a court decision which was rendered against me and 
upon which I found it necessary to take an appeal. I have claimed 
that the Interstate Commerce Commission erred in dealing with all 
of those cases. I have claimed that the commission erred in lumping 
all of those cases together and making an order which practically 
covered the whole American continent and calling it special. I have 
claimed that the commission erred in taking an appeal to the Su- 
preme Court from the decision of the Commerce Court. When the 
Commerce Court held that the order, 124, was void, for the reason 
which I have given — ^that it established a relation of rates — there 
was literally nothing standing between the railroads and the rigid 
long-and-short-haul rule of the law. I think the Interstate Com- 
merce Commission should have said, " Very well ; we think we will 
take you at your word ; we will hold the order as made is void and 
put tne law into effect." That is the course which I think the Inter- 
state Commerce Commission should have pursued. Instead of that 
the commission appealed to the Supreme Court of the United States, 
and we have the anomalous spectacle presented of the Interstate 
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Commerce Commission endeavoring to uphold the only law that 
gave to the railroads any exemption whatever from the fourth sec- 
tion and the railroads fighting that order. I do not think that in the 
whole course of my legal experience I have ever observed such an 
anomaly before. Mark you, there was no question of law involved 
that made it necessary for the Interstate Commerce Commission to 
appeal that case. The Commerce Court itself had upheld the consti- 
tutionality of the law, and only decided against the commission upon 
the minor point — ^that it had exceeded its authority under the law 
by establishing the relation of rates, to which I have referred. 

I have spoken of the general and sweeping character of these 
intermountain cases, which has given to them a national significance, 
and which, as we view it, has made such legislation as you propose 
by this bill an imperative necessity. To show you how general and 
sweeping it was, let me read a brief extract from Justice White's 
opinion in deciding the appeal to which I have been addressing 
myself. It begins in 234 United States, page 476. The Chief Justice 
says: 

We shall seek to confine our statement to matters which are essential to the 
decision of the case. The provision of section 4 of the act to reprnlate commerce 
dealing with what Is known as the long-and-short-haul clause, the power of the 
carriers, because of dissimllaritj' of circumstances and conditions, to deviate 
from the exactions of such clause and the authority of the Interstate Commerce 
Commission In relation to such subjects, were materially amendeil by the act 
of June 18, 1910, chapter 309. (36 Stat. L., p. 547.) Following tlie form pre- 
scribed by the commission, after the amendment In question the 17 carriers 
who were appellees on this record made to the Interstate Commerce Commis- 
sion their " application for relief from provisions of fourth section of amended 
commerce act in connection with the following tariffs." The tariffs annexed 
to the applications cover the whole territory from the Atlantic seaboard to the 
Pacific coast and the Gulf of Mexico, including all interior points and embrac- 
ing practically the entire country, and the petition asked the Interstate Com- 
merce Commission for authority to continue all rates shown on the tariffs from 
the Atlantic seaboard to the Pacific coast and from the Pacific coast to the 
Atlantic seaboard, and to and from interior points, lower than rates concur- 
rently. In effect from and to intermediate points. 

You will see it would have been almost impossible to make an order 
any more general and sweeping and comprehensive than that was, 
and yet the statute, ex industria, limits the commission's authority to 
give any relief in special cases. 

If taking the cases of 17 different carriers, no two of which were 
situated alike, and lumping them together ^ and treating them as 
if they were one, and making an order which applies to them aU 
alike, making the same rate for one and all, and giving that order 
such scope that, as Chief Justice White says, it covers the whole 
United States, is a special order, I would really like to know what 
constitutes a general order under the law. Such an interpretation 
as that wipes out all difference between the word *' special" and the 
word " general." It makes the word " special " a nullity. It gives 
the statute exactly the same interpretation as if the word were not 
there, and you are bound to consider that when Congress inserted 
the word "special" it meant special; it meant something, that is 
sure, and it did not mean that the commission by a single order 
could practically take the whole United States out from under the 
operation of that statute, because, you see, if they could deal with it 
in this way, taking 17 carriers, they could have taken 117 jjist as 
w^ell, and they could have taken them running in every direction in 
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the. United States just as well and by one general order made that 
entire law a dead letter in so far as limitation is concerned. 

I think it is scarcely to be wondered at, Mr. Chairman, that the 
people of the intermountain country have felt themselves called upon 
to mildly criticize the ruling of the Interstate Commerce Commis- 
sion in this proceeding heretofore, and let me remind you, in this 
coimection, that this involves no discrediting of the commission. I 
have no doubt that they acted in the best of faith. It is a strong, 
able body of men, and I would not for a moment impugn their in- 
togrrity. They have done an immense amount of good work and 
rendered a vast number of very valuable decisions, and have given 
a grreat deal of assistance in straightening out the complex rate 
situation throughout the United States. But we can not help feel- 
ing that they have erred, and erred seriously, in dealing with the 
amended fourth section. It is my opinion that that section was 
intended to bring us just as near an ironclad long-and-short-haul 
principle of rate making as it was possible to do it without infringing 
the Constitution. 

The reason given for this violation of the long-and-short-haul 
clanse, with which we are so familiar, is the alleged water com- 
petition at coast points, which competition does not exist at the 
interior points, and again I say that in my judgment the commission 
very seriously erred in directing its attention almost entirely to the 
question of water competition and ignoring every other element 
which might have a bearing upon the case. Our iriends from the 
coast and our railroad friends here in opposition to the bill have 
repeatedly declared that every locality is entitled to the benefit of its 
geographical location. That is sound in principle. I fully agree 
with it. The trouble is that they confine it entirely in its applica- 
tion to the coast cities. Now, if the coast cities are entitled to the 
benefit of their geographical location upon the water, which they 
undoubtedly are, then the interior cities and towns and communities 
are entitled to the benefit of their geographical location, which is 
anywhere from 250 to 800 miles nearer to the source of supply, with 
correspondingly shorter hauls in the transportation of goods to those 
points. 

But, as I say, it seems that this question of benefit of the geo- 
graphical location is confined exclusively to places that are located 
upon deep water. I have never considered that the water com- 
petition here was the true reason for the apnlication of these ex- 
cess rates at the higher interior points. In the nrst place, the evidence 
shov»s conclusively that all the excess charge was absorbed by the final 
carrier. Perhaps I am not using the right word when I say "ab- 
sorbed." ^ It was an arbitrary imposed by the final carrier, and one 
with which the other carriers had nothing whatever to do. 

I submit that if there is water competition at the coast which 
compels lower rates at those points, and justifies higher rates at in- 
terior points, that is a condition that affects all the carriers engaged 
in that haul. It affects the Union Pacific, the same as it does the 
Central Pacific; it affects the Chicago & North Western, the Lake 
Shore & Michigan Southern, and the New York Central, which were 
the roads whicn we brought into our complaint to make transconti- 
nental lines of them. I never thought it should be done, but we 
were virtually compelled to do it in order to get a hearing. 
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Mr. Shaughnessy. Compelled by whom? 

Mr. Bartine. Well, now, I do not care to mention names, but it 
came to us direct from those high in authority in the Interstate Com- 
merce Commission that the commission was determined to consider 
it as a transcontinental proposition, and in order to make sure of our 
footing and have the friendly consideration of the Interstate Com- 
merce Commission, the complaint was amended or changed from its 
original form, and the whole line of transcontinental carriers was 
brought in. At first I brought suit against the Southern Pacific Co., be- 
cause that was the only company that was doing us harm, and I had 
always been taught to believe that it was not necessary to make de- 
fendants of those having no interest in the subject matter, but the 
Interstate Commerce Commission insisted on treating it as a trans- 
continental proposition. 

The Chairman. Are you going to follow that up, Mr. Bartine? I 
am quite interested in that proposition. 

Mr. Bartine. Yes, sir; I am. I was going not only to follow it up, 
but to prove what I say. You will find this also very interesting to 
you. I am going to read to you from one of my latest briefs. 

I had brought out the fact that this excess charge of which we 
were complaining went into the coffers of the Southern Pacific Co. 
and would not affect any of the other roads. Mr. Durbrow, attorney 
for the Southern Pacific Co., was arguing his side of the case. Dur- 
ing the course of his argument, Mr. Commissioner Clark interrupted 
him, and the following colloquy ensued : 

Commissioner Clark. I want to ask you right there about that division. Is 
the statement made this morniug correct that the earnings of the carriers en^t 
of Ogden on a shipment to Sacramento are exactly the same as on the same 
shipment at Reno? 

Mr. DuBBROw. Exactly. 

Commissioner Clark. The rate to S«cramento being $3 and the rate to Reno 
being $4.29? 

Mr. Durbrow. Precisely, and the reason is that the Southern Pacific Co., l)e- 
cause of its strategic position, has been able to compel the carriers to accept 
that division. If they did not do so they could withdraw from this transconti- 
nental business, which would yield them but a very small revenue, from Ogden 
and San Francisco, and permit the shipments to come into San Francisco by 
the sea and local them out, getting the full charge, or they have a competitive 
line of their own from New York to San Francisco via the Sunset Gulf Route, 
which has a direct bearing upon that division, and it is because of that that 
the Southern Pacific can dictate this division. 

I will break in upon the quotation for a minute to say that what 
he meant by the strong strategic position of the company >viis that 
it had the Sunset Route, which was partly a water route. 

Commisisoner Clark. Then the division that the Southern Pacific Co. pets 
from the revenue west of the Missouri Klvor is 40 ]i<»r cent of the terinin.il r;«ti'? 

Mr. Durbrow. Forty-six per cent of the terminal rates when the business 

Commissioner Clark. And, of course, whatever adds back? 

Mr. Durbrow, Yes ; that is precisely the point. 

Mr. Jones. No ; it Is 46 per cent of the Missouri River proportion. 

Mr. Durbrow. Forty-six per cent of the Missouri River proportion of the 
through rate, I assume. 

Commissioner Clark. That is what I said, 46 per cent of the proportion west 
of the Missouri River on the transcontinental rate. 

Mr. Jones. No; you said 46 per cent of the terminal rate, which Is not 
correct. 

That colloquy occurs in the transcript of docket No. 1665, Bailroad 
Commission of Nevada v. the Southern Pacific Railway Co. et al., at 
Reno, Nev., October 26, 1909, at pages 619 to 621. 
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Xow. I go on : 

In the foregoing colloquy the reference to the division of the rate Is somewhat 
misleading in that it implies that the division is of a $4.29 rate — the rate to 
Reno on first-class commodities. In truth and in fact the division is confined to 
the $3 transcontinental rate, the $1.29 being an arbitrary being imposed by the 
final carrier alone, and in no way considered in the division. This was very 
clearly shown by the following colloquy previously quoted in these proceedings 
between the chalniian and the counsel of the Nevada Commission and Mr. Luce, 
general freight agent of the Southern Pacific Co. : 

Mr. Babtine. In making a through rate to the coast terminals, how do you 
do it? 

Mr. Luce. From the Atlantic coast? 

Mr. Babtine. Yes ; take Chicago for an example. 

Mr. Luce. The measure of the rate is the water from the Atlantic coast, the 
rate is made from the Atlantic coast to the terminal, and then 

Mr. Babtine. I know, but you do not understand me. One road does not do 
it alone? 

Mr. Luce. We have connections. 

Mr. Babtine. How do you do that? Do you negotiate with other roads? 

Mr. Luce. Our connections and us get together ; we confer. 

Mr. Babtine. And you agi*ee upon the proportion which each road shall 
have, do you not? 

Mr. Luce. Yes, sir ; the connection line. 

Mr. Babtine. Take the case of first-class freight, just for illustration. We 
have already shown that the principle was the same whether first-class or com- 
modity rate ; you have a rate of $3 as the through rate from Chicago to Sacra- 
mento. Now, the different roads engaged in that haul all have their full rates ; 
they each agree to take so much of it? 

Mr. Luce. Yes. sir. 

^Ir. Babtine. That ia the arrangement which you have? 

Mr. Luce. Yes, sir; naturally. 

The Chair3ian. Who is Mr. Luce? 

Mr. Bartine. He was general freight agent of the Southern 
Pacific Co. and their principal witness. 

The Chairman. What was the date? 

Mr. Bartine. Nineteen hundred and nine ; the first hearing of the 
Reno case. 

The Chairman. Where was it held? 

Mr. Bartine. In Reno. 

The Chairman. Before whom? 

Mr. Bartine. Before Mr. Lyon. I think Mr. Lyon will remember 
some of this. 

Now, to continue quoting : 

ilr. Babtine. Now, the through rate to Snrranionto from Chicago Is $3 and 
the rate to Reno is $4.29. What arrangement have you with tlie other roads 
with respect to the $1.29? 

Mr. Luce. We have not any arrangement with them. 

Mr. Bartine. You have not any arrangement with them? 

Mr. Luce. No, sir. 

Mr. Bartine. Does that $1.29 appear In your tariff sfhedules? 

^Ir. Luce. Yes; hy reference to the tariffs In whicli it is puhllshed. 

Mr. Bartine. It is not in the regular transcontinental schedules, is it? 

Mr. Luce. No. I will say we secured from the commisshm special disi)ensa- 
tion or ruling so that we could hy reference consider that the factors of that 
tarilT in that because if we had plac(»d nil those local rates from Sacramento it 
would have made a tariff so voluminous 

Mr. Bartine. I am simply trying to bring out the manner in which it was 
done. It appears, though, in your schedules by reference? 

>rr. Luce. Yes. 

Mr. Bartine. Can you say of your own knowledge whether there is any refer- 
ence to that $1.29 in the tariff schedules of the Union Pacific? 

^rr. Luc£. They are a party to the tariff; yes, sir. 
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Mr. Bartine. They are a party to the $1.29 portion of it? 

Mr. Luce. They are a party to the transcontinental tariff which bears refer- 
ence to this local rate. 

Mr. Bartine. What reference does it hear to this local rate? 

Mr. Luce. The statement 's that the rate to intermediate points will be the 
terminal rate to the nearest terminal plus the local back. 

Mr. Bartine. The Union Pacific receives a portion of this $3, does it not? 

Mr. Luce. Yes. 

Mr. Bartine. Does it receive any portion of the $1.29? 

Mr. Luce. No. 

Mr. Bartine. That goes entirely to your company? 

Mr. Luce. Yes. 

The Chairman. What was his company? 

Mr. Bartine. His company was the Southern Pacific. We were 
dealing more particularly with the Central Pacific lines of the com- 
pany, that is, the main trunk line of the company. It runs from 
Ogden to San Francisco. 

That is a clear and specific statement with regard to this excess 
charge, that they had no agreement or arrangement then with their 
connecting lines. It shows it was purely an arbitrary act. How 
can there DC a division between two carriers when there is no agree- 
ment or arrangement or understanding between them? 

I want to call your attention to what Commissioner Lane said 
with respect to this tariff. 

The Chairman. Let me get a better understanding of the matter 
before you proceed, Mr. Bartine. Does that mean, presuming the 
shipment took the route you said, where you made tne parties de- 
fendant in your case the New York Central, the Lake Shore & 
Michigan Southern, the Chicago & Northwestern, and the Union 
Pacific, that those companies only got part of the terminal rate? 

Mr. Bartine. Of the $3. 

The Chairman. And no part of the 

Mr. Bartine. No part of the excess — of the $1.29. That was a 
pure arbitrary. 

I have illustrated it this way, and if you will permit me, I will do 
it again. It is exactly the same in principle as if you bought a 
through ticket as a passenger from New York to San Francisco. 
•You got to Reno and then you concluded you would like to get off 
and stay. The conductor then told you you could not get off and do 
that unless you paid $10 or $15 extra for the privilege of doing so. 
In that case it is obvious that the Southern Pacific's cocarriers would 
have nothing to do with the $15, unless it was divided with them- 
It was purely an arbitrary act of the final carrier. 

To make it still clearer, it comes about in this way: In the first 
instance, this freight was actually carried across the mountains and 
then back. That went on for a number of years. Just how long 
we do not know. The records were lost upon that point, and we do 
not know exactly when that custom was stopped. The people in the 
intermediate towns complained of the ffreat loss of time thus 
occasioned. The freight might not come pack for a month or six 
weeks, while they were impatiently waiting for the goods. So, as 
a matter of concession, the Southern Pacific allowed the goods to be 
left off at the interior points, but it charged the same as if they ivere 
taken over the mountains and brought back. It did not change the 
nature of the charge. It was distinctly a local charge, the only 
difference being that in the one case the company would have done 



Digitized by VjOOQIC 



LONG-AND-SHORT HAUL ON RAILROADS. 843 

the work and earned the monej'^. while in the other case it took the 
money without earning it. 

The correctness of our position upon this point is further shown 
by a statement contained m a report of the commission in case No. 
1665, submitted February 7, 1909, decided June 6, 1910. I quote 
from page 242. That is the case that I have referred to. 

It was decided by Commissioner Lane. It reduced the class rates. 
I shall now quote from the opinion : 

To ascertain the rate on a shipment from New Yorlc to Reno one looks in 
vain for any one tariff in whicli such rate is to be found. By examination 
of the tariff on the Transcontinental Freight Bureau, to which the Southern 
Pacific Co. is a party, this note is discovered : 

** Rates to inteimediatc points. — When no specific rate is named to an inter- 
mediate point shown in Transcontinental Freight Bureau Circular No. 16-C 
(I. C. C. No. 864), supplements thereto or reissues thereof, rate to such an 
intermediate point will be made by adding to the rate shown to the point 
designated herein as * terminal,' which is nearest the destination of shipment, 
the local rate from nearest terminal point to destination." 

Turning to Transcontinental Freight Bureau Circular No. 16-C (the issue 
at the date at which this complaint was brought) we find Reno named as 
an intermediate point, and that the nearest terminal to Reno is Sacramento, 
154 miles west of Reno. We find, then, by returning to the Transcontinental 
Freight Bureau Westbound Tariff, the rate applicable upon the shipment to 
Sacramento. Then, having ascertained this from a tariff to which all of 
the carriers from New York to Sacramento are parties, we must next find 
the local rate from Sacramento to the destination of the freight, which is 
east of Sacramento. This local rate, Sacramento to Reno, we find In the tariff 
to which the Southern Pacific Co. alone Is a party. Thus we have, through 
a maze of tariffs, at length discovered the rate from New York to Reno, which 
is made up of a joint through rate to Sacramento and the local rate of the 
Southern Pacific Co. alone from Sacramento back to Reno. 

I have read that to you to illustrate the situation and emphasize 
the position which we have taken all the time, that the commission 
erred in forcing us to treat the grievances that we complained of 
as a transcontinental proposition when only one of the carriers had 
anything in the world to do with it. 

t do not think it is worth while for me to say much with regard 
to complaints or the claim made here that we should not enact 
legislation of this kind because it would discredit the commission. 
I very much doubt if the commissioners themselves would view it 
in that way. 

I want to call your attention, Mr. Chairman, to the fact that the 
amendment of the fourth section which is now upon the statute 
books was enacted because of general dissatisfaction with the manner 
in which the courts had construed that section, making it almost 
impossible for the person discriminated against in that way to 
obtain anything in the line of relief. 

The Chairman. It resulted not only in dissatisfaction and criti- 
cism of the courts, but it resulted in the abolishment of one of them, 
did it not ? 

Mn Bartine. It did, indeed. There were no people in the United 
States who were freer and more vigorous in their criticism of the 
late lamented commerce court than the members of the Interstate 
Commerce Commission themselves, and if they had a right to criti- 
cize the commerce court I presume that other people have a right 
to criticize the Interstate Commerce Commission, provided that 
criticism is made in a proper spirit and does not cross proper lines. 
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I think that at this point I might just as well pay a little attention 
to what Mr. Commissioner Clark said.this morning. It really seemed 
to me that the commissioner put up a rather perfunctory opposition 
to this bill, although at the same time I am constrained to say that, 
in my judgment, there was a great deal more meat in what he said 
than in almost all the rest that has been Said in opposition. 
But he was exceedingly mild. He defended the action of the 
commission, and I would not for the world say that the commission 
has not acted in good faith and according to its best intelligence and 
all that, but it was very evident from Commissioner Clark's expres- 
sions that he is pretty thoroughly wedded to the idea that there 
should be a departure from the long-and-short-haul clause where it 
is necessary to enable a carrier to meet competition. In that respect 
he seems to take substantially the position that the railroad people 
themselves do, that it is purely a transportation proposition, and 
that the one and sole thing to be considered is whether a railroad 
should be permitted to meet competition where it finds it. 

The trouble with that line of argumentation is that it leaves com- 
pletely out of the question the equities of the people who may be 
injured by allowing roads to meet competition in that way. 

Mr. Clark gave an illustration of two railroads. I might just as 
well notice that here as anywhere else. Upon its face it is about the 
most cogent one that has been given by anyone at these hearings, 
but it is by no means unanswerable. We will take two roads as ne 
supposed tnem to be, just slightly changing the figures, so as to make 
them simpler. We will suppose that there is a railroad which we 
will call railroad No. 1, pursuing a circuitous course for a distance 
of 150 miles. Why does it plirsue that winding course or curving 
course? It does it for the purpose of reaching towns and com- 
munities from which it expects and hopes to obtam business. While 
that road stands alone, of course charges along its line would be 
measured in a general way by distance. Perhaps they would not 
be on a strictly mileage basis, but some consideration would be made 
for increasing distances. The road, for instance, would not think 
of charging as much for hauling freight 100 miles as for hauling it to 
the end of the road, a distance of 150 miles. It would consider that 
it was rendering more service and o\ight to have more compensation. 

Along comes another road, which runs directly across the same as 
the string of a bow runs across from one end to the other of the bow. 
This road is only 100 miles long. 

Now, it is not likely that that road would be constructed as a 
strictly independent proposition in competition with one already in 
existence, unless by running that 100 miles it could pick up con- 
siderable traffic, it would be more likely to be a part of a lon|?er 
road. It comes in and strikes railroad No. 1 at point A and rui^ 
straight across to point B. Now, it is obvious that this new road 
coming: in with a snorter line is in a position to carry freiprht more 
cheaply from A to B than the first road can. It seems to me it is f^^ 
to assume that railroad No. 1 is going to got a great deal more local 
traffic along its line than the new railroad can, but the insistence is 
that no matter what it may be earning in general, it must be P«^ 
mitted to earn money along every part of the line. So. as soon as 
the new railroad establishes a rate somewhat lower than the rate on 
railroad No. 1, railroad No. 1 puts down its rate at point B, keeping 
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the rates up at all the other points. Instanth' there is a discrimina- 
tion created all along the line against other patrons of raUroad No. 1, 
the patrons who had been supporting it right along, in the main. 

Now, what does railroad No. 2 do? It is in a position to put its 
rates down lower than No. 1 can, because it is a shorter haul 
and it can carry goods more cheaply. It puts its rates down there at 
that point, and then we have a contest between these two roads. 
When the second railroad puts its rates down at that point without 
lowering them at other points, there is discrimination created on 
that road, and the patrons of both roads, except at the terminals, are 
subject to an unfair and unjust discrimination. 

Mr. Clark says that to deprive a railroad of the right to meet com- 
petition at that point would not benefit the people living along the 
line of the railroad. It might or it might not. There might be people 
on that railroad who would be able to do business if it were not for 
this condition of affairs, and if they were not cut out from that rate. 
He says that that competitive point or town would be there anvway, 
even if railroad No. 1 were cut out from serving it, but it would not 
be so large a place if served by one railroad as if it had the advantage 
of two. If the two center in there and concentrate the business at 
that point, the effect is to build up a large center at that point. 

It seems to me that is a good answer to Commissioner Clark's 
illustration. 

Let me say further, on this line, that it is not necessary for the pro- 
ponents of this bill to prove that never in any instance would a condi- 
tion be created that would be disadvantageous. 

In dealing with legislation of this kind we have got to act along 
general lines. We must try to do that which will brins the evils to 
a minimum. It seems to me that all of the cases which Commissioner 
Clark has in mind, of violations in the East, are minor in conse- 
quence, or, rather, minor by comparison. 

I venture to say that all the rates put together east of the Missouri 
River and north of the Ohio River, in which the fourth section is 
violated, do not, in their magnitude, in the interests affected, and in 
the effects which they have upon the well-being of the different 
communities, amount to one-tenth as much as the condition that is 
involved in these intermountain cases, and the fourth section orders 
of the Interstate Commerce Commission. 

In dealing with a matter of this Irind we must deal with large 
things and not with minutia. You can not, in any case, defend a 
higher charge for the shorter haul without ignoring the rights of 
the people who have the shorter haul and who are entitled to the 
benefits of it. 

Now, as a matter of principle, leaving the purely transportation 
question out of view, I wish to express my opinion upon that point 
by a very simple illustration. 

Railroads are not built simply and solely for the benefit of the 
railroads; they are constructed for the benefit of the people. The 
one and sole question of getting revenue is not the only thing that 
the Interstate Commerce Commission has to look after. The promo- 
tion of traffic and the providing for a meeting of competition are 
not the only things that the commission must look after. It must 
look after those things in such manner that the people as a whole 
and the people to be served, and any portion of the patrons of any 
road, are treated with justice. 
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When any man can convince me that it is right for a baker to 
charge more for one loaf of bread than he does for two loaves of 
the same land and weight and at the same time and place, then he 
can convince me that it is right for a railroad to charge more for 
hauling a ton of freight 100 miles than it does for hauling it 100 
miles, and then 100 miles farther on. The very statement of the 
proposition proves the rank injustice of the system of rate making, 
and the mere fact that it is going to benefit people and build up com- 
mercial centers at the farther point of the line never atones for the 
injustice that is done. 

The tendency of that is to create more terminals. It has done it 
all over the United States. 

The Chairman. Let me ask you a question on that point and get 
your view as to the suggestion of Commissioner Clark, that there 
was no advantage to the railroad companies to make these low rates 
to the terminals and compensate themselves by a high rate to inter- 
mediate points. What is your view as to the advantage or not of 
the railroads building up large depots and manufacturing industries 
at the ends of their lines rather than at intermediate points? 

Mr. Bartine. Well, the question, or the proposition^ as made by 
Mr. Commissioner Clark, implies a condition which, if it ever exists, 
exists very rarely. It rests upon the theory that those railroads were 
carrying stuff to a farther point at just a little bit more than the 
out-of-pocket cost. He wants to know why they have to do that. 

Mr. Chairman, they have never proved that they carried goods to 
farther points at just a little bit more than the out-of-pocket cost. 
Upon that point, let me read you a colloquy that took place. It 
brings out the point you are now discussing. The railroads do not 
know how much their tenninal charges exceed the out-of-pocket cost, 
or, if they do, they do not tell us about it. At the Salt Lake hearing 
I conducted the cross-examination of Mr. Luce, on behalf of the Salt 
Lake people, because the testimony was to be used in the Reno case. 
Mr. Luce had made that statement, that the terminal rates were not 
fairly reasonable and remunerative. He said they paid something 
fibove the cost of transportation but nothing like a fair compensation 
for the service. He had to say that in order to make the rate lawful 
under the ruling of the court. 

I said, " Mr. Luce, how much do your terminal rates exceed the cost 
of transportation?" His answer was, "I do not know.*' 

" Well," I said, " If you do not know how much they exceed the 
cost of transportation, how do you know that they exceed the cost of 
transportation at all?" 

" Well," he said, " by my general knowledge and understanding of 
railroad matters." 

A little later on I recurred to this subject. I said, " Mr. Luce, you 
say that while these rates yield something more than the cost of 
transportation, they do not yield enough to amount to a full and fair 
return. Will you please tell us how much they fall short of yielding 
a full and fair return for the service?" 

His answer was, " I do not know." 

" Well," I said, " if you do not know how much they fall short, 
then how do you know that they fall short at all?" 

I received the same answer, that he knew it from his general 
understanding and knowledge of the busine^ss of the company. I< 
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was in that connection that the colloquy came in that Mr. McCarthy 
read the other day in which I asked Mr. Luce if this terminal busi- 
ness was not profitable, and the local business in Nevada was not 
profitable, where did that company get the money to pay its divi- 
dends and the interest on its bonds and carry a surplus, i ou heard 
his answer, as read by Mr. McCarthy. But that was not the whole 
of it. The real significance of the question lay in the fact that Mr. 
Luce had testified that approximately one-half of the entire west- 
bound traffic went right through to the terminals, and it seems pass- 
ing strange that a great railroad company would be carrying one- 
half of its westbound tonnage at only just a little bit above the cost, 
or at anything less than a fair and reasonable compensation for the 
service. 

Then he also declares in his testimony that of the freight moving 
eastward from the Pacific coast terminals, 80 per cent went right 
through to the Ogden gateway, which was the eastern terminal of the 
road. He claimed that, also, was unremunerative, and it was in view 
of the fact that they were carrying about half of their freight to 
the western terminal at less than a fair compensation, and 80 per cent 
to an eastern terminal at less than a reasonable compensation, and 
doing all of the business in Nevada at less than a reasonable com- 
pensation, that I asked him where they made the money to pay the 
dividends, etc. 

Senator Henderson. What was his answer? 

Mr. Bartine. The answer was the one that Mr. McCarthy read, to 
the effect that they had to get it somewhere. 

Senator Henderson. The inference being that it was taken from 
the interior? 

Mr. Bartine. Now, to go back to the question that you pro- 
pounded, and I am glad you asked me, because my notes are a little 
bit scattered here ; I am speaking in a rather disjointed way. 

The reason why a railroad company will carry freight to the 
farther distant point at less than it does to the nearer point is un- 
doubtedly sometimes due to circumstances beyond its control. It 
feels, as the courts have put it and as they claim, that they are getting 
a little something out of the business, and whatever they get in excess 
of the outlay is just so much added to their net revenues. The ob- 
jection to it is this : They will invariably attempt to recoup any loss 
or profit at that point by putting up their rates at other points where 
they are in position to do so, just as they have in the intermonntain 
country. 

That brings me to the consideration for just a moment of a point 
that has been adverted to a number of times bv the opponents oi this 
bill. 

They have claimed here very^ stoutly that if the railroads are not 
allowed to meet water competition on the coast they must get out of 
business at those points, and the interior will have to bear all the ex- 
pense of sustaining the railroads. Let us see whether that is so or 
not. 

The Chairman. That seems to be the real basis of the argument; 
that is the real argument in defense of this system. 

Mr. Bartine. Yes, sir. I am coming right to it. 

Let us see by illustration how that would result, and see 
whether they could throw the burden upon the interior. Let us sup- 
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pose that they should lose all their profits at the coast. Let us sup- 
pose they should lose all of their business on the western half of the 
Central Pacific road, or that portion west of Reno. It represents, 
perhaps, one half of the value of the road, because it is very ex- 
pensive construction. The road is there. It has cost an enormous 
amount of money. Do you think that they would be permitted to 
double or treble the rate at the interior in order to compel the sparse 
population in the interior to pay a return upon that value? If the 
Interstate Connnerce Commission would allow a thing of that kind 
to be done, that would furnish the best argument in the world for its 
abolishment. If there is anything that is settled in the law, it is that 
all rates shall be reasonable. To compel the people on one-half 
of that line of railroad, and that part having a sparse population, 
to pay rates that would amount to a fair return upon the entire road 
is so absolutely opposed to the principles of natural justice, that I 
hardly see how any man can propose any such thing. 

The Chairman. I understand that is the practical result under 
the system you are contending against. 

Mr. Bartixe. That is the idea. 

The Chairman. With the exception of the fact that they make a 
little something over the out-of-pocket cost on the coast business, 
but with that exception of this small profit over and above the out- 
of-pocket cost, am I right in assuming that, under this system for 
which the Southern Pacific Eoad is contending, the sparsely popu- 
lated part of the country, or, as you say, the poorer part of the 
country, is made to pay all the dividends and interest of the entire 
system ? 

Mr. Bartine. If their contention is true, that they only get a 
little bit over the out-of-pocket cost at the terminals, it follows that 
it must be so, but I do not accept their statements at full face value. 

The Chairman. I do not know whether I will or not. Of course, 
this is not a court. 

Mr. Bartine. I have reasons for what I say. 

The Chairman, i was assuming it for the sake of tlie argument. 

Mr. Bartine. I will say this, that the portion of the intermountain 
country that is served by the Central Pacific is very spai'sely settled. 
It is doubtful if there are more than 50,000 people in theState of 
Nevada who are directly tributary to that particular line of road. 
Those east of the Nevada line, in Utah, as far as Ogden. can not 
be any more numerous than that, so that altogether, from Ogden 
to the boundary of California, I doubt if there are more than 100,000 
people living along that line of road or tributary to that road. To 
require that sparse population to make good the loss which the road 
might suffer at the coast terminals would be the rankest Irind of 
injustice, and it is one that no court would sustain. In fact, it is 
not true that the road is entitled to earn a certain amount upon the 
value of the investment. That has been laid down as a general rule, 
but it is subject to the condition that the business situation will 
justify the earnings. Now, we have had that rule repudiated right 
in our own State, in the Federal court there. We had. at one time, 
a maximum rate law upon the statute books* It was a part of th© 
original railroad commission law of Nevada. It prescribed certain 
rates. 
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That law was assailed as being unconstitutional. It was said that 
these maximum rates were confiscatory and therefore unconstitu- 
tional. Six roads joined in the attack. The court found that the 
rates were compensatory on five of the roads and noncompensatory 
on one. Perhaps I ought to modify that statement a little bit. It 
found that they were compensatory upon one ; that upon four there 
was no proof going to show that they were not compensatory, and 
therefore the law was given the benefit of the presumption, and 
upon one of the roads they were held to be confiscatory. There was 
one new road, the San ?edro, as it was called. It was then the 
Salt Lake, Los Angeles & San Pedro Road. It had just been con- 
structed. It was shown in that case that the rates, as fixed, would 
leave that company just a shading above 4 per cent return, and it was 
claimed this was confiscatory. Judge Farrington (?) reviewed the 
situation very fully with regard to the road and directed attention 
to the fact that it was a new one; that it was running through a 
spareely settled country ; that its profits were in the future, and that 
it could not expect the sparse population living along the line of 
that road to pay such freight rates as would yield a fair return upon 
the value of the property, even though it was shown that it would 
trim their profits down to 4 per cent and a small fraction. He held 
that it was not confiscatory with respect to that road, while under 
ordinary circumstances he would have held that 6 per cent would be 
a fair return, I judge that from his decision in other cases. 

There was another illustration that Mr. Clark used that I thought 
I wanted to notice. I shall not attempt to answer everything, because 
there are things that he said that did not go to^ the heart of the 
question. 

He referred to the fact that at one time starch was shipped from 
Iowa. I have referred to that shipment of starch in every argu- 
ment that I have made before the Interstate Commerce Commission. 
There were 3,000 tons of that starch, and I believe it was the only 
shipment that it has ever been suggested has moved from Iowa by 
water to the Pacific coast. It is obvious, therefore, that there must 
have been some special reason for it. 

The Chairman. How much further is it from Chicago to the 
Pacific coast than it is from Iowa to the Pacific coast? 

Mr. Bartine. It is considerably farther. It depends, of course, 
uiK)n what part of Iowa. 

It is perfectly absurd to say that as a general proposition com- 
modities could be shipped by rail fifteen, sixteen, or seventeen hun- 
dred miles from Iowa, depending upon the part of the State, of 
course, by rail to New York, unloaded from the cars and loaded into 
ships, and then carried five or six thousand miles by ship, unloaded at 
San Francisco, more cheaply than a haul of not more than sixteen or 
seventeen hundred miles across. I do not think it is more than 1,600 
miles from the heart of Iowa. 

Mr. Freehaver. I would like to illustrate that point a little. The 
distance which the steamship lines can reach inland for the trafiic 
is governed by the rate. Take Utah, for illustration, 800 miles 
inland. It is claimed that the rates are held down by reflected water 
competition. The first-class rate is $1.54. They scale down from 
that. One dollar and fifty-four cents will carry freight from New 
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York westbound to Grand Island, Nebr., which is 153 miles west of 
Omaha. 

Mr. Shaughnessy. How many miles from New York? 

Mr. Frehhaver. It is 1,600 miles from New York. So that in 
order to be on the same basis it would have to be shown that freight 
was carried from Grand Island to the Atlantic seaboard and then 
taken around by water. The rate measures the distance really which 
a steamer can go inland for tonnage. 

Mr. Bartine. If you carry the argument of the railroad people to 
its ultimate conclusion, it lands us pretty nearly upon this proposi- 
tion, Senator, that freight can be hauled 1,500 miles east, using round 
numbers, by rail, loaded into ships and carried five or six thousand 
miles in the ships, more cheaply than it can be shipped 1,500 rnilas 
by rail alone without using snips. 

Mr. Lyon. Doesn't it go further than that, that unless that starch 
is consumed at the wharf at San Francisco it would have to take 
a rail haul to the interior? 

Mr. Bartine. Certainly. We have not got through with the J^itiia- 
tion yet. 

The Chairman. Did you get through with the starch? [Laugh- 
ter.] 

Mr. Bartine. I presume we did. I do not know where the starch 
went. 

Commissioner Clark did rather mildly suggest that it wouUl not 
benefit the interior country to deprive the coast cities of lower rates 
to meet water competition. 

The Chairman. In that connection, I am not sure that I under- 
stood him. I understood him to suggest, although he said that all 
these suggestions as to what might happen were, of course, mvve 
guesses, and that one man's guess was pretty nearly as good as an- 
other's, when it comes to unfaiown conditions, that the absohite en- 
forcement of this prohibition against charging more for the shorter 
haul than for the longer haul would enlarge and widen the distribut- 
ing territory of the coast cities, and be of benefit to them. 

Mr. Bartine. Yes, sir. 

The Chairman. Was that his position? 

Mr. Bartine. Why, I did not understand him that way. Senator. 
The point that I had in mind was that he claimed that we woxM 
not be benefited in Nevada; that is, in a business way, because if the 
railroads did not make these lower rates, the water carriers would 
get them and bring the socds in. They wouJd be loaded onto cars: 
they would be sent to Nevada, and they would control the Xevatia 
market just the same as San Francisco does now. That is the wav I 
understood it; that is what I understood him to mean. I was goinjr 
to meet that proposition, because some (>t* these gentlemen from the 
coast have said substantially the same thing. Let me make this sug- 
gestion in that connection. If the water carriei*s liad full and com- 
plete control of the situation in this case, it is fair to assume that thev 
would charge all that they could. Now, they would lay down the 
freight at San Francisco, and then it would be loaded upon the cars, 
and the railroads themselves would get that business. They would 
not be deprived of all of that business, even if they lost the wpst- 
bound. They would still have the distributing trade. The railroads 
would get tiiat. Thev would be moving freight eastward on the 
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central Pacific and some to Reno. There, it is claimed, that they 
would control the market. 

Xow, how does this system work? Freight goes to San Fran- 
cisco by water. It is loaded on cars and sent eastward for distribu- 
tion. At a certain point on its journey, it is going to meet a train 
coming from the East to the West. It would become the object of 
the rail carriers to get the longest haul they could to supply the 
Xevada territory, and not content themselves with the comparatively 
short haul over the mountains. They would naturally reduce the 
rates from the East in order to meet the rates from the West upon 
freight which had come into port by water, and at the port was 
taken over by the rail carriers and carried eastward. There would 
be a point somewhere in there where trains coming from the East 
would meet the trains coming from the West, and the interior would 
have the benefit of that competition. So, it is not fair to suppose 
that rates would be entirely controlled from the Pacific coast to these 
cities. It must be remembered that we have got a great network 
of railroads in this country, and every argument that is made on 
behalf of water competition as a compelling force and in justifica- 
tion of the high rates at the interior points is based on conditions 
that existed before we had railroads, and that carries with it the 
assumption that the same rule should be applied that was applied 
in years gone by, when freight was carried around Cape Horn and 
then brought around to the port and distributed by mule team. 
The people of the United States have built this great railroad system, 
and all of the people of the United States, and not alone the people 
of the coast, are entitled to the benefit of that system. 

I have expressed myself with some degree' of fullness as to the 
effect that the water competition is not the true reason, giving, first, 
the enormous quantity of freight that is carried to the coast at what 
are claimed to be unremunerative rates, and, secondly, that this entire 
excess charge to which I have referred is an arbitrarj- by the final 
carrier. 

Now, the plea is that the rates of the coast are forced down by 
water competition; that the water carriers control the rate. I take 
issue with them upon that, and their own proof shows that is is not 
true. I am going to read you another extract from Mr. Luce's testi- 
mony. This was at Salt Lake City : 

Mr. Bartine. How do you arrange your transcontinental rates? What is 
your process? 

Mr. LrcE. I do not catch the drift of the question. 

Mr. Babtine. On first-class goods, using that simply as an example, you 
fix n $3 rate. How do you arrive at the $3 rate? 

Mr. Tace. That rate has been in for some time. 

Mr. Bartine. But how^ was it fixed first? Who agreed upon it? 

Mr. Luce. That was a rate made after conference between the lines inter- 
esteil in the haul from New York to San Francisco. 

Mr. Babtine. That is the way your through rates are always made? 

Mr. LrcE. By conference; yes, sir. 

Mr. Babtine. Do you take the water carriers into those conferences? 

Mr. Luce. No. 

Mr. Babtine. You make your rates without regard to them? 

Mr. Luck. Yes, sir, 

Mr. Babtine. Then they do what they please In the matter of rates? 

5Ir. Luce. Yes, 

Mr, Babtine. Etoes that look as if you controlled rates, or the water carriers 
controlled the rates? 
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Mr. Luce. Well, I believe the rail lines control the making of their own 
rates, and when we say to-day that we do not care to go any lower, that Indi- 
cates our disposition in that regard in making the rates. 

Now, there is a pure confession that they make rates wholly re- 
gardless of anything that the water carriers may do. They do not 
take them into conference at all. They make such rates as they 
think they can afford to make and they let the water carriers come 
tagging along behind, making rates as they please. It seems to me 
that the party who takes the initiative is the one who makes the rate, 
and not the one who follows up. 

There is another thing to show that the water carriers do not con- 
trol the rates. About the year 1909 the railroads reaching the coast 
made a substantial increase in the coast rates. It was approximately 
a 10 per cent increase. It was not uniform along the line, but it does 
not make any difference whether it was 8, 9, or 10 per cent. I asked 
Mr. Luce about that. 

On page 747, in reply to a question as to what the Hawaiian. Line 
did when the railroads raised their rates in January, 1909, Mr. Luce 
said, " I do not know, except from hearsay, that it advanced some of 
its rates, but I do not know absolutely, because I have never seen 
a tariff of theirs, because they never have been published. They are 
simply based upon our rates, as the basis for theirs." 

The American-Hawaiian Steamship Line, which was grinding the 
life out of their transcontinental tariff, actually came along and based 
its rates upon the rates of the rail carrier's themselves. That is Mr. 
Luce's testimony, and he was the leading railroad witness. 

Mr. Shaughnessy. Mr. Bartine, did you advert to the 10 per cent 
increase in rates in 1909, w^hen the American-Hawaiian Co. also in- 
creased its rates 10 per cent? 

Mr. Bartine. I do not know that I made myself clear upon that 
point. The fact was that at that time the Hawaiian Steamship Line 
advanced its rates. One would naturally suppose if it was trying 
to get business away from the rail carriers it would have retained 
its old rates, but it did not do that. It raised them in the same 
ratio that the railroads did. That must have been upon the theory 
that they were getting all, or substantially all, of the business that 
they could, and if they raised the rates 10 per cent they would get 
that much more money. 

There is another thing that I might touch on while I am upon 
this point. I think I will have the time to dwell upon it briefly 
before we adjourn. 

The great competition that the railroad carriers invoke is not 
competition with other railroads. There is some of it, but in the 
great majority of cases the railroads meet on more or less even terms. 
They all pick up business along their lines at various points. They 
have their local traffic and they have their through traffic. The 
competition between the rail carriers is not of the same nature; it is 
not so intense as it is betw^een the rail carriers and the water carriers. 
At all events, it is the water carriers that the rail carriers have 
claimed to be especially afraid of. 

Mr. Clark and others have adverted to the schedule C order. 
After order No. 124 had been sustained bv the Supreme Court of the 
United States, very shortly afterwards, tfie Panama Canal was com- 
pleted, and it was* opened for business on the 15th of August, 1914. 
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^Vbout the 1st of October all the rail carriers reaching the Pacific 
coast made their application. Before the order went into effect, 
mark you, these rail carriers reaching the coast petitioned the Inter- 
state Commerce Commission for leave to make substantial reduc- 
tions in the transcontinental rates upon certain special commodities 
which were put into what was called schedule C. I do not know 
just how many of those articles there were. My impression is there 
were about 250 or 260 of them. The number seems to have been 
reduced by the estimates of witnesses here, but it does not make any 
difference about that. It is not a question of the number of articles. 
It is not so much a question of the number as it is a question of what 
those articles represented in the matter of tonnage. We ascertained 
at the time that the articles which were included in schedule C 
would represent something over 80 per cent of the total tonnage 
reaching the intermountam country; that is, reaching our State, 
und I presume it is not dissimilar to other States in that section. 

We nad a hearing at that time, and the petition of the carriers 
for leave to reduce rates upon these articles was granted, perhaps 
not up to the full measure of their request, but very largely granted, 
and it was done upon the grounds that during the month of Septem- 
ber, the first full month that the canal had been in operation, there 
had been an immense increase of water-borne tonnage from the 
Atlantic to the Pacific coast. It was some 77,000 tons, I think. 
Some 77,000 tons were shown to have passed through the canal dur- 
ing that month, and it was alleged that if that percentage, or that 
proportion, or that tonnage, were maintained for a year, it would 
amount to practically 1,000,000 tons, whereas previously, for an 
average of three years, the tonnage had been aoout 250,000, or a 
little less. Upon that showing the commission made its order grant- 
ing, in large part, the relief that was asked for. 

I want to call your attention to a little inconsistency in Mr. Clark's 
statement before you here to-day. He said that the canal had not 
been in operation long enough for them to get a correct line so as 
to properly preserve the balance of rates between the rail carriers 
and the water carriers. The canal operated nearly a year before the 
slides stopped it, and diifing that time it did carry approximately 
1.000,000 tons of freight. Now, the point I am suggesting is this: 
The commission was willing to take the tonnage for one single 
month and grant this concession to the railroads, the effect of which 
was to lower the rates upon the great bulk of their westbound ton- 
nage and greatly increase the differential between the coast rates and 
the interior, thereby increasing the discrimination of which we have 
been complaining. They acted on that on the basis of a sinijle 
month's tonnage, and yet they admit that the whole year that the 
canal has been in operation is not a long enough period of time to 
enable them to make a correct adjustment of rail rates and water 
rates. 

Upon that point, to show you how unsatisfactory the testimony 
was upon which that concession was made, I want to call your atten- 
tion to some more testimony — some testimony that was given right 
there at that hearing. I have it quoted in this brief. I have used 
it before the commission itself. 

This is the testimony of the leading witness, or the best witness, 
probably. Perhaps I should not say that he was the best witness, 
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but he was the witness who covered the subject most comprehen- 
sively. He was Mr. Hastings, one of the traffic officers of the Santa 
Fe. He was a very intelligent man, and he g:ave his testimony with 
all the fairness that you can expect from a railroad witness, in that 
I do not mean to impugn the honesty or integrity of the railroad 
officials, but it is the plamest kind of common sense to say that these 
people are not brought before the Interstate Commerce Commission 
to give testimony that is* damaging to their employers. Generally 
speaking, it is the hardest thing in the world to get anything definite 
out of them, except what they want to present. 

Mr. Hastings presented figures on the increased water ton- 
nage. Senator, you will see at a glance, and you will fully agree 
with me, that it water competition is an element which should fairly 
be considered in determining the question of whether the roads 
should be permitted to lower rates to meet it the relative amount of 
water tonnage and rail tonnage is a matter of vital concern. A single 
ship carrying a load of freight would compete with the railroads, but 
how much would the single shipload affect freight rates? The com- 
petition would not be large enough to amount to anything. It is a 
question of relation or of comparison always. 

I want to read the testimony to you, just as it was given. 

Mr. Bartine. Mr. Hastings, don't you think that in determining, or attempt- 
ing to determine, all the force and effect of water competition tli rough the 
Panama Canal a period of from three to six months would be a safer guide 
than a single month? 

Mr. Hastings. Certainly, if we had it to take, but the Panama Canal had 
only been opened six weeks when we prepared these figures. 

Mr. Bartine. I am not criticizing your methods, Mr. Hastings; I presume 
you acted upon the best data you had. I am only trying to bring out the fact 
that perhaps a longer period of time would be a fairer test. 

Mr. Hastings. Undoubtedly. 

Mr. Bartine. Supposing the Interstate Commerce Commission should con- 
clude that it wants a longer time to investigate and see just what amount of 
traffic does pass through the canal — I suppose you would not object to their 
taking that time, would you? 

Mr. HABTiivas. We could not object, but we hope for an early conchision of 
this case. 

Mr. Babtinb. Before anything may happen to prove you are wrong; is 
that It? • 

Mr. Hastinos. No, Judge ; that Is not a fair inference. 

Mr. Babtine. Mr. Hastings, have you any way of knowing whether the rail 
tonnage for the month of September last — and you know what I metm by rail 
tonnage, that with which the water competes — showed a marked falling off 
during the month of September? 

Mr. Hastinob. I don't know. 

Mr. Bartine. Don't you think that is a rather important point in its bearing 
upon this question? 

Mr. Hastinos. I believe it would have an Important bearing, but In the ordi- 
nary accounting methods we could not obtain that rail tonnage for some weeks 
yet for the month of September. 

Mr. BABTmx. The point I had in mind, Mr. Hastings, was that 77,000 tons 
for September showed an immense Increase. Now, unless that Is to be ac- 
counted for In some other way. It must have been taken away from the rail 
carriers. 

Mr. Hastings. I have no doubt It was, Judge. 

Mr. Babtine. Do you know anything about It? 

Mr. Hastings. I know that they pulled freight originating In the same terri- 
tory served by the rail carriers. If they got It, we did not. 

Mr. Bastine. Then the tonnage of the railroads for the month of September 
should have a very substantial falling off, should It not? 

Mr. Hastings. Well, to the extent that we lost that business. 
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Mr. BABmne. You represent a railroad, do you not? 

Mr. Hastinos. Yes, sir. 

Mr. B.NRTiNE. Don't you think it would have made a better showing on your 
behalf If you had actually pre!sente<l figures showing how much your tonnage 
liad fallen off during last September, than to simply show how much the boats 
increased ? 

Mr. Hastings. It was a showing that was impossible, as I said a moment 
ago. for us to make at this time. 

Mr. Babtine. It was easier for you to get water tonnage than It was to get 
the rail tonnage? 

Mr, Hastings. We got the water tonnage, and we could not get the rail 
tonnage. 

He had the water tonnage — the tonnage of a competitor — right 
down to the last pound, but he did not have the tonnage of his own 
raih'oad. Now, you see the point of that. It did not make a bit of 
difference how much tonnage had passed through the canal unless 
his road had been hurt by it. As I have intimated in these questions, 
unless these 77,000 tons were extra, they must have been taken away 
from the rail tonnage, and the records of the railroads would have 
shown it. He does not have a word upon that. 

Mr. Wood. He did have a complete statement of all the tonnage 
that moved from the same district, either by rail or water, the year 
before. 

Mr. Bartine. I am giving the testimony as he answered the ques- 
tions that were put to him. It is here. He did not show that the 
tonnage by rail had fallen off, by any means. 

That brings me, very naturally and properly, to a consideration 
of the status of the Panama Canal. I have taken the position very 
insistently that if water competition is to be considered as an element 
at all by the Interstate Commerce Commission, justifying a lowering 
of rail rates to meet it, the Panama Canal should clearly be made an 
exception to that rule. 

The Panama Canal wa^ built with the people's money; it is a 
Government-owned, controlled, and operated waterway." It was 
built for the purpose of expediting and facilitating traffic between 
the two oceans and, in part, between the two coasts of the United 
States. 

Mr. Clark, in his stateinent, repeats what I have adverted to be- 
fore, and what appeared in their schedule C order, in answer to this 
argument of mine, that the Panama Canal is only one agency, and 
it IS the duty of the commission to consider both the canal and the 
railroads, which are another agency, and like some others, he- re- 
ferred to the fact that some of our railroads have been built, in part, 
by Government subsidies, and the granting of lands, and the like, 
nnd he undertakes to put the two on the same footing for that 
reason. In mv opinion, the cases are as wide apart as could possibly 
be the case. It seems to me like an insult to common intelligence 
to say that because the railroads have been assisted by the Govern- 
ment by land grants to the extent of perhaps $500,000,000, they are 
entitled to still further aid at the hands of the Government of the 
United States in their efforts to break down and diminish the value 
of an agency that fs distinctively a Government property. I do not 
see how a man can invoke the fact that these railroads have re- 
ceived assistance from the Government as an argument why they 
should get more assistance at the hands of the Interstate Commerce 
Commission by allowing them to meet competition through the Pan- 
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ama Canal, when by doing so you are, in part, at least, defeating the 
purpose for which the Panama Canal was constructed. 

The Chairman. Is not the error in that argument the failure to 
distinguish between the canal and the ship lines that operate through 
the canal ? If the Government had subsidized the ship lines to the 
extent of $400,000,000, that would have been more of a parallel 
case to the subsidizing of the railroads; and the argument to be 
applied to that case would be that in view of the fact the Govern- 
ment had aided the ship lines in their operations, that we ought to 
be very liberal to them m protecting them in their earning capacity. 

Mr. Bartine. I might make my distinction clearer. After all 
those contributions made by the Government in aid of the railroads, 
the railroads passed into private hands. They passed into private 
ownership. As we know, many of the projectors have become 
enormously rich. They became distinctly private properties, which 
had been acquired through the aid of the Government. But the 
canal remains a Government property pure and simple. You will 
remember that one provision of the Panama Canal act is for the 
payment of tolls. 

When the Interstate Commerce Commission makes an order allow- 
ing railroads reaching the coast to lower rates, they are stopping 
ships from passing through the canal, and that deprives the Govern- 
ment of money which should go into the Treasury of the United 
States. It is law that every ship that passes through the canal must 
pay a certain toll per registered ton. If a 10,000-ton ship passes both 
ways, it must pay $24,000 in revenue to the Treasury of the United 
States. If that ship is headed off by a slide, or an order of the In- 
terstate Commerce Commission, the Treasury of the United States 
loses $24,000. You can not possibly get aWay from that. It is 
perfectly manifest. It was the purpose of the law to protect that 
canal. 

I want to call your attention to section 5 of the interstat-e com- 
merce act, as amended August 24, 1912 : 

That it shall be unlawful for any con^mon carrier subject to the provisions 
of this act to enter into any contract, agreement, or combination with any 
other common carrier or carriers, for the pooling of freights of different anil 
competing railroads, or to divide between them the aggregate or net proceeds 
of the earnings of such railroads, or any portion thereof ; and in any case of an 
agreement for the pooling of freights as aforesaid, each day of its continaance 
shall be deemed a separate offense. 

From and after the first day of July, 1914, it shall be unlawful for any 
railroad company or other common carrier subject to the act to regulate com- 
merce to own. lease, operate, control, or have any interest whatsoever (by 
stork ownership or otherw;ise, either directly. Indirectly, through any holding 
company, or by stockholders or directors in common, or In any other manner) 
in any connnop carrier by water operated through the Panama Canal or else- 
where, with which said railroad or other carrier aforesaid does or may compete 
for traftic, or any vessel carrying freight or passengers upon said water route 
or elsewhere, with which said raUroad or other carrier aforesaid does or mav 
compete for traffic, and in case of the violation of this proylsion each day 
In which said violation continues shall be deemed a separate offense, 

I will skip the next paragraph and read a little^f arther on : 

If the Interstate Commerce Commission shall be of the opinion that any 
such existing specified service by water other than through the Patiatna Canal 
is being operated in the interest of the public and is of advantage to the con- 
venience and commerce of the people, and that such extension will neither 
exclude, prevent, nor reduce competition on the route by water under consldera- 
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tioDf the Interstate Commerce Ck>mmis8ion may, by order, extend the time dur- 
ing which such service by water may continue to be operated beyond July 
1, 1914. 

Jfow, you see the objection to allowing the Interstate Commerce 
Commission to grant exemptions from that. That provision of the 
law to extend the time expressly excludes the commerce through 
the Panama Canal, or ships operated through that waterway. If 
that is not intended to protect that commerce, I do not see what it 
can possibly be intended for, and I want to ask this question: What 
good would it do for Congress to lay an interdict upon the railroads 
owning or controlling ships passing through that waterway, which 
might haye the effect of preventing competition by water there and 
then let the Interstate Commerce Commission come in and make an 
order allowing the railroads to lower their rates at coast points to 
meet that competition, which would have precisely the same effect. 

Mr. Chairman, the Panama Canal act is an act relating to com- 
merce; so is the interstate commerce law. It is a thoroughly well- 
established principle of law that all acts in pari materia shall be 
construed together. I contend stoutly that the Panama Canal act 
should certainly be made an exception to the general rule of water 
competition if it is to be recognized at all. 

Mr, Chairman, it is 3 minutes of 5, and I am a little bit tired. 
Would you object to taking a recess at this time? 

The Chairman. I wa3 very much in hopes that we could get 
through with the hearing to-day. How much more time do you 
desire ? 

Mr. Barttxe. There is quite a little that I would like to bring out. 

The Chairman. Very well; we will take a recess until 10 o'clock 
to-morrow morning. 

(Thereupon, at 5 o'clock p. m., the subcommittee adjourned until 
Thursday, March 21, 1918, at 10 o'clock a. m.) 

STATEMENT OF MB. H. F. BAETINE— Continued. 

Mr. Bartine. I wish to thank the chairman for his indulgence 
in allowing me to proceed again this morning, because I was really 
somewhat fatigued, and as I am making the closing statement on 
behalf of the proponents of this bill, it was my desire to make it 
about as complete as I could, and I did not want to leave out any- 
thing that I really thought was material and would be of assistance 
to the committee, and I hope it will not be considered a manifesta- 
tion of ego when I suggest that after having been connected with 
these cases, as I have for 10 years, I can give the members some 
little information that they do not already possess. If I have not 
learned something about those things during 10 years, in this con- 
nection, I certainly must have been a weakling to begin with. 

Now, I shall proceed, Mr. Chairman, and not talk against time. 
I never had sufficient ability to do that successfully. 

When the recess was taken last evening, I had a sort of general 
notion that I had completed about all that I cared to say about the 
Panama Canal, but there are one or two other points that I would 
like to bidng to your attention. I am laying particular stress upon 
the Panama Canal because of its overshadowing importance 
with reference to this bill and because it is altogether exceptional 
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in its character; and in referring to it I want to mention briefly 
Mr. Clark's statement of the view of the commission with regard 
to their authority in the matter and their interpretation of the 
statute. He stated that their view was that the provision of the 
hiw prohibiting the transcontinental lines from owning ships op- 
erating through the canal was to prevent them from in that man- 
ner taking the initiative and virtually destroying water competition 
through the canal, and that the whole matter — which he left a little 
indefinite — was placed in the hands of the commission. I can not 
accept that interpretation. If you will examine section 5 of the 
interstate-commerce law, as amended, you will see that Congress 
itself makes an exception with regard to the Panama Canal. After 
providing that after a certain date in July these transcontinental 
lines of railroad — no i^ailroad shall own any ships operating 
through the canal in competition with railroads — it provides that 
the Interstate Commerce Commission may, after investigation and 
in certain cases, extend the period of time beyond the statutory limit, 
but the Panama Canal is expressly excepted; and the manifest pur- 
pose of Congress was to protect commerce through that canal in 
every possible way. It is shown by the toll provision and also by this. 

I want to emphasize this fact, that if the Interstate Commerce 
Commission makes an order which has substantially the same 
effect as would result from the railroads themselves plying ships 
through the canal it operates unjustly in several ways: It is unjust 
to the legitimate water carriers, such as the Hawaiian and Lucken- 
back Lines; it is unjust to the Congress of the United States, because 
it tends to defeat, in part at least, the purpose for which that canal 
was constructed; it is unjust to the Treasury of the United States, 
because it keeps money out of the Treasury which is imperatively 
needed there for the support of the Government in all of its 
branches, including the Interstate Commerce Commission itself ; and, 
above all, it is rank injustice to the intermountain country by 
widely increasing the discrimination of which that section of the 
country has been complaining for so many long years. 

Mr. Lyon. May I ask the judge just a cjuestion there? 

Mr. Bartine. I will be glad to answer it if I can. 

Mr. Lyon. I want to ask you this question : Under the construc- 
tion given to the Panama act by the commission, which you have 
just explained, by which they treat the Panama Canal as producing 
such a condition of transportation as to come within what the com- 
mission terms a special case under the fourth section, by which they 
allow the carriers to violate the fourth section, does not that con- 
struction make it nioie beneficial to the rail carriers in competing 
with the water lines through the Panama Canal thian if Congivs> 
had left it possible for the rail carriers to own boats and operate 
them themselves through the canal ? By that I mean 

Mr. Bartine. I understand you. 

Mr. Lyon. The Luckenback Steamship Co.. I presume, has about 
$30,000,000 invested in boats operating through the Panama Canal; 
it did at the rime the canal was opened to shipping. Now, if the 
railroads had to crmpete with boats of the Luckenback Steamship 
Co. they would have had to have made an investment of thirty or 
forty million dollars to do so; but under the present plan, as "con- 
strued by the Interstate Commerce Commission, they are relieved 
entirely of that investment. 
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Mr. Bartine. You are absolutely right in regard to the matter. 
The interpretation placed upon that provision of law by the Inter- 
state Commerce Conmiission is not only more unjust to the water 
carriers operating through the canal, but it is more injurious to the 
country as a whole, for the reason which has been given; and it is 
more beneficial to the railroads than it would be if they had to make 
their own investments in ships to do that work. There can not be 
any question about that. And now, right in this connection — as 
Mr. Lyon has broken in upon me in this way, and very properly — I 
might say a word about water carriers in general. Of course, he rep- 
resents a special interest. He is looking after the welfare of his 
clients. He has just the same right to look after their w^elfare as the 
railroad people who have appeared here have to look after the inter- 
ests of the railroads ; and the chairman has not failed to note that the 
railroad men have specifically declared that this is distinctively a 
railroad and transportation proposition, and they represent the rail- 
road side of it. 

Mr. Lyon has just the same right to present the side of the 
water carriers who are in competition. Now, I do not ignore the 
water carriers, neither do I appear for them especially ; and I might 
say by way of explanation, because it comes in as well here as any- 
where, that Mr. Shaughnessy and I are both here officially. We rep- 
resent the State of Nevada, and we do it by virtue and authority of 
the law, and we have an express statutory provision which authorizes 
and directs us to do precisely what we are doing. We are represent- 
ing no special interests. We are representing the people as a whole, 
and not merely the people of Nevada, but the people of the whole 
United States, as we understand it, and for that reason I feel it my 
dutj' to say a word on behalf of the water carriers wherever I think 
it is just and proper for me to do so, because they are an integral part 
of the business of the United States. 

Now, then, I will proceed a step further. While I have laid special 
stress upon the Panama Canal, because of its legal status, I want to 
say that the same principle applies, although perhaps in somewhat 
lesser degree, to the case of competition by rivers — internal water- 
ways — and we might say to the harbors of the country. Year after 
year, for a great nriany years, as shown by Mr. Shaughnessy, the 
Congress of the United States has made vast appropriations for the 
improvement of rivers and harbors. That can only be justified upon 
one ground, namely, that it would increase traffic by those waterways. 

I submit as a matter — ^I will not say of cold law — ^but as a mat- 
ter of sound public policy and fair interpretation of the statutes, 
that it is unjust, and the Interstate Commerce Commission is strain- 
ing its powers and acting adversely to the best interests of the coun- 
try and sound national policy when it makes orders benefiting rail- 
x'oads, enabling them to meet competition against these water lines 
which the Congress of the United States has labored so hard to 
develop and make more effective. 

As I said before, it seems to me that the course pursued presents a 
case of one department of the Government arraying itself against 
all the other departments of the Government, and so w^ith regard to 
the rail carriers. The same principle applies, but it is in very much 
lesser degree, because the rail carriers come nearer meeting each other 
on even terms than the water carriers and the rail lines do, and this is 
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notably true with regard to ocean carriers, some of whom are repre- 
sented by Mr. Lyon. The ocean carriers and the rail carriers do 
not meet on even terms in transcontinental traffic. The rail car- 
riers pick up business all along the line. They have their local traffic, 
which is charged for at higher rates than through traffic, while the 
ocean carriers have nothing in the world to go upon except through 
traffic from coast to coast points. They have their marine insurance 
to pay and their tolls. If a rail carrier puts its rates down some- 
what in order to meet competition, it can recoup by charging larger 
rates at interior points where there is no competition, and the history 
of the country shows this. 

The Chairman. I might suggest in connection with what you 
were just pointing out that during a great part of this time when 
the discrimination between the intermediate points and the ter- 
minals in rates was allowed, for the reason of water competition 
which they said they had to meet, that the water competition which 
has been testified to here in evidence as existing of the American- 
Hawaiian line, or Hawaii an- American — which way is that? 

Mr. Lyon. American-Hawaiian. 

The Chairman. American-Hawaiian, that it is not only subject 
to the disadvantages which you have related — all of which, I think? 
is very pertinent — but that particular competition was subject to 
this disadvantage, that they had to handle tiieir freight four times, 
They had to handle it wlien it was loaded on board the ship at New 
York, handle it when it was taken out of the ship and loaded onto 
the railroad tr'ain at the east terminus of the Tehuantepec Railroad, 
and handle it when it was taken off the railroad and loaded on the 
ship at the western terminus of that railroad, and handle it when 
they arrived at the Pacific coast port, where it was unloaded from 
the ship, whereas* we will take the Southern Pacific Railroad Co., 
which IS probably the most advantageously situated transcontinental 
line in that respect, because it is the only line that I know of that 
has a complete transportation system from an Atlantic seaboard to 
a Pacific seaboard. None of these other transcontinental lines that 
I know of have that, and pretty near half that — ^pretty near as 
much of it as the eastern part, at least, of the American-Hawaiian 
Steamship Co., is by water, the same kind of transportation that 
the American-Hawaiian had. Now, the American-Hawaiian has to 
unload from the ship at Tehuantepec and unload from the railroad 
again at Tehuantepec, whereas the Southern Pacific only had to 
unload from their ships at Galveston and load onto their trains, and 
then they had a short haul compared to the other transcontinental 
lines, to San Francisco, and did not have to handle the cargo again 
until they arrived at the Pacific coast. Pardon me for interrupting, 
but I thought I would put that suggestion in the record. 

Mr. Bartine. I am very glad you did, and I tnist that you will 
feel no sense of humiliation, henator, when I tell you I have used that 
argument repeatedly myself, but used it another connection. It 
merely shows how great minds run in the same channel. 

Mr. Lyon. Might I suggest that the roads— the Tehuantepec 
route — had no business especially* except this Hawaiian business? 

Mr. Bartine. I will say, Senator, tliat I used that argument in 
another connection. I did it for the purpose of showing that as a 
broad, general proposition water competition could not be in any 
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way effective as to limit materially and naturally the quantity of 
freight carried to the Pacific coast by rail, because when it is carried 
by rail there will only be two handlings. It is loaded on the cars 
at the point of origin and unloaded at the point of destination, while 
when it was taken by rail, and especially when it was taken from 
an interior point like Pittsburgh and carried east to New York 
and there loaded on ships it involved all of the way fronx six to eight 
different handlings, which, of course, would necessarily add much to 
the expense of transportation. 

Mr. Shauohnesst. Judge, may I add a further suggestion as to 
the great strategic value of the Southern Pacific Co. because of their 
direct rail and water transcontinental line? Because of this unified 
transcontinental line under a single management from the Atlantic 
to the Pacific coasts (the only one in the United States), it has great 
strategic value in being able to dictate the proportion of rates, and 
largely the character of the rates, that all other transcontinental 
lines may maintain on the coast-to-coast business and the divisions 
of the rates they shall receive. Also it has been the strongest single 
factor in offsetting the so-called water competition which we are 
<]iscussing here, and it has resulted in the past that because of its 
power various Pacific coast jobbers have cooperated with the trans- 
continental carriers in the matter of rates and have given to them 
their traffic in very large proportions as compared with the water 
routes. The reason for the strtegic power of this great company is 
this, as I understand it: Its sj^stem comprises the Atlantic Steam- 
ship Co. from New York City to Galveston and then its rail line 
which reaches Los Angeles, San Francisco, and Portland. But this 
is only stating the problem in part. In addition to reaching 
the Pacific coast terminals, this great system also reaches practi- 
cally all the important commercial points intermediate to the 
terminals. For many years past the long-and-short-haul rate system, 
that we are complaining against here, has enabled the Pacific coast 
jobbers to take eastern freight to their warehouses for storage and 
distribution back into the great inland empire, known as the Inter- 
mountain Territory. Therefore, in the event of a serious rate war 
between rail and water carriers, or if, because of a disposition on the 
part of the Pacific coast jobbers to give too much of their traffic to 
the water lines, the Southern Pacific Co. has been in the position 
of being able to make very low rates from Atlantic coast points 
direct to practically all interior points in New Mexico, Arizona, 
California, Oregon, Nevada, and Utah in competition with the 
Pacific coast jobbers and the ocean carriers. I think this is 
the reason why the ocean line of steamers promoted and operated 
by the San Francisco jobbers a number of years ago was discon- 
tinued and an agreement reached between the carriers and the 
Pacific qoast jobbers whereby long-and-short-haul rates have since 
been maintained for the benefit and extension of the jobbers' dis- 
tributing territory on the one hand, and, on the other, the promo- 
tion of long-and-double-haul traffic for the transcontinental carriers. 

Mr. Babtine. Well, I touched that, in a general way, in referring 
to Mr. Durborrow's claim of the strategic advantage of the Southern 
Pacific System, and it all goes back, in the last analysis, to the fact 
that they have got a water line from New York to Galveston. Mr. 
Shaughnessy has given you the details of how that works. 
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Mr. Campbell. Judge, may I interrupt there for just a moment! 
Kight in that connection, was it not your understanding, and was 
not there some evidence produced to that effect in April, 1916, that 
the northern lines were in favor of removing the discrimination on 
account of the ceasing of water competition! 

Mr. Bartine. It was my understanding at that time — and the 
atmosphere in the hearing room of the Interstate Commerce Commis- 
sion was charged with the thought — that the northern lines were 
ready to comply substantially with the claims and demands of the 
intermountain country, and that the Southern Pacific was the great 
obstacle which stood in the way. 

Mr. Campbell. It was significant, was it not, that that fight against 
the commission removing the discrimination on account of chang^ 
conditions was made by the Southern Pacific Bailroad Co., was it 
not? 

Mr. Bartine. At that time, do you mean? 

Mr. Campbell. In April, 1916. 

Mr. Bartine. 1916? 

Mr. Campbell" 1916, the beginning of the Spokane case. 

Mr. Bartine. I can not particularly fix that date, but I will state 
this, that all through the intermountain cases the Southern Pacific 
Co. has been the great force that we have had to contend with, while 
the others, of course, have swung into line and furnished testimony 
from time to time. 

Mr. Campbell. Let me call your attention to this, that in the last 
two years the contention made by the railroads that there should 
not be any change on account of changed conditions was made by the 
Southern Pacific, and then when the rates were proposed for the pur- 
pose of removing discrimination, the defense of those rates was made 
by the northern lines, is that not a fact? 

Mr. Bartine. That, I think, is all true. At the same time, those 
are matters of detail that really do not go to the merits of the propo- 
sition of whether we should have an absolute long-and-short-haul law, 
but they do go to show how the existing law has been abused, and in 
that way furnish a reason for its modification along the lines of our 
desires. 

Now, then, if I may be permitted to proceed, I have some thoughts 
on other lines. There has been a great deal said in these hearings 
about the rail carriers taking the freight to the coast points at some- 
thing just a little above out-of-pocket cost, and the supreme Court 
of the United States has been invoked as authority in favor of that 
policy. It is true that the Supreme Court has sustained the action 
of the carriers in taking the freight to coast points at what, it was 
claimed, was a little above the out-of-pocket cost. That is, the 
actual cost of moving the freight, but in not one of those cases that 
has ever been brought to my attention was any showing made as to 
what the out-of-pocket cost really was. The naked assertions of the 
carriers that the freight did yield something above the out-of-pocket 
cost was taken as being true, because there was no evidence on the other 
side; but I have always taken the position, and I suggested it yester- 
day, that the claim that they were carrying fi-eignt to the coast 
terminals at something just a little above out-of-pocket cost was abso- 
lutely unfounded, and that our figures show that those rates were in 
and of themselves fairly remimerative. But let us suppose that they 
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do that ; that is, suppose they do carry the freight at a little above 
the out-of-pocket cost. The statement of the Supreme Court is that 
it is justifiable, because it brings more money into the treasury than 
it takes out, and, therefore, casts no burden upon the remaining 
traffic. That view is plausible, but it is imsound. It must be remem- 
bered that the out-of-pocket cost only relates to transportation, and, 
according to the figures which were prepared in the Keno case, the 
transportation costs are approximately only half the total cost of 
operating a railroad. Consequently, if this traffic which goes to the 
terminals only pays a little above the actual cost of transportation, 
it throws all the rest of the burden of the operating expense of the 
road upon the remaining portion of the traffic, and it must, neces- 
sarily, work an injustice. Strive to prevent it as you may, it 
would be bound to lead to higher charges at intermediate points, 
because every railroad is seeking to obtain a just and fair return 
upon the fair value of its investment. 

Take the Central Pacific Railroad. Assume that upon that in- 
vestment 6 per cent is a fair return. Suppose that the charge to 
the coast is such that at that point it will only yield about 1 per cent 
of the out-of-pocket cost. In order to makB up the 6 per cent 
return upon the whole, it is a self-evident proposition that the rates 
at the interior points must be excessive in and of themselves. Now, 
a railroad is bound to meet competition and suffer the effects of it, 

1'ust the same as any other business, and let us suppose another case 
)y way of illustration as bringing out the true principle which 
shouldbe applied in a case of that kind. Let us suppose that 6 per 
cent is a fair return for the Central Pacific to earn. Let us suppose 
that its rates to the coast are such that that portion of the traffic 
will only yield 3 per cent and that it represents half the total traffic 
of the road. Well, now, if the 6 per cent return is to be kept up, it is 
manifest that the rates must be fixed at such figures on the remain- 
ing portion of the road as will yield 9 per cent on that part of the 
business, because the 9 plus 3 makes 12, and divided by 2 makes 6 
per cent for the entire road ; but that it not the way it is done. We 
find that the Southern Pacific Co. has made its full 6 per. cent and 
7 per cent and carried great sums to surplus, as has been shown by 
the figures introduced here. Now, one of two things must be true. 
Either the rates at the terminal points must be of themselves fairly 
remunerative or else the interior must be tremendously overcharged. 
Have I made myself clear upon that? 

The Chairman. I think so. 

Mr. Bartine. Mr. Wood offered an illustration the other day 
intending to show that the carrying of freight to the coast ter- 
minals at less rates than those applied at interior points could 
not do any harm, and his illustration was that of a 10,000-ton ship 
which had 9,000 tons of freight and it had 1,000 tons of space re-" 
maining. Now, he said that if that ship fills up that remaining 
space at a lower rate it does not hurt anybody. Well, whether 
it does or not depends upon circumstances. Suppose that ship is 
loaded with 9,000 tons or freight of a certain kind. Suppose an- 
other man comes along with 1,000 tons of freight of exactly the 
same kind and the freight is all to be sent to the Pacific coast for 
distribution and sale, or for use for any purpose, and suppose the 
man who comes along with his 1,000 tons is given half^the rate 
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that the man had to pay who furnished the 9,000 tons. Will it be 
seriously claimed that the man who had to pay double rate on his 
9,000 tons has not been placed at a disadvantage? It might be 
said that the rate charged him is a reasonable rate per se, but if he 
had to pay that rate in competition with another who only pays half 
as much, there the question of discrimination comes in at once and 
he is placed at a disadvantage in his business. It seems to me that 
that is perfectly clear and plain. 

There is another reason which I have for believing — in fact, 
there is more than one reason — that these terminal rates are fairly 
and reasonably profitable, and when I speak of the terminal rat^ 
I speak of the rates that were in effect oef ore* this last order was 
made. The reason is found in the fact that in the State of Cali- 
fornia alone the Southern Pacific Co. applied terminal rates at 
about 160 points where there is no more water competition than 
there is at Spokane, or Reno, or Salt Lake City, or Phoenix. Now, 
Mr. Jones said, as I was told — ^I was not present — ^that the reason 
of the railroad company for doing that was to punish San Francisco 
for attempting to establish steamship lines. That may have had 
something to do with it, but it is unbelievable that that was the one 
sole cause; that the company would deliberately go to work and 
establish terminal rates at 160 points where there was no water 
competition merely to punish San Francisco, unless the rates estab- 
lished at those interior terminals were reasonably satisfactory to 
the company and reasonably remunerative. 

There is another reason, and we find that closely connected 
with the operations of the Panama Canal. The application of the 
railroads for permission to put in lower rates on the schedule C arti- 
cles was based on the intensified water competition through the 
canal. They had been- claiming, in season and out of season, that 
their rates to the terminal pomts were not fairly remunerative : 
that they simply yielded a little something above the actual cost of 
carrying the goods, but nothing like a fair compensation for the 
service, and yet they deliberately went before the Interstate Com- 
merce Commission with an application in which they asked the privi- 
lege of lowering their rates on the coast points anywhere from 15 
to 25 per cent below the figure at which they then ^ood, in order 
to meet the competition. 

I do not see how you could find clearer and more conclusive 
evidence than that, that the terminal rates in effect had theretofore 
been reasonably rehumerative, and I wish right here to give you an 
illustration that I have used before, because I can think of none 
better, but it is typical of many that might be given. Much has 
been said about structural iron and steel, and jiistly so, because it is 
one of the most important items of transportation to the West. It 
-has been shown in these cases that a million and a half tons of iron 
and steel are carried by rail, from East to West — from eastern points 
to the Pacific coast — and that is probably one-quarter or nearly one- 
quarter of the entire tonnage carried. 

The rate on iron and steel at the coast was 80 cents per hundred- 
weight. That, it was claimed, was not remunerative, that it 
yielded something above the cost of carrying it, but it was not fair 
compensation for the service. What did the railroads do? They de- 
liberately asked the Interstate Commerce Commission for permission 
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to lower that rate at certain points to 65 cents, or from certain points 
to 65 cents per hundred, and from certain other points to 55 cents 
per hundred, thereby confessing that their 80-ccnt rate, from roinc 
points at least, was excessive, or, putting it more accurately, thereby 
confessing that a 55 -cent rate frojm certain points would be com- 
pensatory, because they could not ask relief to put in a rate that was 
not compensatoiy within the definition given by the Supreme Court 
of the United States. Now, see what that would mean: If you 
changed the 80-cent rate to 55 cents, it means a difference of $5 "per 
ton; it means a difference of $200 on a car of 40 tons; it means a 
difference of $10,000 on a train of 50 cars. The railroad company 
deliberately asked the Interstate Commerce Commission to permit 
it to reduce its revenue, on a single train, $10,000, when it was claim- 
ing that the returns were already insufficient upon that train. I sub- 
mit that that is pretty strong evidence that the terminal rates upon 
iron and steel were reasonable, so far as the railroads were con- 
cerned. The same commodity at Reno was charged $1.42, a back 
haul of 62 cents. 

Mr. Lyon. The commission granted the relief, did it not? 
Mr. Bartine. And the commission granted the relief. 
Mr. Clark adverted to the fact, or at least he supposed that 
an ironclad long-and-short haul might interfere with the zone system 
in the East, because the freight, yoji know, crosses from one zone into 
another, where the rates are different. I can not go much into de- 
tail upon that point, but I want to suggest this: Those zones are not 
in>'iolate ; those zones have been changed from time to time. If my 
recollection is correct, when the fourth-section order was made, there 
was some change in the lines of those zones. The railroads never 
hesitate to change the zones themselves when it is to their advantage 
to do so, and it is a very easy matter to re-form the zones in such 
manner as to meet the requirements of a long-and-short-haul law. 

Mr. Campbell. Let me ask you. Judge, in this last order, whereby 
the rates were graded east of Chicago, they were not graded entirely 
by those zones, were they? The rates, even in some instances, took 
a differential of only 5 cents instead of the 15 cents, 25 and 35 cents. 
Mr. Baktine. Yes; that is true, of course; but the point that I 
am making is that the zones are not in any sense sacred and un- 
changeable. They can easily be adjusted to meet the requirements 
of the law. 

Now, then, I think in a general way I have covered the general 
principles which I think lie at the foundation of this proposed legis- 
lation, and constitute its justification, 

I want to, with such brevity as I can, notice some of the objections 
and also give some little attention to the character of the objectors, 
not using the word " character " to indicate that I am going to attack 
them personally or anything of that sort, but I wish to call attention 
to the fact that throughout these hearings, which have now covered 
a period of seven or ei^ht days — ^to-day, I think, is the eighth day — 
every particle of opposition to the bill has come, either from the rail 
earners themselves, who are immediate parties in interest, or from 
coast cities that were the beneficiaries of preferential rates which they 
received under the present law and before the last order was made, 
and which, by their own admission, they hope to have restored at the 
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close of the war when the commission modifies the existing order. 
Not one substantial business interest outside of the jobbing interests 
has appeared in opposition to this bill. Mr. Spence and Mr. Winchell 
both declare that it is exclusively a carriers' proposition. They both 
declare that the coast cities have nothing whatever to do with it. 
I am endeavoring to deal with this matter in a spirit of perfect 
frankness. I have always taken the position that the coast cities had 
no legal standing in the intermountain rate cases, because their only 
demand was for the retention of the preferential rates, which no law 
in the world can give them. For that reason I deny that they had 
any legal standing before the Interstate Commerce Commisison. 
Nevertheless, they were there, and there in force, entering their ap- 
pearance, putting witnesses upon the stand, making arguments and 
dividing the time and all that, and always upon the railroads' side. 
AVlienever we wanted to find Seth Mann, we always laoked over into 
the railroad corner, and there he was in the bosom of his friends. 

Noiv, it seems that they have no further use for Mr. Mann and they 
have turned him down cold, and, very naturally, Mr. Mann is a little 
indignant over it and maniiested it the other da}\ I don't blame him 
much. I do not like ingratitude myself, but they certainly did claim 
that they had a legal status in this case, because otherwise they 
would not have been there, because they know perfectly well that the 
Interstate Commerce Commission must make its orders within legal 
lines, and if they had no legal status they could not get an order in 
their favor. Of course, their interests were incidental, but they 
claimed that they were there as a matter of right; but I will be just 
to my friends from the coast. This is a different proceeding. We 
are not trying a lawsuit. This is a matter which concerns otlier in- 
terests in the united States and the coast cities have a perfect right to 
appear and make whatever showing they can in opposition to the bill. 
I do not question their right to be here, but if they come and expect 
to make their influence felt, I say that it is incumbent upon them to 
give good reasons for their opposition and that they have not done. 
You can find nothing in their reasons, which is not based upon the 
idea that coast points should have preferential rates after the war is 
over, and when the present order has been canceled or modified. 

Mr. Mann. Judge, may I ask there, don't you recognize the fact 
that the representatives of the coast cities represent the commercial 
interests or those cities, as embodied in the chambers of commerce, 
and that those chambers of commerce include manufacturers and re- 
tail dealers, as well as jobbers, as you call them? In fact, all the 
commercial interests of the coast cities in California and the Pacific 
coast are represented by these chambers of commerce. Is not that so? 

Mr. Bartine. I understand that they have all kinds of business 
men in the chambers of commerce. I grant that, but you are pe- 
culiarly the attorney and traffic manager of the traffic bureau of the 
chamber of commerce, which deals with commercial conditions only. 
There has never appeared in any of these proceedings a representa- 
tive of a distinctly business enterprise, in contradistinction to job- 
bing, in opposition to the intermountain country, except thosK? that 
peculiarly represent the jobbing interests. 

The Chairman. I understood that a statement was made here by 
a representative of tlie Chamber of Commerce of Portland, through 
Mr. Mann, that he expressly made the statement in writing here- 
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it is filed in the record — ^that the manufacturers' interests of those 
coast cities would be benefited. 

Mr. Bartine. I am coming right to it. 

The Chairman. By removing this discrimination. 

Mr. Mann. And, if you please, Senator, the manufacturers' in- 
terests on the coast are immediately concerned in the distributive 
rates south, north, and east bound, which we fear and believe will 
have a tendency to be increased if this profit from the coast-to-coast 
business was denied the railroads. 

The Chairman. You diflfer in that point with Commissioner 
Clark? I understood Commissioner Clark's testimony here yester- 
day to be that in his judgment, if this discrimination was removed, 
the distributing field and opportunities of the coast cities would be 
improved and enlarged. 

Mr. Mann. If we can maintain the same distributive rates, south, 
north, and east, the tendency would be to increase that distribution, 
because we woiid receive from the Atlantic coast the subjects of the 
distribution, and what Mr. Lothrop means, when he says that manu- 
facturing would be increased upon the Pacific coastis that under the 
system of the absolute lons-and-short-haul clause, combined with the 
distance tariff, which woiud make a higher rate to the coast than to 
the intermoimtain points, sometimes called a graded rate, that the 
Middle West would be excluded from the heavy coast trade, and, 
therefore, that amount of competition in manufactured articles 
would be removed from the Pacinc coast, which would undoubtedly 
have a tendency to encourage the increase of manufactures there as 
sgainst the Middle West 

Mr. Bartinb. Mr. Chairman, as they say on the floor of the 
House, " I hope this will not be taken out of my time." I think I 
understand Mr. Mann's status, just as well as he does. I have never 
heard him give utterance to a thought on the subject, in all of his 
repeated appearances, that has not had as its main feature the dis- 
tributing of the trade of the State of California. Speaking of 
his representing the entire State, let me direct attention to a nttle 
circumstance that I think he will remember and will hardly deny. 
At the Chicago heiCring, in October, 1914, upon the application of 
the raUroads for special exemption of Schedule C articles, Mr. Mann, 
as usual, was there. He made one of his earnest and very excellent 
speeches, in which he took the position strongly that there was in- 
creased^ water competition to the coast, through the canal, and that 
concessions should be made, but he claimed that those concessions 
should be confined to the points where there was actual deep-water 
competition, and he made so effective an argument that the Inter- 
state Commerce Commission acted upon it and, in making its order, 
confined the Schedule C rates to the deep-water ports right uppn the 
coast alone, cutting out all the interior terminals to which I have 
referred, and my fiiend Mann was so well, so much impressed with 
the argument which he made, that he actually came to me, with my 
limited ability, to find out what I thought about it, and I was fair 
enough to agree with him. If water competition is to control, it 
should only control where there is water competition. Why, that is 
the common sense proposition, and I remember very distinctly how 
exceedingly angry our mutual friend Bradley, representing Sacra- 
mento, was about it. Figuratively speaking, he jumped all over Mr. 
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Mann. Now, I wonder if the people of Sacramento would be will- 
ing to accept Mr. Mann as their representative? 

Mr. Mann. In this matter; yes, sir. 

Mr. Bartine. Why are they not here? 

Mr. Mann. I notified tUem. I think they thought it was un- 
necessary. They prefer, however, to enjoy the advantages of their 
proximity to the sea, which results from the granting of the lower 
rates to the coast, than to lose it altogether, which would be the 
result of an absolute long-and-short-haul clause. 

Mr. Bartine. But the long-and-short-haul clause will not give 
San Francisco any lower rates than Sacramento will have, and 
Sacramento will be on an even keel with San Francisco, unless 
the rail carriers give Sacramento the benefit of the shorter haul; 
so they are not going to be hurt by a longrand-short-haul law. 

Mr. Mann. I must diflFer with you there. They recognize their 
eastern distribution would be immediately interfered with. 

The Chairman. Mr. Mann, you say they prefer to have their ad- 
vantages of their proximity to the sea, and, really, that is the posi- 
tion of all of the coast cities in this question, is it not, that it is 
the natural right or the natural result of a natural condition? 

Mr. Mann. I call it an economic right. 

The Chairman. Yes; located on the sea. 

Mr. Mann. Yes; or located near to it. 

The Chairman. Now, if the thing is to be decided on the basis of 
natural advantages — that is a better phrase — why is it that the 
railroad companies come into the case and take just the opposite 
position? They come into the case and say the boat lines have a 
natural advantage by being on the water — cheap water transpor- 
tation. We can't compete with them, but because we can't compete 
with that natural advantage, we must have artificial aid, in being 
allowed to put our rates down below what in other places would 
be called a reasonable amount. 

Mr. Mann. The carriers' position in that regard, if the Senator 
please, is not by meeting the competition they are exercising an ar- 
tificial advantage. They are exercising a principle of meeting com- 
petition by w^ater, where they find it, which has been the practice, 
and the custom, and the economic law of the whole railroad, with 
respect to the construction of rates to ports where water reaches. 
As Mr. Clark said yesterday, in the case of the Southeast, the water 
means of transportation— canals, rivers, and so on — were in fact 
there long before the railroads were built. In fact, I remember a 
*rather interesting circumstance that very cleverly illustrates that, 
and that is, that when the Baltimore & Dhio was built, it was the 
first road built in this country. I believe that they laid wooden 
rails, and a horse was used to draw the carriages over the rails. 
Then, when the locomotives were first invented, they were used and 
tried out upon that line, and, strangely enough, as they ran along 
parallel to the canal boats, the Baltimore & Ohio Kuilroad Co. 
was under injunction from the courts, for two years, against the 
running of these locomotives in the early history of the road, be- 
cause they frightened the mules on the canal; showing that the 
canal was there first and the railroad came after. 

The Chairman. Well, that is auite a long ways removed, is it not, 
when they enjoined the railroad company from operating engines 
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because they frightened the mules, and now they levy a tribute upon 
the interior of the country in order to make up the lack of profit 
on low rates to the coast, in order to enable the railroad engines 
to carry the freight? 

Mr. Mann. The answer to that, of course, is that the tribute upon 
the intermountain country and intermediate country will have to be 
hi^er, if the railroads are forced out of the competition at sea. 

The Chairman. Now, there is another branch of that same ques- 
tion — ^natural advantage. It was argued here by some of the wit- 
nesses, that if there is a circuitous rauroad line, reaching a point A, 
and a short and straight railroad line competing with it, reaching 
the same point, that this circuitous line ought to be allowed to put 
its rates down to mere out-of-pocket cost of transportation, with a 
slight profit, in order to meet the competition of this short line, and 
charge the intermediate points on the circuitous line a larger rate, 
enough to make up the dividends on its stock and interest on its 
bonds. Now, there is another reversal of the doctrine of natural 
advantages. The short line there has the natural advantage, but by 
this system that natural advantage is taken away from it, and the 
disadvantageous line, or the line which naturally is at f^ disadvantage, 
is put upon an equal footing with it. 

Mr. Bartine. It is often given an advantage, Senator, becai&e the 
longer line has probably more local traffic to sustain it, and is, there- 
fore, in better position to meet the shorter line at the point of com- 
petition. 

The Chairman. What I wanted to call attention to was, that it 
seemed the doctrine of natural advantages is used in two different 
ways. 

Mr. Mann. Well, of course, as far as water is concerned, that 
might be said to be — ^if one might use the expression — more natural 
Ihan the existence of a natural monopoly, such as a railroad is, but 
the argument there — ^the answer there — ^is just the same as it is in 
the other case, namely, that as far as the intermediate points are 
concerned, which are located upon the longer or circuitous line, it 
can make no possible difference to them whether the freight goes by 
their line or by the shorter line to the ultimate point of competition. 
They can not be harmed. The freight is going to get there anyway 
at tfie lower rate. So far as the intermountain points are concerned 
in this matter, the freight is going to get to the coast by ships at 
the lower rate. Therefore, what possible harm can happen to them 
if the rail carriers carry some of it? It is going there anyhow. 

The Chairman. Suppose the situation was just reversed, Mr. 
Mann, and it appeared here that a lot of ships had been built and 
started to operate in the coastwise traffic from New York to San 
Francisco, and found out that they made a rate sufficieni; to pay the 
cost of transportation and interest on their capitalization but that 
that rate was so high they could not compete with the railroads. 
You contend that they ought to allow those companies, from the 
Government Treasury or from a tax on the interior country, enough 
to enable them to compete with the railroads? 

Mr. Mann. No, sir ; my answer to that is that the suirffestion that you 
make, under the law as it stands, and as administered by the Inter- 
state Commerce Commission, is impossible of happening. As I set 
forth in my statement here, namely, that the making of a rate to the 
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coast is wholly and entirely under the control and within the initia- 
tive of water carriers, because the rail carrier will not be allowed, 
under any circumstances, by the commisison or by law, to charge 
less than the water competitive rate under any circumstances, and at 
the same time depart from the fourth section ; that is to say, charge 
higher to intermediate points, in order that the rail carrier may be 
permitted — ^and we must carry in mind all the time, if you will permit 
a deviation for a minute — the idea that these acts of the railroads 
are entirely permissive. It is a pure, permissive act. They don't 
have to do it. They have the right to do it if they are permitted to 
do it, and they have not unless tney are. I say they will not be per- 
mitted to meet this competition at the sea, or to make a lower rate 
to the coast points unless there are two things that first happen. 
First, that the water carrier makes a lower rate, and second, that it 
carries the goods. There must be an actual lower rate, or an actual 
carrying of the goods. Then, of course, there is an axiom which we 
must carry along through all of this discussion, in order to see it at 
all, and that is that that operation by water is cheaper than opera- 
tion by rail. 

Mr.* Lyon. I do not want to interrupt. 

Mr. Bartine. I would like to go on with my statement. 

Mi^ Lyon. I would like to have a chance to answer ivir. Mann. 

The Chairman. Later on, I will give you an opportunity. 

Mr. Lyon. It is a misstatement of the facts. 

Mr. Bartine. Of course, whether water transportation is cheaper 
than rail depends upon the facts and circumstances of every particu- 
lar case. You can not lay it down as a maxim by any means. 

Mr. Mann. As a general rule, of course. 

Mr. Bartine. Now, then, I want to refer momentarily to the 
Lothrop letter. Of course, Mr. Mann puts his own interpretation 
upon it, as he has a right to do, but the rest of us have a right to 
understand that letter as it reads, and we are not bound by Mr. 
Mann's interpretation of it. He also^ as he has the right to do,' natu- 
rally lays broad stress upon the part which makes his way, but Mr. 
Lothrop certainly does state that the enactment of a long-and-short- 
haul law would have a tendency to build up manufactories on the 
Pacific coast, and I submit that as a business proposition, it is vastly 
more to the interest of California to have its manufactories built up 
than it is to promote a distributing trade in the manufactures of 
other States. 

Upon that very point Mr. McCune, of Tacoma, spoke, and he 
referred to shipbuilding in Tacoma, and he seemed to think that 
the shipbuilding interests there would be seriously hurt by the enact- 
ment of a law of this kind. 

Mr. McCune was inconsistent in two ways. In the first place, 
it could not interfere with shipbuilders in Tacoma getting their 
material. If they did not get it by rail thev would get it by 
water, and they would not get it by water unless it was cheaper 
than it was to get it by rail. If they got it cheaper and just 
as satisfactorily by water, they have nothing to complain of on that 
score. Secondly, what propriety or consistency is there in a man 
advocating the building up of a ship industry, or development of m 
shipbuilding industry, at the port of Tacoma. or any otner port on 
the Pacifice Coast, and then advocating a railroad policy, the tend- 
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ency of which is to put the ships out of business after they are 
constructed? 

Mr. Winchell, I think it was — ^and also Mr. Wettrick: — ^referred 
to the assumed fact that this same principle of allowing the rail- 
roads to charge more for a shorter than for a longer haul pre- 
vailed in England. I do not know anything about the English law 
on that point, and I do not care anything about it. I am not going 
to England for any examples or precedents with regard to this 
question. If my memory serves me, and I think it does, when the 
administration control and compensation bill was before your full 
conmiittee, Secretary McAdoo was there, and in reply to some point 
that was made he stated, and with some little snap, that they were 
not looking to England for any precedent. 

The Chairman. Physical and geographical conditions in England 
are utterly diflFerent. 

Mr. Bartine. Exactly ; I was going to say that. Aside from that 
the geographical conditions — ^I will repeat your own language — are 
altogether different. In the first place, England is a very small 
country. This land of Great Britain, England, Scotland, and Wales 
contains about 90,000 square miles. That is 20,000 square miles less 
than is contained in the State of Nevada, and it is entirely sur- 
rounded by water. In proportion to its size, it has an immense 
shore line. If a line 50 miles inland from the ocean were to be 
drawn all around the island, I do not believe that I would be very 
far wide of the mark in expressing the opinion that half of the 
territory of that island would be found outside of the line as thus 
drawn, because you are taking the outer margin of the territory; 
but at all events we can see that it would represwat an immense pro- 
portion of that country, and along that narrow border it is certain 
that the shipping interests must substantially control for all time, 
and any question that may arise in so small a country, and with its 
short hauls and dense population, would be almost infinitesimal by 
comparison with the problems which present themselves in this great 
continental domain of ours. 

Mr. Wettrick quoted from some writers on railroad law. I want 
to rfay upon that point that I have read some of those writers, 
but every one of them approaches these questions from the railroad 
point of view. It looks as if they had made the railroad side of 
these questions their special study. You can find ahnost anything in 
the standard textbooks on railroad law that you want — that is favor- 
able to the railroad contentions. I do not pay any attention to them 
in dealing with a question of this kind, and I am not aware that any 
of them have dealt specifically with the question of a long-and-short: 
haul law, which is now before us. 

Again with the conditions at the coast, let us suppose a case, 
which is really impossible — that the railroads are to be entirely de- 
prived of westbound traffic to the coast and that the ships get it 
all. That would not mean the putting of the railroads out of busi- 
ness. The railroads would have the distributing of trade just the 
same. The ships could not go upon land. The freight would have 
to be unloaded, and then it would be carried inland by the railroads. 

If the ships get it at all, they have got to get it by applying 
lower rates, which will tend to the upbuilding of the country, which 
will lead to increased production, and make a great deal more of 
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distributing business for the railroads than they have at the present 
time^ and particularly at the ports of California. It is far more to 
the interest of California that the interior should be built up and 
developed than it is that a few jobbers at the ports should thrive 
by distributinff goods. For example, what an advantage it would be 
to the State of California if the population of Nevada were double, 
and the same is true of all these other interior States. It is said by 
men who are familiar with the matter, who have traveled all over 
the United States, that Nevada is the best field, in proportion to 
population, anywhere, to sell goods, to be found in the American 
Republic. It has always been a State of high-price levels, high 
wages; the people are good livers. They buy large quantities of the 
very best kind of goods. Suppose the population were doubled or 
trebled, as it might easily be under more favorable conditions, see 
what a tremendous market that would make for the native products 
of the State of California, to say nothing of the manufactured prod- 
ucts of that State, if the inanuiacturin^ should be developed there, 
and she would naturally buy from California, rather than go way 
back East in order to get them. 

Again, the point is made that we would be at just the same 
disadvantage anyway, because the ships would bring the freight 
into the ports, and then the rail carriers would take it and carry 
it over to Nevada, and we would have to pay the combination rate 
just the same; but as I before remarked, that combination rate would 
necessarily be lower, because the ships would not get that traffic with- 
out applying lower rates, and if they made the combination, it would 
make a lower rate into Nevada and other interior points than at 
the present time ; btlt the contention is when you get back there that 
the railroads would raise their distributing rates into Nevada. Mj' 
answer is they can not raise those distributing rates above what the 
Interstate Commerce Commission will declare to be reasonable; 
but competition itself, again, would tend to hold them down to 
reasonable limits. It is not to be supposed that these great trans- 
continental lines of railroads would be willing to see all of their lines 
east of Spokane and Reno and Phoenix, and the other points, go 
out of business. If they want to continue operating those lines, 
they will want to bring goods from the East as much as they could, 
and get as long a haul as they could, and for that reason when they 
were carrying goods eastward from California and goods westward 
from eastern points they would meet at a certain point, and compe- 
tition at that point would necessarily force lower rates. 

In speaking of that I want, in order to make myself clear with re- 
gard to this matter of competition, to say that I do not deny the 
right of the railroads to meet competition through the Panama 
Canal, although it is government owned, controlled* and operated; 
but I do say that it must be done upon fair and equal terms, they 
must not do it in a way to work injustice to any portion of the pat- 
ronage of the respective roads, and that they do when they lower the 
rates to meet the traffic through the canal and keep them up at all 
other points. There is no I'eason to doubt, Mr. Chairman, that the 
railroads of this country will always be able to take care of themselvi^ 
without any artificial advantages being given to them. If they 
lose money at the coast points, they will recoup their losses by the 
tremendous growth and development of the interior of the country, 
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and ultimately they will find that they must rely upon this interior 
for their support. 

Mr. Mann adverted to the fact that these railroads would never 
have been constructed if they had not been able to reach the coast 
ports. I do not concede to him any copyright on that. I brought 
that out myself in argument, and did it for the purpose of showmg 
that their coast rates are reasonable in and of themselves, otherwise 
the}' would not have been so anxious to get there. There is not a 
transcontinental line that would have been constructed if they could 
not reach a point on the coast, and primarily they expected to get 
the major portion of their business at the coast, because the interior 
was less settled, and is it to be supposed they would have sought that 
business if they had not felt it was reasonably remunerative; and 
mark you, when railroad construction across the continent began the 
Central Pacific was the first one, and it ran right into the very face 
of the strongest competition at the ports, the clipper ships, the ships 
which carried transportation around Cape Horn, and they met those 
clipper ships so successfully that they drove them completely out of 
business. That magnificent fleet of clippers is simply a matter 
of history; and now, since the first one was built, eight more roads 
have been constructed, all reaching for terminal points, and not one 
of them would have been finished if it had not been able to get there. 
We must conclude that they regard that business as desirable. 

Mr. McCarthy. Is it not a fact that the last two transcontinental 
lines built, the St. Paul and Western Pacific, were built since the 
construction of the Panama Canal was commenced? 

Mr. Bartine. That is true. 

Mr. Lton. Built so they could lose money. 

ilr. Bartixe. I can not think of every little matter of detail, Mr. 
Chairman. Mr. Mann says that the railroads at the present 
time are working right up to 100 per cent of their efficienc3\ Let me 
say, ilr. Chairman, that there is no such thing as 100 per cent effi- 
ciency in a railroad, except as a temporary proposition. There is 
nothing in the world to prevent railroads from increasing their effi- 
ciency, and they have been increasing their efficiency right straight 
along for a great many years; and again. I want to refer just briefly 
to the exhibit made up by Mr. Shaughnessy at the beginning of the 
Reno case. He not only figured out the cost of transportation, but 
he also went quite at length into the improvement in transportation 
facilities. He showed the tremendous increase in size and power of 
engines, and improvement in cars and all that sort of thing, and 
while 1 have not the figures at command, I am very sure that, taking 
a period of about 20 years which he covered, he showed that the 
absolute efficiency of a railroad train had been fully doubled. Was 
not that so, Mr. Shaughnessy? 

ilr. Shaughnessy. Yes. 

Mr. Bartine. Well, there is no limit to it. 

ilr. Shaughnessy. Just at that point, advert to Mr. Spence's testi- 
mony the other day, wherein he said the Southern Pacific line itself 
had increased its transportation 100 per cent since 1915. 

Mr. Bartine. Increased its transportation? 

Mr. Shaughnessy. Yes. 

Mr. Lyon. Number of ton miles. 

Mr. Mann. Tons 1 mile. 
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Mr. Shaughnessy. With the same plant and same facilities, show- 
ing that the Southern Pacific property was meeting this competition 
out there, and while they were carrying an excess of 100 per cent in 
service capacity that the rates have been high enough to pay an ade- 
quate return on this property. 

Mr. Bartine. That suggests another thought, too. When we made 
our application for the cancellation of schedule C order, it occurred 
to us that it might be a very good thing to show what effect those 
reduced rates to the coast had had upon the revenues of the rail- 
roads, so our secretary, Mr. Walker, who is a most excellent rate 
man, did some figuring. He took 47 typical commodities, what he 
considered to be fairly representative, and he found that upon six 
of those commodities the railroads had suffered a small loss of 
revenue — exceedingly small — and on the remaining 41, in every in- 
stance, there was an increase of revenue, due to heavier car loading, 
showing that previously they had not been loading their cars up to 
maximum efficiency; but we don't stop there. There is nothing to 
prevent them from increasing the size of their engines, still more, 
and they will do it. There is nothing to prevent them from increas- 
ing the size of their cars, and they will do it. I can remember when 
a 20-ton car was considered a pretty good sized car. What is the 
largest they have got now, Mr. Shaughnessy ? 

Mr. Shaughnessy. One hundred thousand capacity. 

Mr. Bartine. Fifty tons. Now, at the present time, as I under- 
stand, I think they are contemplating cars that will carry 200 tons, 
and perhaps 300 tons, and I do not see anything in the situation to 
prevent it. I do not see that it presents any mechanical impossi- 
bility, if they improve their track and rails and roadbed, which they 
can do ; but the assumption is that the improvements are all going 
to be in the steamships, and not in the railroads. 

I want to get through at noon. There is another point. In 
his statements before the Newlands committee, and again be- 
fore the Interstate Commerce Committee — and I think that you 
drew the matter out yourself, Mr. Chairman — ex-Senator Bristow 
called attention to the fact that this policy of charging less for the 
longer than the shorter haul, had a strong tendency and had the 
effect of building up great and congested terminals at the expense of 
the rest of the country. I want to emphasize Senator Bristow's 
statement and say that I am in full accord with his position upon 
that point, and to go further and say that I do not think that it is 
good policy for this country to so conduct its transportation as to 
amass and congest the business at certain favored terminal points, 
building up great and populous communities there at the expense of 
the outlying country. 

It is a great deal bettor to have the commercial points separated 
as widely as business calls for, but to have numerous commercial 
points at reasonable distances from each other, and each operating 
within a comparatively limited area of territory, rather than to 
have one great terminal, with practically the whole United States 
subservient to it, as is the case with the city of New York. It 
is very much more to the advantage of the country as a whole to 
have this population and its wealth and business distributed more 
or less equally throughout the country than it is to have it con- 
gested at certain points. Take the State of New York as illustrative. 
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It is called the Empire State of the Union. It contains the greatest 
population and the greatest wealth of any of the American States, 
but you take out the city of New York — Greater New York — ^then 
go across the line in Pennsylvania and take out the largest city 
in that State, and the State of Pennsylvania holds a commanding 
lead over the State of New York. It is more populous, and it is 
richer, strange to say. The great predominance of New York as a 
State is due to the abnormal development of New York City. 

Another comparison: Eliminate Chicago from Illinois, and 
then eliminate the largest city in Ohio — I think it is Cleveland — 
fi'oni Ohio, and, while Ohio is about 16,000 square miles, as I recall 
it, smaller than Illinois, I will venture the statement that it will be 
found that Ohio would be the richer State of the two and the more 

Sopulous State. These great coast cities, too, are danger points, 
ust think of it for a moment ! Look at the enormous mass of wealth 
l}4ng along the Atlantic seaboard that is exposed to attack in case of 
war with a great, powerful, naval adversary. Without having the 
figures specifically in mind, I think I can safely say that there is 
more wealth along the Atlantic and Gulf seaboards — perhaps I 
ought to include the Pacific coast — ^within range of the 14 and 15 
inch guns that are carried by the great modem battleships than is 
contained in the entire Empire of Austria. It sounds like a big state- 
ment, but I think it is true. I do not think the total wealth of Aus- 
tria exceeds $30,000,000,000, and I am quite sure within the region 
I have named you can find $30,000,000,000. It is said New York 
State alone contains $25,000,000,000, and New York City alone con- 
tains about thirteen or fourteen billions, and if they are attacked the 
whole country has to defend them. 

Among their arguments, too, it is urged that this legislation 
should not be enacted because it will place a limitation upon the 
power of the Interstate Commerce Commission, and we are rather 
plaintively asked, " Why not trust the commission with this matter, 
the same as with others ? " My answer is, because of the difference 
in the question which is involved. There are different kinds of meas- 
ures which become the subject of legislation, or may become such. 
Some are of greater significance than others. There are some sub- 
jects that are so vitally important to the people that any change of 
the law upon those points, or any legislation upon those points is 
expressly prohibited by the organic law of the State or the Nation, 
as the case may be. While a State legislature is invested with the 
power of legislating generally, the State constitution says, "Ther« 
are certain things you shall not do," and it does not do those things. 
It is because of the supreme importance of those things to the 
people, and the lack of safety which lies in intrusting legislation 
upon those points to a transitory body, such as a State legislature 
usually is. Now, just so with the Interstate Commerce Commission. 
The general features of that law might safely be intrusted to the 
Interstate Commerce Commission, but we are now dealing with one 
special feature, a feature which Congress itself recognizes as being 
peculiarly exceptional, and as being especially in need of safeguard- 
ing. It is treated by the Interstate Commerce Commission itself as 
one of paramount importance, having been singled out and enacted 
for the purpose of safeguarding the people against a custom which 
had grown up, which was wrong upon its face, and upon that alone 
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I want to read just a word from Commissioner Lane, in his decision 
upon the fourth section case, under the caption " The Railroad Com- 
mission of Nevada and Mariposa County Commercial Club against 
the Southern Pacific Co., et al," and I read from page 338 of that 
decision. 

The Chairman. What is the number of the 

Mr. Bartine. I do not know the number of the volume tliat it 
appears in. This is in pamphlet form. Oh, yes : it is in 21 I. C. C. 
Referring to the first paragraph of section 4, which lays down the 
rigid rule of the long-and-short-haul clause, the commissioner goes 
on to say: 

The language of this first paragraph reveals the philosophy upon which this 
first section was originally based. The Congress is continuing its declaration 
of antagonism to unjust discriminatiou. This provision is not a distinct and 
separable part of the act. It is but one declaration or pronouncement as to 
what Congress regards as inimical to public policy. Instead of allowing this 
kind of discrimination to remain in obscurity as at first, the law separates and 
distinguishes it by naming it. To charge more for the shorter haul over the 
same line shall be presumptions evidence of unjust discrimination, and the 
burden is cast upon the carrier of justifying a condition which is prima fade 
unlawful and unjust. 

That language itself shows that the Interstate Commerce Com- 
mission and Congress both regarded this form of discrimination 
as exceptional, and the abuses which have grown up under it have 
been of such magnitude and have been the subject of so much com- 
plaint, and the relief afforded has been so entirely unsatisfactory, 
that those who have been discriminated against feel that they are 
justified in demanding a change of the law. 

Just a word or two more : There is no question that a rigid long- 
and-short-haul section will be constitutional. The decision of the 
Supreme Court in Two hundred and thirty-fourth United States, 
page 276, in upholding the Interstate Commerce Cominission's fourth 
section order, sets that question forever at rest. It leaves no lawful 
room for doubt. That question can not be raised. 

I want to call your attention, Mr. Chairman, to the fact that a 
number of the States have laws of exactly that character. We have 
one in the State of Nevada. We have an ironclad law prohibiting 
the charging of more for a shorter than a longer haul over the 
same line in the same direction, the shorter being included within 
the longer. That law has been upon the statute books of Nevada 
for nine years. It has worked well. Not only has it never been 
violated, but there has never even been a whisper of a complaint 
concerning its operation. If it will work well in a State of 110,000 
square miles, with between two and three thousand miles of rail- 
road in operation, I can see no reason why it should not work well 
throughout the length and breadth of this land.^ They have the 
same law in Kentucky. In Kentucky, I think, it is a constitutional 
provision. That is my recollection. I believe they also have a ^^i- 
lar law in the State of Missouri. The principle is absolutely righ^ 
as a matter of sound business. It is wrong upon its face for any 
person, under any circumstances, to charge more for a lesser service 
than is charged for a greater, at the same time and place, and under 
the same circumstances and conditions, and that should apply ^ 
transportation, because the railroads are selling transportation. 
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In conclusion I want to say, Mr. Chairman, that in my judg- 
ment, after listening to the hearings from beginning to end, I am 
forced to the belief that the overwhelming weight of argument is 
in favor of the enactment of this bill into law. As I have remarked, 
there has not a word of protest come directly from any business 
interest in this country, except as Mr. Mann claims to represent all 
the shippers in California, but none of those people have been rep- 
resented here by immediate and direct representatives. It has come 
from the coast cities, which have a strictly local interest to serve, 
and it has come from the rail carriers themselves, all hoping that 
when the war is over and normal conditions are restored, they may 
have the privilege of returning to the old order of things and re- 
storing the discrimination of which the intermountain country and 
other parts of the country have so loudly and so long complained. 
We are not at all impressed with the contentions of our coast friends 
that the intermountain country is being benefited by being subjected 
to discriminations in freight charges, by being compelled to pay more 
than is charged to other people. We live way off there by our- 
selves, and the country is sparsely settled, but we have schoolhouses 
and we have colleges and we know a few little things, and we know 
that we are not benefited by being charged more for a certain serv- 
ice than is charged to somebody else. 

Upon the whole, I think that the weight of argument is over- 
whelmingly in favor of the enactment of this bill, and that even 
though it might be pointed out that in sporadic cases some little 
harm might take place, the good will vastly outweigh the harm. 

Now, Mr. Chairman, I want to thank you for your very kindly 
consideration to me throughout the whole of this hearing. I have 
talked at considerable length, because it was assigned to me to round 
out the discussion on behalf of the proponents of the bill, every one 
of whom has made a strong and effective statement before you, 
but the most of those statements were more or less special in their 
character, approaching the subject from some particular angle, while 
in rounding out as best I could in a scattering way I have endeavored 
to cover it generally and 'to meet some of the leading contentions 
that have been made against it. How well I have succeeded is for 
the committee itself to determine. I am through. 

The CHAiR3rAX. Are there any questions to ask? 

Senator Myers. Judge, I am sorry I did not get to hear all of 
your discussion. What interest do you represent here? 

Mr. Bartine. Why, I am the chairman of the Nevada Railroad 
Commission, and I represent the entire State, officially, and I am 
acting by virtue of a specific statutory direction. 

Senator Myers. I did not know your official position. 

Mr. Bartine. I represent no special interest whatever. 

Senator Myers. I will ask you two or three questions. You 
claim, do you, that the terminal rates which the railroads had before 
this order of the Interstate Commerce Commission and before the 
European war were remunerative, or yielded a net profit to the 
railroads themselves, do you ? 

Mr. Bartine. I most certainly do, and I wish you had heard my 
entire statement. I gave some figures having an important bearing 
upon that very point. 

Senator Myers. I will read all of your statement. 
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Mr. Bartine. I not only claim it, but I think we absolutely proved 
it. Of course, I would not say, Senator, that it yields as much 
profit as they w6uld like to have, but fairly and reasonably they 
were paid. 

Senator Mters. Do you think that in times of peace, with the ships 
back on the water, that the rates to interior points could be reduced 
to what the coast points were in time of peace, and the whole rail- 
roads could be operated under them at a profit? 

Mr. Bartine. I certainly think that they could. I will tell you 
what I showed, and in order not to encumber the record, I would 
suggest to the reporter that he do not take this. It will be somewhat 
in the nature of repetition. We showed in the Reno case, Senator. 
that upon westbound traffic, assuming that the whole westbound 
tonnage of the Central Pacific road, which is the main line running 
through Nevada, were left off at Reno, instead of being carried 
through to the coast and charged at the coast rate, it would yield 
that company 13f per cent net profit upon the value of the property 
involved. 

Mr. Shaughnesst. What value? 

Mr. Bartine. The value of the property that was engaged in that 
haul. 

Mr. Shaughnesst. I mean the extent of the value. 

Mr. Bartine. The whole vahie claimed was $216,000,000; no; that 
is on a basis of $80,000 per mile. 

Senator Myers. It certainly ought to be high enough. Do you 
think if the rates to the coast were in time of peace raised a little, 
and rates to interior points were correspondingly lowered, that 
that alteration would drive the railroads out of the coast business! 
That they would lose all of their coast^businesst 

Mr. Bartine. I certainly do not. I certainly do not ; and I wish 
you had heard my statement in full, in which I tried to cover that 
coast situation pretty fully. 

Senator Myers. I will read it. You do not believe, then, that 
charging a little more than an equivalent rate to coast points would 
deprive the railroads of substantially all transcontinental business! 

Mr. Bartine. I certainly do not; and let me give you a state of 
facts which will furnish a reason for my belief. In the first Keno 
hearing Mr. Luce, who represented the railroad, as its traffic expert, 
stated that the average rail charges were from 30 to 40 per cent above 
the water charges, and in the face of that fact, up to that time, the 
railroads had succeeded in getting 93 per cent of all the coast-to- 
coast traffic. 

Senator Myers. You do not subscribe to the theory, then, that if 
those low rates were put in effect in times of peace, with ships back on 
the water, that it would result in increasing the rates to the interior 
points ? 

Mr. Bartine. I do not. I do not accept that theory at all aboiit 
out-of-pocket cost, which I have been discussincr here; that the car- 
rying of that freight through to the coa.st at a little more than what 
it costs relieves it of a portion of its burden. On the contrary, the 
tendency is to increase the burden on all of the other traffic, because 
this out-of-pocket cost, as it is called, onlv relates to transportation 
expense, which represents about half of the total, and all the over- 
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charges, all the repairs to roadway and equipment, and all of the 
improvements would have to be borne by the remaining traffic, and 
the natural tendency, of course, would be in that case for the rail- 
roads, in order to preserve a full measure of return, to raise the rates 
where they could, out right there, of course, they will be confronted 
by the pnnciple of reasonable rates. 

Mr. Shaughnessy. The point the Senator had in mind was this, 
if I got his question correctly: That if the railroad carriers had to 
forego the ocean-carriage business, would the carriers be permitted 
to raise the rates unreasonably, then, at all interior points? 

Mr. Bartine. I have answered that point, Mr. Shaughnessy, and 
answered it .perfectly, I think, I say no. 

Senator Myers. Yes; I understood your answer. That is all I 
care to ask you. I will try to read your address, Judge, as well as all 
the other addresses. 

Senator Henderson. I would like to have the Judge go into the 
matter as to whether or not he feels that this bill should be. enacted 
now. There has been some question as to whether or not, on account 
of present conditions, the bill should be enacted now. 

Mr. Bartine. Upon that point I want to say that if I had not 
thought so I would certainly not have advised it at this time, and I 
was very much impressed with the suggestion thrown out by Senator 
Pomerene the other day that the existence of war conditions will not 
justify the maintainance of an unjust discrimination. It can not be 
the policy of the United States Government to practice discrimina- 
tion against any portion of its people. That certainly will not 
strengthen the hands of the Government for war purposes, and I do 
not see how the enactment of a long-and-short-haul law would, in 
any way, interfere with governmental operation of the roads, the 
transportation of troops, provisions, an^ supplies and munitions of 
aU kinds, and it does not make any difference who operates the roads 
or who owns the roads. A wrong is always a wrong. If it is wrong 
for a railroad, operated privately, to charge more jot a shorter haul 
than a longer one, it would be ecjually wrong for the Government to 
do it; and it can not be otherwise, m my judgnient. I do not see 
how it could cripple or hamper the Government in the slightest de- 
gree in the prosecution of the war. Is that full enough? 

Senator Henderson. Yes. 

Mr. Shaughnessy. May I have a few moments, Senator, to put in 
a few remaining appearances here? 

The Chairman. Yes. 

Mr. Lyon. I would like to ask some questions. 

The Chairman. Questions of Mr. Bartine ? 

Mr. Lyon. Questions of the judge — just two or three questions. 
. The Chairman. If the judge desires to answer them, I have no 
objection. 

Mr. Lyon. Judge, what do you understand is meant by this equiva- 
lent rate that is continuously spoken of? 

Mr. Bartine. In what connection? 

Mr. Lyon. That is, they speak of a rate by rail that is equivalent 
to a water rate. 

Mr. Bartine. Oh, well, I will tell yon what I understand by that. 
It has been said repeatedly that with reference to most articles that 
are transported, rail service is considered more desirable than water 
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service, and, therefore, the railroads can charge something more tLm* 
the water carriers can and still get the business, and the higher charg 
thus made by the rail carriers is the equivalent of the water rat* 
It is the rate which they can make above the water rate and nu-v: 
the water competition. That is what I understand by it. 

Mr. Lyon. Now, I wanted to develop that. Now, when you >p*'\' 
of meeting water competition, what did you understand i Wli / 
j>ortion of the business do they get ? 

Mr. Babtine. I understand that it means to cut out some of it : '• 
take away from water carriers some of it, because otherwise it .* 
not met. 

Mr. Lvox. Have you any understanding of what proportion of * 
shall be taken away" from the water lines f 

Mr. Babtine. Certainly not; no human being can figure upon th.i . 
and it is one of the principal reasons why these concessions shmr.-. 
I'Ot be made to the rail carriers at the point of competition, to enai' • 
the railroads to meet the water carriers, because if they cut a little 
too low, they not only meet it legitimately and get a proportion ».: 
the traffic, but they drive the water carriers out entirely. It wouli 
take omnipotence to draw the line at just the right point. 

Mr. Ltox. Has the commission or the railroa£ any principle uixr. 
which they establish what they call the equivalent rate? 

Mr. Babtine. I do not think they have. 

Mr. Lton. If the commission establishes what it used to call mf. 
equivalent rate, and there is no change in the movement of freight^ 
that is, it continues to move by water — don't you understand thov 
will permit a general reduction of the rate? 

Mr. Babtine. Certainly, I do. 

Mr. Lyon. Therefore, there is no meaning to this word *^* equiva- 
lent"? 

Mr. Bartixe. Xo: I do not know that there is, more than what 1 
have told you. 

Mr. Ltox. Except the purpose is to make a rate that will take x\ 
business from the water hnes? 

Mr. Babtine. Yes. 

Mr. Lrox. On the general question of the intermountain territory. 
I understand from my observation of this fight for the last 'J5 or •• 
years that the objection of the interni(;untain territory country i- 
really to the administration of the fourth section, is it not — that :: 
has not been administered? 

Mr. Babtixe. I do not like to answer that question in too genera! 
terms, but if you will permit me, I will give you a brief explanatioi. 
of how we have felt with regard to it. 

Mr. Ltox. I mean, does not the intermountain territory feel thjir 
in the administration of this law, first by the railroads prior t- 
18S7, subsequent to 1887 under the fourth section, under substantial!} 
similar circumstances and conditions, and subsequently to 1910 un^if r 
the special case provision that in one way or another the coast citi»»- 
have gotten something that the water lines could not confer ujvn 
them, and that has injured the interior? Is not that substantially 
your complaint? 

Mr. Bartixe. That is certainly so; yes. 

Mr. Lyon. If you had had omnipotence here, and this law omiI-' 
have In'cn -o administered that railroads did not give the oia-: 
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anything other than what the steamships gave it, substantially, the 
interior would have little ground for complaint ; is that not true ? 

Mr. Bartine. The interior would have just complaint under any 
circumstances, if the railroads gave preferential rates at coast points 
lower than those charged at the nearer points, regardless of the 
ships — leaving them entirely out of consideration, whether they were 
there or were not there. 

Mr. Lyon. But, aside from that, is it not the opinion of the in- 
terior that the coast cities have gotten something in addition to what 
the ships could confer upon them, and that has aggravated the situa- 
tion in the interior! 

Mr. Bartine. That we have got something in addition ? 

Mr. Lyon. No* the coast cities have got something in addition. 

Mr. Bartine. Oh, undoubtedly. There is no question in the world, 
Mr. Lyon, that while I do not recognize water competition as having 
been a controlling force, as Judge Prouty expressed it in the Spokane 
case^ it has had some influence, and it is quite likely that the rail 
earners have made lower rates tnan they otherwise would, but I have 
never conceded that they made them so low as to be unprofitable, but 
they have been confronted by the fact always that if they put them 
up too high they might run into competition. 

Mr. Lyon. On the same line, speaking of these one hundred and 

sixty-odd terminal points, not points directly affected b^ water 

J : competition, but which were given terminal rates, which I think was 

i^ff:^ forbidden b^ the commission after 1914, it was a fact that during all 

N : of this period that the interior had been fighting in this contest, 

that with a law on the statute books that they must not charge more 

for greater than shorter hauls, except under substantially similar cir- 

)■- cumstances and conditions, when the commission has to make any 

special case, that the commission did not interpose any objection 

^ to the granting of these rates to the interior terminal points. Is not 

that true? 

Mr. Bartine. I do not know that I quite get the drift of that ques- 
tion. 

Mr. Lyon. Well, the terminal rates are granted to a great many 
points where there was no water competition ? 

Mr. Bartine. Yes. 

Mr. Lyon. In 1914 the commission forbade it ? 

Mr. Bartine. Yes. 

Mr. Lyon. In 1911, when the commission entered its decision in 
the Intermoimtain case, these terminal rates were made to these in- 
terior terminal points? 

Mr. Bartine. Yes. 

Mr. Lyon. And the commission did not object to that? 

Mr. Bartine. No ; they were included. 

Mr. Lyon. That is, the administration of the law ? 

Mr, Bartinb. Yes. 

Mr. Lyon. That is one of the things you object to? 

Mr. Bartine. Certainly it is one of the things we object to. 

Mr. Mann. As to these interior terminal points, the fact is, is it 
not, that this cordon of interior terminals includes Sacramento, 
Stockton, and San Jose, which was established a great many years 
ago, and that the rest of the terminals took the terminal rates be- 
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cause they happened to be situated between the ports — ^that is, San 
Francisco, and Sacramento, and Stockton; is not that so! This is, 
such points as Kichmond, Portland, Port Costa, and Antioch — small 
points, but located between these larger cities of the interior, and, 
therefore, conceded those rates, because the carriers could not deny 

to them 

Mr. Bartine. That does not in any way affect the question pro- 
pounded by Mr. Lyon. The fact was that in the first fourth-section 
order of the commission, the graduated scale of rates, or the ^adu- 
ated scale which the carriers were authorized to put in, apphed to 
those interior terminals just exactly the same as to those where there 
was deep water, but when the schedule C order was made they were 
all cut out. The matter was brought very forcibly to their attention 
that there was no good reason why they should retain those special 

Mr. Mann. Is not that the first time it ever was brought to their 
attention ? 

Mr. Bartine. No; I think you are mistaken. Your predecessor, 
^Mr. Mann, Mr. Wheeler, in his argument made that same contention, 
and he had a map as large as that mirror, stuck up upon the wall, 
and he showed by points the various interior terminals, and he ar- 
gued insistently that the water competition should be confined to the 
points where the water actually was, and our mutual friend, Bradley, 
was very angry about it, and I had some fun at the expense of both 
of them. I suggested that when rogues fall out honest men some- 
times get their dues. * 

Mr. Mann. But during that period was it not a fact that the water 
carriers made the same rates to Sacramento and Stockton that they 
did to San Francisco? And were not those withdrawn when the 
water carriers ceased to make that absorption ? 

Mr. Bartine. I think that has been so sometimes and sometimes not. 

Mr. Mann. Was it not so up to the time that the Panama Canal 
was completed ? 

Mr. Bartine. I could not say with regard to that matter of detail. 



House of REPRE8ENTATm:s, 
Committee on Interstate and Foreign Commerce, 

Tuesday, April 2, 1918. 
The committee this day met. Hon. Thetus W. Sims (chairman) 
presiding. 

The Chairman. Our colleague, Mr. Hardy, wishes to make a state- 
ment with reference to the long-and-short-haul bill. I asked him to 
come up this morning and told him we would try to hear him first. 
He said he would have a comparatively short statement to make. 

STATEMENT OF HON. BTTFTTS HABBY, A KEPBESENTATIYE IN 
CONGBESS FBOM THE STATE OF TEXAS. 

Mr. Hardy. Mr. Chairman and gentlemen, my statement will be 
quite short. I have asked to be heard because I believe the bill before 
you is of the greatest importance to my people who all belong to tliat 
part of our common country which has suffered and contmueM to 
sutfer and bear unjust burdens under the evil practices sought to bo 
prohibited by this bill. 
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^ I live in a section where there is no water competition, real or pos- 
sible, and where rates are all exclusively high. We boast an average 
freight rate in the United States of 7 mills per ton-mile. The people 
of my district pay about 5 cents per ton-mile on cotton in carload lots 
over a long haul of 250 miles, and yet cotton so shipped, being easy to 
handle and ahnost indestructible, ought to bear one of the very lowest 
commodity ra^es. Again, the freight rate on cotton from Memphis 
to New Orleans is, or was, when 1 examined the question last only 
about 0.75 of 1 cent per ton-mile, on account of the potential water 
competition. The freight on a 500-pound bale of cotton from 
Memphis to New Orleans, 456 miles, was 85 cents, while from Cor- 
sicana to Houston, 208 miles it was $2.45. A^ain, some years ago 
when our State commission proposed to and did reduce the rate on 
cotton by 5 cents on the hundred pounds from points like Corsicana 
to Houston the roads claimed and tried to prove that the reduction 
would bankrupt them, and yet after that, in order to prevent cotton 

King by water from Houston to New Orleans, they applied to the 
terstate Commerce Commission, so the papers stated, to be allowed 
to haul cotton by rail from Houston to New Orleans for 12^ cents per 
hundred, or 62^ cents per bale, I did not follow up to see if they got 
permission. 

The railroad rate to-day on lumber from Beaumont, Tex., via Cor- 
sicana, Tex., to Memphis, Tenn., is less than it is to Corsicana, simply 
to prevent possible shipment by water from Beaumont via Sabine 
Pass and the Gulf and the Mississippi River to Memphis. 

I cite one more instance because of a letter I received yesterday. 
One shipper of wool last year shipped 1,500,000 pounds of wool from 
Boise, Idaho, first westward to Portland, some 500 miles, in order 
to get the low rate given from Portland to New York or Boston. As 
I recall the letter, the goods were shipped back via Boise to New 
York or Boston, and the shipper saved big money by shipping this 
way rather than shipping east direct to New York. 'In this per- 
formance some 40 freight cars were used some 10 days each in use- 
less transportation, marching up the hill and down again, and 750- 
000 ton miles of freight carried, without benefit and to the gre^* 
detriment of the commerce and industry of the country. Instances 
of like kind run into the millions, and are found everywhere, especi- 
ally in the South and the West. Kailroads are not owned by imbe- 
ciles, idiots, or lunatics. There must be a great purpose in mind 
when they pursue such a course. What is the purpose, and what are 
the results? The purpose is to absorb all our inland transportation, 
and the first result is the absorption practically of all of it. The 
second is that all our inland waterways are unused for transporta- 
tion purposes; and the third is that the aggregate amount of freight 
charges paid by the public are vastly increased. The first and second 
of these results are so because the roads reAch out into and criss- 
cross the country, and must be used to bring the freight to the water- 
competing points, and when they are allowed to charge as they 
please for bringing the freight to the water, they can charge nothing 
if they please for uie competitive haul and still make a charge which 
is highly remunerative in the aggregate, and their practice has been 
to make their charges for competitive haul so low that boats on 
free rivers and free canals can not compete. To clarify by example, 
take Memphis to New Orleans : The great Mississippi runs between 
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Them; the railroad, 456 miles long, runs between them, leaving the 
banks of the river and passing through hundreds and thousands of 
villages and towns away from the river front. Now, at each one of 
these inland towns they fix their rates shrewdly, sq as to make up 
of the charges levied against these communities an aggregate of 
freights suflScient for all needed dividends and income, and thus are 
enabled to fix their charges from Memphis, where there were wharves, 
at any old rate, just low enough to prevent any sane man fi*om trying 
to operate a boat on the river, and I am told that in times past they 
have, when driving off the last of the lingering boat traffic, hauled 
cotton to New Orleans at 50 cents per bale, or 10 cents per 100 
pounds. That was years ago, and the Mississippi became an unused 
waterway. If they could flius dry up the Mississippi, what chance 
was there to profitably navigate any lesser waterway? So, all our 
rivers have dried up. 

The third result is that the aggregate amount of freight charges 
paid by the public is vastly increased over what it would have been 
had our waterways been used for all practical purposes. This is true 
because the actual cost of water transportation in bulk on any rea- 
sonably navigable river in less than half the actual cost by rail. If 
we would use all of our waterways to the full which would embrace 
our rivers, canals, lakes,, and coast seas, without the cut-throat com- 
petition and with the forced cooperation of the roads, two-thirds of 
our long-distance, slow-going freight would go by water; 90 per 
cent of the nonperishable freight from Atlantic to the Pacific and 
Gulf coast and vice versa, would go by water. Fifty per cent of the 
freight of the upper reaches of tne Mississippi for export, or ship- 
ment to the far South would be drawn to cities on its banks and 
travel down its waters, and as the years go by a greater and greater 
proportion of all our freight would move by water, and, of course, 
at a far less cost than it can ever go by rail. Meantime, every rail- 
way now built would have left all the freight it could handle, consist- 
ing of commodities that could not reach the waterways or that for 
good reasons were better shipped by rail. For this service the 
public would pay a just sum, but by using both the railway and water 
can'iage the average unit of transportation cost would' be greatly 
lowered. 

The proposition is so plain it need not be argued. Meantime new 
and additional rail construction would be limited and adequate to 
the public need. The cost of operation of water and rail transporta- 
tion combined, and adequate to our greatest need, would be far less 
than that of tlie rail alone to do all our carrying, and, therefore, our 
aggregate freight would be far less. Just a sentence to say that the 
reason why the roads desire to absorb water transportation and do 
the whole business, is ojbvious, but I forbear to discuss it. I might 
add that the railroads have accomplished their purpose of total 
absorption of transportation, not only by low rates where water 
transportation might have existed, but by leasing or buying up water 
transportation and instrumentalities and then throwing them into 
the discard, as witness the Chesapeake and Ohio Canal, or by owning 
waterway ship companies and operating them solely in the interest 
of their railways, throwing, of course, any wastage and expense in- 
curred on the public by heavier f reji^t rates. 
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The fourth result is that unjust and disproportioned burdens are 
placed on the cities and communities away from water lines and 
unnatural advantages given to cities that have actual or potential 
water transportation. The railroads not only take away from in- 
terior points all the advantages they naturally possessed, but tax 
those points in doing it to procure the funds needed for that purpose. 
All towns that pay high rates are taxed thereby to enable tne roads 
to provide low rates for the favored places which are their com- 
petitors, and so interior towns are torn down and water-competitive 
towns are built up, and these interior towns and the general public 
are made to bear unjust burdens for their own undoing. The only 
arguments made by the railroads to support this injustice are, first, 
that they are entitled to compete with waterways, and, second, that 
towns and water-competing points would be deprived of their 
natural advantages if they were not allowed lower rates by .rail as 
well as water than their interior competitors. 

These are the two arguments I heard presented to this committee in 
opposition to the pencung bill by a railroad representative a day or 
so ago. As to the first proposition, the railroads are entitled to com- 
pete with waterways, if they can compete, and as far as they can 
compete, but simply levying on helpless commimities whatever tribute 
is needed to overcome cheaper rates offered by water transportation 
at competitive points is not competition. It is simply the old device 
of underselling your competitor at one point by selling at a loss or 
no profit there, while raising your prices all over your whole field. 
This is what is constantly done by big business in crushing out small 
and local competition in order to secure an ultimate monopoly. 

As to the second proposition: It seems strange to me that our 
Interstate Commerce Commission should ever have been persuaded 
that San Francisco or Seattle had a natural right, not only to the 
advantage given them by the Creator, by reason of having the ocean 
highway at their door, which gives them cheaper rates to New York 
than any point back in the interior, say, 100, 200, or a thousand 
miles could possibly have on such commodities as could be carried 
by sea, but that they should have the added advantage of cheaper 
rates by rail on all commodities coming from or going to New 
York. 

It is all the more strange that the commission should have been 
so persuaded when just a little thought would have shown to them 
that the application of the same principle would result, as it has 
resulted, in the destruction of all inland waterway transportation 
and the exclusive utilization of railroads for our entire internal 
transportation at an immensely increased aggregate cost to the public. 

That little paragraph condenses the large reason that ought to 
support the bill before the committee. 

It was argued here that in order to enable railroads to compete at 
San Francisco with ocean rates to New York, they should be allowed 
to carry freight to San Francisco at any rate which would not in- 
volve an actual loss, 

I submit that justice and equity require that each part of a rail- 
road and each community served by a railroad should pay its equal 
proportionate part of tlie aggregate required earnings of the rail- 
road ; otherwise the people of one section will be required to bear the 
burden of furnishing the people of other sections railroad facilities 
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at cost or less than cost, and examples that have come to my m>tice 
show conclusively ttiat much of the rail transportation between 
water-competitive points under the prevailing railroad rates is fur- 
nished below actual cost. 

The contention by the railroads that cheap rates for competing 
points add no burdens to the intermediate pomts; that it is possible 
to ^ve these cheap rates because they would otherwise have unused 
freight capacity along a great portion of their road is simply plausi- 
ble out a monstrous perversion of the facts and ought not to be 
dignified by calling it an argument. It is the same proposition that 
a lone voter makes in claiming that he alone elected a candidate to 
office because he cast one vote and the candidate was elected by one 
majority. The truth is every voter equally contributed to the result, 
and every pound of freight in a box car costs as much as any other 
pound, in transportation, none of it goes without cost. 

I would like to present, gentlemen, a clear statement of what it 
seems to me would result from a right adjustment of freight charges 
along the whole line of every railway. 

The right adjustment, it would seem to me, would simply require 
that the railroads charge for the service actually renderea, and no 
more or less in all cases, possibly with the exception of some freight 
that might be carried at less than cost on the ground of the general 
ffood or the public welfare, and in that case the whole public should 
be taxed to make up the loss. On this theory we would find that 
every locality would retain every advantage given by nature in its 
location. The railroads coming into San Francisco from the east 
would draw from inland as far eastward as would enable the shipper 
to reach New York via San Francisco cheaper than he coula by 
sending his goods direcly eastward from the point of shipment to 
New 1 ork. That is to say, here is San Francisco, and the sail around 
to New York is here [indicating]. San Francisco would draw in- 
land every commodity that could go to San 'Francisco at reasonable 
rates and still reach New York by water cheaper than it could go 
back this way — that is, eastward from point of shipment to New 
York. 

The territory drained from inland to San Francisco for ocean 
shipment to New York or any other point on the Atlantic seaboard 
would thereby become very much larger. San Francisco would 
draw much of its ocean freight from distant inland points and there 
would certainly be no shipments into San Francisco and then out 
again over the same track going eastward. Double haulage of goods 
would end and all instances of greatly increased length of haulage 
oyer the naturally shortest way woud likewise end in the course of 
time. ' The same thing that would happen at San Francisco would 
happen at every other rail-water competitive point in the United 
States, and this would still leave the waterside cities an immense 
natural advantage. Railroads would soon adjust themselves to the 
new rule and the final result would be that our waterways would 
carry most of the nonperishable, slow-moving bulk freight, while our 
railroads would carry the higher-priced or perishable freight and 
package freight and freight demanding quick transit. 

Just one thing further. In passenger traffic the railroads doubt- 
less have pursued the same policy they have in freight, but, fortu- 
nately, when they charge more for a short haul than thev do for a 
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long, the passenger simply buys the long-haul ticket and gets off the 
tram when he reaches the point he wishes to stop at. The freight 
can not do that. Notwithstanding the railroads, because of the fact 
just stated, have not been able to charge passengers more for a short 
haul than they do for a long haul, they, nevertheless, continue to 
runpassenger trains between water-competitive points. 

When the law of 1910 was passed it was hoped that the unjust 
burdens of the old railroad practices would be removed, but our 
hopes apparently have been in vain, since the law permitted the then 
existing discriminations to continue and permitted the Interstate 
Commerce Commission to authorize additional discriminations under 
their discretion. The railroads have been shrewd enough, it appears 
at times, to pervert the judgment of the Interstate Commerce Com- 
mission and secure additional discriminative rates, while holding on 
to the millions of unjust rates that existed when the law of 1910 
was passed. 

The only effective remedy for the situation is a positive, unequiv- 
ocal law, such as the one now before the committee, which absolutely 
prohibits charging more for a short haul than for a long haul. If 
this law is passed, I venture to believe that within a few years every 
possibly navigable river in America, and hundreds of miles of canals, 
will be covered with barges and boats carrying billions of tons of 
our commerce. Railroads will continue to run, earning fair and just 
dividends and carrying freight at just and reasonable rates, and we 
wiU utilize the priceless gift of our waterways to their fullest extent. 

The Chairman. Mr. Hardy, I think you have submitted some- 
thing which will be very valuable to the committee in considering 
this bill. 

Mr. Stephens. I suppose you advocate equalizing rates between 
interior points rather than lowering the rates at the interior points 
to equal the water rates to the port. 

Mr. Hardy. I think that in hundreds and thousands of instances 
the competitive rates at the water ports are really below cost, and if 
they are not below cost that fact may be ascertained. If they are not 
IkjIovv cost then the intermediate rates are double and treble what 
they ought to be. For instance, the average rate per ton-mile is 
three-quarters of a cent throughout the United States, and we pay 5 
cents per ton-mile on our cotton, the best freight we have, from 
Corsicana — the freight that ought to be shipped cheapest — that is 
never shipped in package but always in car-load lots. A bale of 
cotton is indestructible, a freight wreck will not damage it, and 
even a fire can hardly destroy it ; it can fall off the highest embank- 
ment into the deepest river and not have any harm done to it; and 
yet for that they charge us, instead of three-quarters of a cent per 
ton-mile, 5 cents per ton-mile, and they are ready to swear that to 
reduce that charge of 5 cents would bankrupt the roads, and they 
can produce figures to beat the band. 

Mr. Stephens. The fair rate would be an equalization i 

Mr. Hardy. A readjustment would require a raising of the rates 
at the water-comi)etitive point and a lowering of the rate between 
the two, and each shipper would pay for the service rendered. 

The Chairman. If the rate they have charged on cotton is a just 
and reasonable rate, then to take cotton for 12^ cents from Houston 
to New Orleans, a greater distance, would amount to 
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Mr. Hardy. Would be less than a fourth of that reasonable rate. 

The Chairman. It does not seem that it could possibly cover the 
cost unless the other is a very high rate? 

Mr. Hardy. Take the rate from Memphis to New Orleans of 7 
cents a hundred as compared with the charge of 55 cents to us. 

Mr. Sanders. I have known them to take cotton from Memphis to 
New Orleans for 50 cents a bale. 

Mr. Hardy. Just before they closed out the last shipments on the 
river there were a couple of big boats there seeking a cargo, and the 
railroads went aroimd and engaged every bale of cotton in Memphis 
at 50 cents a bale in order to keep those boats from getting it. 

Mr. Sanders. And then they promptly raised it to a dollar and a 
quarter. 

Mr. Stephens. What would have been a fair rate? 

Mr. Sanders. A dollar a bale. 

Mr. Hardy. If a dollar is a fair rate from Memphis to New Orleans, 
which is 456 miles, what would be the fair rate from Corsicana, which 
is 208 miles? 

Mr. Doremus. Can some one tell us what the compelling reason 
was for the amendment of 1910 ? There must have been some reason 
for that, and I would like to get some idea as to the circumstances or 
conditions which surrounded this amendment in 1910. There must 
have been a demand for it. 

Mr. Hardy. I think I can explain that situation. The intermoun- 
tain people were complaining and demanding some relief from the 
very burdens I have been speaking of here. The old law had a sim- 

f)le, pain provision of this sort, that the railroads shall never charge 
ess for a long haul than for a short haul, but with a proviso. 

The Chairman. The language of the proviso was, " under similar 
circumstances and conditions." 

Mr. Hardy. Yes ; that meant that the railroads should never charge 
more for a short haul than for a long haul unless thev wanted to, 
because you could never find any two situations where the conditions 
were exactly the same. So that proviso has been generally utilized 
by the railroads to lower rates at every water-competitive point until 
tiiey drove off competition, and then to do as they should think 
proper. 

Mr. Sanders. It has been generally utilized to nullifj* that pro- 
vision. 

Mr. Hardy. Absolutely. It has been so utilized that there was no 
long and short haul clause left. 

Mr. DoRE^rrs. Do I understand that the demand for the amend- 
me'it of 1910 came from the intermountain States? 

Mr. Hardy. Yes; the first speech I made in Congress was on this 
question. 

Mr. DoREMus. The people who demanded this amendment in 1910 
are now asking that it be repealed ? 

Mr. Hardy. We want now what we wanted then. We then wanted 
just what is in this bill ; but a compromise was made with the friends 
of the railroads privilege, and they are just as good men as I am; 
but men get to seeing things through colored glasses. The compro- 
mise was to retain the long-and-short-haul clause and change the 
condition, so that they should not establish any new discriminatory 
rates unless they had first gotten the permission of the Interstate 
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Commerce Commission, and also permitting the old tates to stand 
wntil changed, if the roads made application to continue them within 
six months. 

The Chairman. Those applications were for six months, and I 
think any application filed within the six months was finally deter- 
mined by the commission. 

Mr. IiARDY. Application by whom ? 

The Chapman. By the railroads, to permit them to continue the 
old rates under the new law, which was that they must show, no 
longer similar circumstances and conditions, but special cases in 
which the commission might grant them a rate which would charge 
less for a long than for a short haul going in the same direction. 

Mr. Hardy. Or the commission might permit them to continue the 
old rates. 

The Chairman. Xo; there was a six months provision in the act 
before it became applicable to all rates alike, and during that time 
the railroads might file applications to be permitted to continue the 
old rates by showing their special cases, and the rates existing when 
they filed the applications would continue until finally decided by 
the commission. 

Mr. Hardy. That is very true and very interesting, gentlemen. 
Let me make this statement, Mr. Doremus, as applicable to that law 
when it passed. I fought it with all the force I could command, and 
said to tnem then that when they put off the correction of these dis- 
criminations until after a hearing in each case by the Interstate 
Commerce Commission, they would be years and years getting the 
change, if they ever got it. 

Mr. Doremus. What did you want to do in connection with this 
amendment of 1910 ? 

Mr. Hardy. I was seeking to substitute for it an unconditional 
long-and-short-haul clause, just as this bill here. 

Mr. Doremus. Was not that what you had before the amendment 
of 1910? 

Mr. Hardy. I think the gentleman could not have heard what I 
have said. Before this amendment, in 1910, we had a long-and- 
short-haul clause, but it was conditioned. 

The Chairman. There was a proviso. 

Mr. Hardy. The condition was that the railroads might charge 
more for a short haul than for a long one, if the conditions or 
circumstances were dissimilar. 

The Chapman. But without having to apply to the commission. 

Mr. Hardy. They did not have to applv to anybody. Wherever 
the railroads said that the condition was different they assumed the 

{>rivilege, and nobody could question it, of charging less for those 
ong hauls. The result of that was that they practically blotted out 
the long-and-short-haul clause. 

Mr. Doremus. In 1910 the long-and-short-haul clause was amended 
so as to permit the Interstate Commerce Commission to grant certain 
exceptions upon application. Did you favor the amendment as it 
was finally adopted? 

Mr. Hardy. I think I can make it so plain that you will under- 
stand my position. The long-and-short-haul clause was never 
changed, but the condition authorizing a charge of a greater sum for 
a short haul than for a long haul was changed. Under that old law 
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there practically was no long-and-short-haul clause, because it was 
left in the discretion of the railroads to violate it by claiming dif- 
ferent conditions. The new law of 1910 sought to remedy that, to 
take away that discretion from the railroads, and provided that they 
could not make a greater charge for a short haul than for a long 
haul without first getting the permission of the commission. They 
did not have to get any permission before that. We thought the re- 
straining hand of the commission would prevent the railroads from 
charging more for the short haul than for the long haul. Before that 
no power existed to prevent them from doing so. The 1910 law was 
intended to put some curb on them. I contended at the time that 
it would not put any curb on them, but with the hope that it was 
better than no law at all I voted for it. It has turned out as I pre- 
dicted. 

Mr. Sanders. I remember the fight of 1910. It was to get away 
from the abnormal conditions that had grown up under section 4 as 
it then stood. 

Mr. Hardy. Yes. 

Mr. Sanders. And the amendment to-day is suggested because the 
amendment of 1910 did not do as its proponents hoped it would do. 

Mr. Hardy. In other words, the law to-day is to do what I wanted 
it to do then but which I could not get it to do, and I took a half loaf, 
as I supposed, and it turned out I did not even get a crumb. 

The Chairman. We will have to proceed with this other bill now, 
but we do not desire to cut your statement short at all. However, 
you are where yon can be reached and we can consult with you if 
desired when we take up the measure. 

Mr. Hardy. Gentlemen, I am very much obliged to you. 

Mr. Stephens. I think you have made the best argument of any- 
body who has appeared before us here. 
. Mr. Hardy. I am very much obliged to you. 

(Thereupon, at 11.30 o'clock a. m., the committ>ee proceeded to 
other business). 
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